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The  BusinessCard  Challenge. 

Compare  these  two  company  T&E  card  systems  and  see  which  one  lets  you  manage  your  business  better 


Management  Control:  Both  the  MasterCard  BusinessCard  and  American  Express  Corporate  Card  provide  MIS  Reports. 
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Acceptance:  MasterCard  is  accepted  at  over  5  million  merchants  worldwide— 3  times  more  than  American  Express. 
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Cash  Access:  MasterCard  gives  you  cash  access  at  over  135,000  locations— 5  times  more  than  American  Express. 


SSC&B  INC. 


SUPERIOR  BfflKQK 


5412  345 


iterCard. 


1234 


0000  ~  1  J  /«' 

CHRIS  UAT6RBURY 
SSCtB  IMC 


Of 

iQY 
AC* 


Individual  Spending  Limits:  MasterCard  lets  you  set  them.  American  Express  does  not. 
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Customer  Service:  MasterCard  is  available  from  your  local  banker.  American  Express  is  not. 
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One  quick  look  at  the  facts  tells  you  which  card 
system  gives  you  more  flexibility  and  control:  the 
MasterCard  BusinessCard™ 

It's  the  card  that  lets  you  set  flexible  spending  limits 
for  superior  cost  control.  And  with  in-depth  MIS 
reports,  you  can  monitor  exactly  where  your  money 
is  going. 

The  program  is  designed  and  implemented  by  your 
bank  to  fit  your  specific  needs.  It  offers  greater  flexibility 
in  the  form  of  an  optional  deferred  payment  plan  so  you 
can  better  manage  your  cash  flow. 

©  1987  MasterCard  International  Inc. 


Your  employees  will  enjoy  MasterCard's  superior 
acceptability,  while  you'll  appreciate  the  wide  range 
MasterCard  merchants  offer  in  price,  style  and  location. 
And  with  easy  cash  access  at  over  135,000  locations,  the 
BusinessCard  virtually  eliminates  the  need  and  expense 
of  office  cash  advances. 

MasterCard  will  even  put  your  company  name  on 
top  of  the  card;  American  Express '  puts  theirs. 

Now  that  you  know  all  the  facts,  the  BusinessCard 
challenge  is  really  no  MasterCard® 

consul,  BusinessCaixi 


Master  The  Business  Possibilities 


Since  1735  there  ha: 

NEVER  BEEN  A  (QUARTZ  BlANCPAIN  WATCH. 

And  there  never  will  be. 


IB 


BlancpaiN 


Faithful  to  the  traditional  art  of  watchma- 
king, each  watch  is  still  assembled,  pol- 
ished and  finished  by  hand  by  the  indivi- 
dual watchmaker. 

In  all,  only  four  ladies'  watches  and  six 
men's  watches,  each  individually  signed 
and  numbered,  leave  our  workshops  at 
the  end  of  the  day. 
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Informaiion  by  BLANCPAIN  SA  -  CH  1348  Le  Brassus  -  Swiueiland  -  Tx  459420  Tel  01041  21854092 
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Remember  the  $34,000  yo 


Tew  places  are  more  comfortable  in  a 
rain  storm  than  the  drivers  seat  of  a 
Range  Rover. 

Range  Rovers,  after  all,  are  de- 
signed to  cope  with  the  most  grueling 
conditions  in  the  world. 

Including  countries  where  unpaved 
dirt  roads  are  unpaved  mud  roads 
roughly  half  the  year. 

And  climates  where  it  can  rain  2  or 


3  inches  a  day. 
For  a  month. 

Not  surprisingly,  a  Range  Rover  is 
up  to  any  downpour  you're  likely  to 
encounter. 

It  can  plow  through  pool-sized 
puddles  that  would  disable  a  lesser 
vehicle.  And  it's  equipped  with  an  as- 
sortment of  features  that  are  particu- 
larly handy  in  bad  weather. 


Like  headlight  washers. 

And  puddle  lamps. 

Most  of  all,  though,  it  has  a  sure- 
footedness  that  makes  Range  Rover 
drivers  feel  confident  in  anything  froi 
a  light  sprinkle,  to  a  sky-opening-up, 
5:00-in-the-afternoon,  mid-summer 
thunderstorm. 

In  fact,  with  the  extraordinary 
traction  of  its  permanent  4-wheel  dri' 
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ere  saving  for  a  rainy  day? 

bound  steering  wheel,  to  its  walnut  trim. 

So  why  not  call  1-800-FINE  4WD 
for  the  name  of  a  dealer  convenient  to 
you? 

After  all,  to  all  the  other  reasons 
you  may  already  have  for  considering 
a  Range  Rover— from  its  mule-like 
off-road  ability,  to  its  on-road,  road  car 
performance— may  we  add  yet  another: 
One  of  these  days,  it's  going  to  rain. 


ange  Rover  holds  rain-slicked  roads 
^i  a  tenacity  no  ordinary  car  can 
ster. 

And  should  the  sun  come  out,  a 
lge  Rovers  ready  for  that,  too. 
:ause  now  its  available  with  an 
ional  sunroof. 

As  well  as  with  all  the  standard, 
jrious  and  surprisingly  civilized 
ointments  that  make  Range  Rover 


the  luxurious  and  surprisingly  civilized 
vehicle  that  it  is.  From  its  leather- 
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Crusader 

The  long-haired  lady  shown  here  is  the  editor  of  The  Forbes 
Informer,  our  recently  inaugurated — shall  we  say  it?  why  not? — 
gossip  column  tidbits  of  information  about  people  and  money 
picked  up  by  Forbes  reporters  and  editors  in  the  course  of  their 
work.  Informers  should  be  anonymous,  so  we  don't  show  the 
editor's  face,  but  we'll  reveal  her  identity.  She's  Gretchen  Mor- 
genson, who  joined  us 
in  1986  after  seven 
years  as  a  magazine 
writer — at  Vogue  and 
Money — and  nearly 
three  years  as  a  stock- 
broker. A  native  of 
State  College,  Pa.  and  a 
graduate  of  St.  Olaf 
College  in  Northfield, 
Minn.,  Morgenson  left 
writing  to  make  money  on  Wall  Street  but  quit  the  brokerage 
business  because  she  felt  that  properly  serving  the  interests  of 
customers  was  incompatible  with  ringing  up  the  volume  of 
commissions  her  employer  expected.  Thus  she  brings  to  the 
column  a  certain  zeal  on  behalf  of  investors.  The  Informer  is  on 
page  12. 

An  eagle  that  no  longer  soars 

For  years  Britain's  economic  sluggishness  was  legendary.  Lazy 
workers  and  bumbling  managers  everywhere  were  said  to  have 
the  "British  disease."  West  Germany,  by  contrast,  was  the 
model  of  efficiency.  The  German  eagle  soared,  while  the  British 
lion  snoozed.  Maggie  Thatcher  has  awakened  the  lion,  but  the 
eagle  seems  to  have  dozed  off.  In  "The  low-energy  German 
economy,"  beginning  on  page  116,  Richard  C.  Morais  talks 
about  how  the  German  economy  has  become  timid  and  rigid. 

A  pair  of  home-grown  winners 

For  me  the  highlights  of  this  issue  are  articles  on  a  pair  of 
relatively  obscure  U.S.  companies.  Amid  the  gloom  about  U.S. 
competitiveness,  these  two  are  not  just  meeting  Japanese  com- 
petition, they  are  beating  it.  Through  concentration  on  unique 
and  patentable  products  and  a  relentlessly  long-range  approach 
to  everything  it  does,  Menlo  Park's  Raychem  Corp.  has  grown 
from  nothing  into  a  company  with  revenues  of  $944  million  and 
a  total  market  value  of  $1.6  billion.  Its  Japanese  rivals  are 
panting  to  catch  up.  "Faster,  better,  quicker,"  Alyssa  A.  Lap- 
pen's  account  of  Raychem,  appears  on  page  200. 

Then  there  is  Parkdale  Mills,  Inc.  in  Gastonia,  N.C.  If  Ray- 
chem is  high  technology,  Parkdale  is  definitely  low  tech.  It 
produces  cotton  and  cotton  blend  yarn — an  ancient  product. 
Parkdale's  factories,  some  of  them  picturesque  old  redbrick  but 
crammed  with  the  latest  and  most  expensive  machinery,  help 
clothe  consumers  in  American-made  T  shirts  and  jogging  out- 
fits. It  has  revenues  of  $300  million,  a  superior  profit  margin — 
and  lots  of  envious  foreign  competitors.  The  secret?  Just  stick- 
ing to  a  simple  business,  reinvesting  heavily,  making  cost 
control  a  virtual  religion  and,  like  Raychem,  taking  a  long-range 
view.  Based  on  perceptive  reporting  by  Phyllis  Berman,  "The 
fast  track  isn't  always  the  best  track"  starts  on  page  60. 


Editor 
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THE  BOTTOM  LINE . 


UP  TO  45%  WRINKLE  REDUCTION.  CLINICALLY  PROVEN 

It's  a  competitive  world  and  an  achiever  needs  every  asset. 
At  last,  a  wrinkle  corrective  that  acts  on  even  the  deepest  wrinkles:  LIFT  SERUM 
Anti-Wrinkle  Complex.  Wrinkles  are  'lifted'  by  gentle  upward  pressure  as  tiny 
molecules  of  exclusive  PLASTODERM  penetrate  deeply.  Electronic  tests  confirm  up 
to  45%  wrinkle  reduction  after  only  one  month.  (Each  skin  is  different;  you  may 
achieve  lesser  or  greater  results.)  And  benefits  continue  as  long  as  you  use  LIFT  SERUM. 

LIFT  SERUM.  Avery  smart  career  move. 


TO  ORDER  NOW  CALL 
1-800-543-9200,  Dept.  115 


CHAN 


PRESENTS  LIFT  SERUM /ANTI-WRINKLE  COMPLEX 

CHANEL  BOUTIQUES:  NEW  YORK,  BEVERLY  HILLS,  CHICAGO,  DALLAS,  PALM  BEACH,  HONOLULU 


Follow-Through 


Blind  'em 

and  rob  'em 

Apr.  20,  1987 


impossible  for  regulators  to  track 
them.  In  short,  the  SEC's  work  is  cut 
out  for  it. — Matthew  Schifrin 


Sweet 
charity 

Nov.  4,  1985 


Although  the  Securities  &  Ex- 
change Commission  found  in 
1986  that  Meyer  Blinder,  the  presi- 
dent of  Blinder,  Robinson  &.  Co.,  had 
committed  securities  fraud  and  later 
required  that  he  be  banished  for  life 
from  the  brokerage  business,  Forbes 
revealed  in  April  that  a  subsequent 
federal  court  stay  on  the  SEC's  action 
had  allowed  Blinder  to  keep  on  flog- 
ging his  penny  stocks  and  bilking  in- 
vestors. Last  year  the  firm  grossed 
$120  million,  and  Blinder  boasted 
that  it  would  take  in  $200  million  in 
1987.  "Isn't  the  SEC  supposed  to  pro- 
tect folks  from  the  likes  of  Blinder?" 
Forbes  asked. 

That  story  lit  a  fire  under  the  dozing 
enforcement  agency.  One  week  after 
publication,  the  SEC  voted  to  initiate 
a  private  investigation  of  Blinder, 
Robinson.  The  case  has  been  moved 
from  the  Denver  regional  office  to 
Washington,  D.C.  Investigators  are 
delving  into  Blinder,  Robinson's  pos- 
sible unregistered  distribution  of 
stock  in  nine  blind  pools  in  the  sec- 
ondary market.  The  SEC  is  also  inves- 
tigating our  allegation  that  Blinder 
uses  his  1,700  brokers  to  manipulate 
stocks  and  bring  him  and  his  asso- 
ciates big  profits. 

Meanwhile,  Blinder  told  the  Denver 
Post  the  Forbes  article  cost  him  $100 
million.  The  Post  reported  he  toured 
his  offices  to  prevent  a  massive  defec- 
tion of  salespeople.  Blinder,  Robin- 
son's own  over-the-counter  shares 
have  since  dropped  almost  40%,  to 
l5/s.  Last  month  Blinder  even  bought  a 
full-page  ad  in  the  Wall  Street  Journal, 
calling  the  SEC's  actions  unconstitu- 
tional and,  without  naming  Forbes, 
implying  that  our  piece  was  fiction. 

Yet  Blinder's  efforts  to  recruit  sales- 
men are  now  as  vigorous  as  ever.  Ads 
for  training  seminars  continue  to  run 
in  local  papers,  and  the  firm  has 
opened  offices  in  Hong  Kong  and  Eu- 
rope. Some  Denver  brokers  speculate 
that  if  things  get  too  hot,  Blinder  will 
run  his  business  from  outside  the  U.S. 
Thus,  securities  could  be  sold  back 
and  forth  overseas,  making  it  almost 


Few  bank  bailouts  looked  better 
for  investors  than  the  1985  take- 
over of  New  York's  Bowery  Savings 
Bank  by  a  group  including  Warren 
Buffett,  former  New  York  Metropoli- 
tan Transit  Authority  chief  Richard 
Ravitch  and  the  Tisch  family.  In  re- 
turn for  putting  $100  million  into  the 
troubled  lender,  the  group  got  the 
bank  and  $275  million  worth  of  Feder- 
al Deposit  Insurance  Corp.  subsidies. 
The  FDIC  called  the  deal  reasonable, 
since  a  federal  bailout  would  have 
cost  $600  million.  Yet  Forbes  noted 
that  the  FDIC  took  no  equity  in  the 
potentially  revivable  bank  and  left  it- 
self on  the  hook  if  it  failed. 

As  it  turned  out,  the  investors  have 
come  off  great.  Ravitch,  who  took 
over  the  Bowery  as  chairman  in  1985, 
has  agreed  to  sell  it  to  H.F.  Ahmanson 
&  Co.,  a  California  savings  bank  hold- 
ing company  with  $27.5  billion  in  as- 
sets, for  $200  million — double  his 
group's  initial  investment.  Not  bad. 

Ahmanson  wants  the  Bowery  for  its 
name  and  its  presence  in  the  New 
York  real  estate  market.  But  is  the 
Bowery  healthy?  Not  quite.  With  $6.7 
billion  in  assets,  the  thrift  now  shows 
a  positive  net  worth  of  $357  million. 
Yet  Ravitch's  group  is  selling  the 
Bowery  largely  because  the  bank  does 
not  have  enough  capital  and  the  group 
doesn't  want  to  invest  any  more. 

So  why  would  Ahmanson  want  to 
buy  it?  The  FDIC's  promised  interest 
rate  subsidies  go  along  with  the  deal. 
Those  subsidies  have  not  yet  been  too 
costly.  The  bank  even  paid  the  FDIC 
$16  million  in  the  last  year  because 
interest  rates  were  so  low.  But  if  rates 
continue  to  rise,  the  FDIC  will  again 
soon  owe  the  Bowery  subsidies. 

The  FDIC's  new  chairman,  L.  Wil- 
liam Seidman,  says  he  has  no  objec- 
tions. "The  money  we  paid  was  for  an 
insurance  loss."  Yet  Seidman  adds 
that  the  FDIC  now  plans  to  take  "an 
upside  equity  interest"  in  any  future 


rescues  and  sales  to  investors.  "Per- 
haps," he  concedes,  "we've  learned 
from  the  past." — Alyssa  A.  Lappen 


Blood  on 
the  ledger 

May  18,  1987 


With  the  Big  Eight  accounting 
firms  diversifying  into  every- 
thing from  management  consulting  to 
strategic  and  financial  planning,  and 
with  Wall  Street  frequently  outbid- 
ding them  for  bright  young  business 
school  talent,  Forbes  worried  earlier 
this  year  that  the  lure  of  consulting 
dollars  could  spread  talent  thin,  sub- 
vert their  independence  as  auditors 
and  cause  conflicts  within  the  firms. 

Far  from  dissipating,  the  trend  that 
worried  Forbes  last  spring  has  esca- 
lated. In  October,  Price  Waterhouse 
became  the  first  Big  Eight  firm  to  reg- 
ister an  affiliate  with  the  Securities  & 
Exchange  Commission  as  an  invest- 
ment adviser.  The  service  will  not 
pick  stocks  for  clients,  but  will  tell 
them  what  share  of  their  assets  to 
invest  in  various  instruments.  "We 
would  be  disappointed  if  this  has  any 
less  potential  than  other  personal  fi- 
nance areas,"  says  Price  Waterhouse 
Chairman  Joseph  Connor. 

That  potential  is  huge.  Price  Water- 
house's  traditional  auditing  business 
is  growing  12%  a  year.  But  its  tax 
advisory  service  grew  22%  last  year 
and  consulting,  30% — so  fast  that  by 
1992  Connor  expects  auditing  to  gen- 
erate less  than  50%  of  revenues. 

Price  Waterhouse  is  not  alone.  This 
fall,  Arthur  Andersen  &  Co.  set  up  a 
new  corporate  structure,  complete 
with  chief  executive  and  chief  operat- 
ing officers.  "Not  every  office  can 
have  all  the  specialists  with  all  the 
skills  our  clients  want,  but  there  are 
generally  other  people  in  a  region  who 
can  help,"  explains  Lawrence  Wein- 
bach,  Andersen's  new  chief  opera- 
tions man.  Translation:  The  firm  is 
pushing  specialty  and  consulting  ser- 
vices to  an  ever  wider  audience. 

So  far  the  industry's  credibility  has 
not  been  damaged.  But  Forbes  contin- 
ues to  worry  that  the  role  of  certified 
public  accountants  as  the  guarantors 
of  financial  integrity  is  at  risk.  If  that 
suffers,  everyone  else  involved  in  rais- 
ing and  deploying  the  public's  capital 
will  ultimately  suffer  also. — A.A.L. 
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Concord  strap  watches  for  men  in  fourteen  karat  gold 
with  quartz  movements  and  sweep  second  hands.  From  top:  With  phases  of  the  moon,  $1,990. 
Chronograph,  with  tachymeter,  $1,890.  "Mariner"  with  date,  $1,690. 

Tiffany  &  Co. 

NEW  YORK    LONDON    MUNICH    BEVERLY  HILLS    CHICAGO    DALLAS    HOUSTON    BOSTON    ATLANTA    SAN  FRANCISCO  800-526-0649 


"428  offices  in  a  thriving  region, 
sophisticated  banking  services,  and  a  loan\ 
li?nit  approaching  $200  million.  The  new 
Midlantic  Corporation  is  stronger  and 
hungrier  than  ever" 

State  lines  don't  limit  your 
company's  potential,  and  state 
lines  don't  limit  Midlantic's  either. 

Since  our  merger  with  Con- 
tinental Bancorp  of  Pennsylvania, 
Midlantic  Corporation  has  contin 
ued  moving  rapidly  up  the  ranks 
of  the  Super  Regional  Banks.  A 
glance  at  our  performance  shows 
that  our  growth  has  been  strong 
and  consistent  over  time. 

Our  capital  base  now  ex- 
ceeds one  billion  dollars.  In  fact, 
if  you'll  compare  today's  Midlan- 
tic with  other  well-known  Super 
Regionals,  you'll  see  that  we  rank 
with  the  strongest. 

That  won't  surprise  Mid- 
lantic customers  who  know  that 


we  provide  the  kind  of  aggressive 
dedication  to  their  business  needs 
that  has  made  "hungry  banking" 
an  office-hold  word.  They  turn  to 
us  for  cash  management,  pension 
management,  corporate  trust, 
mortgage  banking,  real  estate  fi- 
nancing and  more. 

Take  a  closer  look.  For  more  information  about 

the  new  Midlantic  Corporation,  call 1-201-32 1-8290. 


EARNINGS 
COMPOUND 
GROWTH 
RATE 

ASSETS 
COMPOUND 
GROWTH 
RAM 

RETURN 

ON 
AVERAGE 
EQUITY 

RETI  k\ 

ON 
AVERAGE 
ASSETS 

M1DLANT1C 

18.0% 

23.3% 

16.58% 

1.03% 

35  BANK 
INDEX* 

11.5% 

8.7% 

12.76% 

0.63% 

•Salomon  Brolhers  35  Bank  Index    Data;  1982-1986 


In  short:  a  sophisticated 
financial  services  company  that 
offers  all  of  the  products  a  grow- 
ing business  needs. 

In  shortest:  get  to  know 
Midlantic  better. 


MEMBER  FOIC 


Midlantic 

Midlantic  Banks  and  Continental  Bancorp 
are  members  of  Midlantic  Corporation. 
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Edited  by  Gretchen  Morgenson 


An  oracle  clams  up 

Every  hot  market  produces  a  hot  guru, 
and  the  guru  of  the  moment  is  Bob 
Prechter,  author  of  the  Elliott  Wave 
Theorist  newsletter.  Prechter  has  been 
sizzling  the  past  three  years,  with 
spectacular  calls  on  the  market.  His 
oft-repeated  pronouncement  that  the 
Dow  won't  top  out  until  it  hits  3600 
has  kept  many  investors  fully  invest- 
ed in  an  otherwise  scary  market.  He 
says  he  expects  a  crash  sometime  be- 
fore the  end  of  1988. 

With  a  guru  as  hot  as  this  one,  folks 
keep  looking  for  signs  and  portents. 


Word  got  out  that  Bob  is  no  longer 
accepting  speaking  engagements  after 
January  1988;  his  appearance  at  an 
investment  jamboree  in  Fort  Lauder- 
dale in  late  January  is  being  billed  as 
his  last  major  speech.  Some  of  the 
true  believers  are  convinced  Prechter 
is  shutting  up  because  he  now  expects 
doomsday  sooner  than  later. 

Confronted,  Prechter  laughs:  "I  just 
want  to  spend  more  time  with  my 
family.  My  wife  and  I  made  this  deci- 
sion quite  a  while  ago." 

Goat  entrails,  anyone? 

Who's  Who  of  has-beens 

It's  billed  as  a  business  seminar  to  teach 
the  art  of  successful  crisis  manage- 
ment: a  live,  nationwide  video  confer- 
ence called  "When  It  Hits  the  Fan,"  to 
be  broadcast  Oct.  27.  Sounds  good,  but 
who's  doing  the  teaching?  The  list  of 
senior  executives  dispensing  crisis 
management  techniques  reads  like  a 
Who's  Who  of  has-beens:  On  hand  will 
be  such  luminaries  as  Robert  J.  Buck- 
ley, ex-chairman  of  Allegheny  Interna- 
tional, who  drove  his  company  into  the 
ground  while  helping  himself  to  the 
best  of  everything;  Robert  Fomon,  the 
E.F.  Hutton  chairman  who  was  on 


watch  when  the  firm  pleaded  guUty  to 
2,000  counts  of  mail  and  wire  fraud; 
Thomas  Wyman,  who  was  canned  as 
CBS  chairman  for  letting  costs  get  out 
of  control ;  and  Gerald  Meyers,  who  was 
bounced  from  the  top  job  at  American 
Motors.  Successful  crisis  manage- 
ment? Maybe  the  get-together  should 
be  called  How  We  Blew  It. 

Record  deals 

Ever  since  CBS  announced  plans  to 
sell  its  record  division — for  more 
than  $2  billion,  roughly  10  times 
earnings — the  entertainment  indus- 
try has  been  gossiping  about  what 
big  record  deals  might  follow.  Philips 
NV  is  selling  20%  of  Polygram  to 
European  and  American  investors  in 
a  forthcoming  stock  offering  worth 
an  estimated  $270  million.  But  what 
folks  really  want  to  know  is:  Will 
MCA  spin  off  part  of  its  record  divi- 
sion? The  betting  is:  Yes — if  the  oth- 
er sales  go  successfully. 

And  CBS?  The  sale  to  Sony  of  its 
record  division  was  supposed  to  have 
been  approved  at  a  recent  board  meet- 
ing, but  was  not.  Can  it  be  that  CBS 
figures  it  can  get  more  in  a  public 
offering  than  the  $2  billion  Sony  has 
bid?  Don't  rule  it  out — unless  Sony 
ups  its  offer,  as  some  industry  experts 
expect. — Allan  Dodds  Frank 

New  bonds,  old  tricks 

Remember  arbitrage  municipal 
bonds — wherein  a  municipality  raised 
low-coupon  tax-exempt  money,  not 
to  build  a  highway  or  bridge,  but  to 
invest  at  higher  rates  and  pocket  the 


difference?  The  tax  reform  act  of  1986 
was  supposed  to  rid  us  of  such  abusive 
bonds,  but  they  seem  to  be  back  from 
the  dead  in  California. 

Just  weeks  ago  underwriter  Stone  & 
Youngberg  of  San  Francisco  sold  $250 
million  of  9%  30-year  tax-exempts. 
Issuer:  California  Cities  Financing 
Corp.,  which  consists  of  four  small 
cities  in  southern  California.  The 
$250  million  raised  by  CCFC  doesn't 
have  to  be  used  to  build  bridges  or 
roads — it  could  simply  be  invested  in 
bonds,  rated  Baa  or  better,  of  other 
municipalities.  While  the  money 
awaits  investment,  it  sits  in  a  Citi- 
bank investment  contract  account 
earning  at  least  9%  a  year. 

"What  CCFC  is,"  says  Zane  Mann, 
publisher  of  the  California  Municipal 
BondAdiisor  newsletter,  "is  an  unreg- 
istered municipal  bond  fund  run  by  a 
bunch  of  small-town  California  city 
council  members."  Do  these  guys 
know  anything  about  managing  mon- 
ey? Nope. 

Who's  the  bond  issue's  biggest  win- 
ner? Stone  &  Youngberg.  Whenever 
CCFC  buys  a  municipality's  bonds, 
S&Y  gets  2%  of  the  purchase  price  as  a 
fee.  And  there's  another  benefit  to  the 
firm:  In  underwriting  the  deal,  S&Y 
has  effectively  monopolized  $250  mil- 
lion in  financing  money,  shutting  out 
other  underwriters  in  the  process. 

Bond  deals  like  CCFC's  sent  the 
SEC  into  action  against  underwriters 
like  Matthews  &  Wright  of  New  York 
City  and  Miller  &  Schroeder  of  Min- 
neapolis. But  Stone  &  Youngberg 
doesn't  seem  to  care.  The  firm  has 
another  $250  million  blind  bond  pool 
offering  in  the  pipeline  now. 


McMad  as  hell 


Slap  the  prefix  "Mc"  onto  a  word  and 
you  give  it  a  whole  new  lowbrow 
meaning.  "McBook"is  a  junk  novel. 
"McPaper"  is  the  decidedly  derisive 
nickname  given  to  USA  Today  by 
America's  news  snobs. 

How  do  the  folks  at  McDonald's 
feel  about  "McWords"?  Proud  and 
protective.  When  the  Quality  Interna- 
tional motel  chain  of  Silver  Spring, 
Md.  announced  the  creation  of  low- 
priced,  no-frills  McSleep  Inns,  the 
burgermaker  flipped.  McDonald's 
says  it  may  sue;  Quality  told  it  to 
buzz  off.  McDonald's  lawyers  have 
been  kept  pretty  busy  as  it  is  with  a 
New  York  bakery  called  McBagel,  a 
toy  manufacturer  named  McToy,  and 
a  maker  of  filing  cabinets  that  proffers 
McFile. 

Money-back  guarantee 

Are  you  one  of  those  people  who  in- 
vest in  mutual  funds  because  they  are 
easy  to  get  in  and  out  of;  Know  this, 
then:  If  you  are  a  substantial  investor, 
getting  out  of  a  fund  may  take  a  lot 
more  time  than  you  expect. 

Take  the  recent  experience  of  a 
Dean  Witter  client  who  placed  $1  mil- 
lion in  another  investment  firm's  tax- 
exempt  bond  fund.  Interest  rates  went 
up,  the  fund  shares  started  to  drop  and 
the  investor  decided  that  he  wanted 
out.  Fast.  He  wanted  to  liquidate  his 
entire  holding.  Take  it  easy,  he  was 
told.  He  could  sell  $100,000  of  his 
fund  right  on  the  spot,  but  further 
redemptions  required  a  letter  outlin- 
ing his  instructions. 

By  the  time  his  $1  million  stake 
was  sold,  the  bond  market  had 
tanked.  Waiting  for  his  transactions 
to  happen  cost  him  around  $60,000, 
he  figures. 

It  was  right  there  in  the  fine  print  of 
the  prospectus.  But  who  reads  the  fine 
print?  Not  many.  Do  you? 
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Cashing  in...  As  part  of  our  drive  to  become  leaner 
and  more  efficient,  we've  been  consolidating  our  U.S.  oil  and 
gas  producing  operations.  Over  the  past  year  we've  disposed 
of  marginal  interests  in  435  smaller  fields  and  expanded  our 
position  in  50  larger  ones.  The  upshot:  virtually  the  same  amount 
of  production  from  fewer  fields— at  lower  cost.  We're  also  con- 
tinuing to  sell  uneconomic  mining  properties,  most  recently 
a  uranium  operation  in  south  Texas  and  a  small  mineral  holding  in 
western  Colorado.  As  Mobil  Chairman  and  CEO  Allen  E.  hurray 
puts  it:  "We're  constantly  looking  to  divest  ourselves  of  assets 
that  no  longer  fit  our  long-range  goals." 

Chemical  expansions. . .  At  the  same  time  we're 
adding  and  expanding  growth  businesses.  Mobil  Chemical 
has  a  preliminary  agreement  to  acquire  Aristech  Chemical's  ole- 
fins plant  in  Houston— increasing  by  about  50%  our  U.5.  capacity 
to  produce  feedstocks  for  plastic  products.  In  addition,  to 
meet  soaring  demand  for  our  OPP  film  wrap,  we're  planning 
further  plant  expansions  to  supplement  others  in  progress  in  Strat- 
ford,Conn.,  and  Brindisi,  Italy.  Investments  like  these  should  help 
us  maintain  our  position  as  the  world's  top  OPP  producer. 

Exploration  gains...  Our  European  affiliates 
are  continuing  to  make  gas  discoveries.  The  latest:  a  prom- 
ising find  onshore  in  northern  Germany  and  two  others  in  the 
British  horth  5ea.  That  adds  up  to  1 1  successful  gas  wildcats  in 
Europe  in  the  first  nine  months. 

Cleaning  up. . .  Mobil  Oil  researchers  are  finding  cost- 
effective  ways  to  meet  health  and  environmental  goals  that 
bring  us  real  bottom-line  benefits.  Our  state-of-the-art  Environ- 
mental &  Health  5ciences  Lab  in  Princeton,  11. J.,  has  developed 
one  of  the  most  comprehensive  product  safety  data  systems  in 
the  industry— which  helps  our  marketers  make  sales.  And  some 
of  our  environment-protecting  discoveries— like  a  method  for 
recycling  refinery  wastewater— have  brought  us  millions  of  dol- 
lars in  operating  savings  and  licensing  fees.  That's  Mobil:  growing 
stronger  and  more  profitable  on  many  fronts. 


It's  a  fact:  Mobil  has  reduced  debt  by  over  $4  billion  since 

year-end  1984— and  has  done  so,  says  Morgan  Stanley 
analyst  Barry  Good,  "without  selling  off  any  assets  that  were 
particularly  important  to  the  basic  business." 


Mobil 


MobilFax,  Box  M.  Mobil  Corporation,  150  East  42nd  Street.  New  York,  N  Y  10017  &1987  Mobil  Corporation 


Readers  Say 


"The  best  of 
all  guides" 

—Fortune  magazine 

The  IN  World  Guide  is  an  elegant  direc- 
tory to  the  5000  best  hotels,  restaurants, 
bars  and  shops  in  500  cities  and  50  coun- 
tries. Over  1200  pages  bound  in  glove 
leather  with  sterling  silver  edges. 

To  order  gift-wrapped  or  sent  with  a 
gift  card,  call  collect  212-838-2858.  The 
cost  of  the  Guide  will  be  fully  refunded  if 
you  are  not  completely  satisfied 

In  World  Guide,  1114  First  Ave.,NY,  NY  10021 

Please  send  me  your  1988  IN  World  Guide  at  $150  each 
(Price  includes  all  postage  and  handling  ) 

Name  


City- 


_Zip_ 


□  Payment  enclosed  (check  or  money  order  only) 
Please  charge  my  □  Amex  □  Diners  Club  □  Visa  □  MC 


_Exp  Date- 


Signature- 
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Call:  1-800-772-9200  Ext.  338 
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In  this  corner  . . . 

Sir:  Time  was  that  the  U.S.  dominat- 
ed world  trade  with  its  automobiles, 
television  sets  and  juicy  steaks.  Ac- 
cording to  your  article  "The  fault  is 
not  in  our  stars"  (Sept.  21),  we've  now 
entered  a  postindustrial  economy 
with  soda  pop  and  video  pop  becom- 
ing our  export  leaders. 

Rambo  and  Michael  Jackson  doing 
battle  with  Toyota  and  Panasonic — 
how  sad. 
— Herman  Arthur 
Bronx,  N  Y. 


Easy  solution 

Sir:  Re  your  question  "Why  don't  the 
Japanese  import  more?"  (Fact  and 
Comment,  Sept.  21). 

The  answer  is  for  all  foreign  and 
domestic  producers  to  start  producing 
what  the  consumer  really  wants,  at  a 
price  the  consumer  is  willing  to  pay, 
with  quality  nobody  has  to  be 
ashamed  of.  I'm  not  sure  what  they 
call  it  nowadays,  but  I  have  the  feeling 
that  B.C.  Forbes  might  have  called  it 
"competition." 
—Philip  J.  Smith 
Jqffrey  Center,  N.H. 


No  connection 

Sir:  Your  article  on  Wang  Senior  Vice 
President  Ian  Diery  ("Mr.  Outside," 
Sept.  21)  refers  to  the  so-called  Chinese 
Mafia — various  childhood  friends  of 
Dr.  Wang's  who  had  risen  to  promi- 
nence within  the  organization. 

There  is  no  one  within  the  manage- 
ment of  Wang  who  was  a  childhood 
friend  of  Dr.  Wang's  from  Shanghai. 
—Peter  E.  McElroy 

Director,  Corporate  Communications, 
Wang  Laboratories,  Inc 
Lowell.  Mass. 


Missed  point 

Sir:  Your  article  on  "Open  access" 
policies  for  railroads  (Sept.  21 )  misses 
the  point.  The  issue  is  not  really  ac- 
cess; any  shipper  has  been  able  to  ship 
anywhere  for  over  100  years.  The  is- 
sue is  how  should  access  be  paid  for. 
Too  often  of  late  access  has  become  a 
political  code  word  for  using  some- 
body else's  facilities  at  less  than  cost. 
The  last  time  we  saw  it  happen  on  a 
large  scale,  it  was  called  the  Penn 


Central  bankruptcy. 

— Charles  N.  Marshall 
Senior  Vice  President, 
Consolidated  Rail  Corp. 
Philadelphia,  Pa 


All  together  now 

Sir:  Your  article  "Cruising  into  the 
21st  century"  (Aug.  24)  shows  what  is 
possible  when  states  combine  re- 
sources rather  than  fight  each  other. 
Interstate  75  is  more  than  an  invest- 
ment; it  is  a  symbol  of  cooperation. 
— Richard  F.  Celeste 
Governor,  State  of  Ohio 
Columbus,  Ohio 


Credit  raiding 

Sir:  Your  article  ("Credit  where  it's 
due,"  Aug.  24)  may  mislead  readers 
into  believing  that  making  late  pay- 
ments on  mortgage  loans  will  not  af- 
fect their  credit  ratings.  New  report- 
ing requirements  by  Fannie  Mae  and 
Freddie  Mac  will  cause  the  mortgage 
payment  habits  of  most  Americans  to 
become  part  of  each  individual's  cred- 
it file. 

The  public  should  be  made  aware 
that  failure  to  make  timely  mortgage 
payments  will  be  recorded  in  the  indi- 
vidual's permanent  credit  file  and  will 
be  a  major  blight  on  their  record. 
—Janet  L.  Frank 
Director, 

Residential  Finance/Government 

Agency  Relations 
Washington,  D.C 


Natural  history 

Sir:  Having  just  finished  a  two-week 
trip  through  Yellowstone,  I  agree  with 
your  opinion  on  raising  National  Park 
fees  (Fact  and  Comment,  Aug.  10).  Our 
four  children  received  education  on 
the  subjects  of  geology,  ecology,  his- 
tory and  wildlife  that  could  not  be  had 
for  a  much  higher  "tuition"  later  in 
life.  A  bargain,  to  say  the  least. 
— Earl  Weisenhorn 
West  Des  Moines.  Iowa 


No  doubt 

Sir:  I  was  truly  surprised  to  read  in 
your  Oct.  5  issue  that  my  responsibil- 
ities as  an  analyst  at  the  Northern 
Trust     Co.     supposedly  include 


14 


FORBES,  NOVEMBER  2,  1987 


"Doubtful/Desperate  Banks." 

While  there  appear  to  be  a  few  too 
many  doubtful  and  desperate  banks 
around,  I  am  happy  to  say  that  we  do 
not  research  them. 
— Maura  J.  Murrihy 
Vice  President, 
Tloe  Northern  Trust  Co. 
Chicago,  III 


Indian  lore 

Sir:  Your  story  on  native  American 
art  ("American  Faberge,"  Oct.  5)  failed 
to  mention  the  prestigious  Museum 
of  Northern  Arizona  in  Flagstaff.  The 
museum's  close  proximity  to  the 
Hopi  and  Navaho  reservations  make 
it  an  ideal  place  to  stop  either  going  to 
or  coming  from  Indian  country.  The 
exhibits  on  Navaho  textiles,  Hopi  Ka- 
chinas  and  other  Southwest  Indian  art 
forms  offer  the  potential  buyer  some 
of  the  best  consumer  preparation  I 
know  of. 
— Robert  L.  Casey 
Seattle,  Wash. 


Opportunity  knocks 

Sir:  Re  your  article  "Keep  the  custom- 
ers waiting"  (Sept.  21),  about  Tuesday 
Morning,  Inc.  You  called  the  mer- 
chandise handled  by  Pic  'N'  Save 
"junky."  I  suggest  you  visit  a  Pic  'N' 
Save  store.  You  would  find  the  finest 
and  cleanest  presentation  of  close- 
outs,  overruns  and  opportunistic  bar- 
gains anywhere. 
— Art  Borie 

Chief  Operating  Officer, 
Pic  W  Save  Corp. 
Carson,  Calif 


Good  deal? 

Sir:  Re  your  article  analyzing  the  con- 
sequences of  spinoffs  ("A  random 
walk  through  Euclid,"  Sept.  21).  Stud- 
ies indicate  that  new  issues  tend  to 
underperform  the  market  averages 
over  extended  time  periods.  Other 
studies  indicate  that  parent  compa- 
nies benefit  from  public  offerings  of 
their  subsidiaries.  Such  spinoffs  assist 
in  maximizing  the  share  prices  of  the 
parent  corporations  and  discourage 
the  predatory  activities  of  corporate 
raiders.  Thus,  while  spinoffs  do  not 
appear  to  create  additional  value, 
there  are  clearly  winners  (the  corpo- 
rate parents)  and  losers  (the  investors 
in  the  new  stock  offerings). 
— Robert  T.  Kleinman 
Babson  Park,  Mass. 


"We  have  children  in  two  countries, 
property  in  three,  and  I'm  often  traveling. 
I  need  swift,  knowledgeable  answers  to  our  complex 
investment  and  tax  problems. 
And  I  get  them  from  U.S.  Trust." 

Robert  Ian  MacDonald .  International  investor 


Meeting  the  demands  of  those  with  large  holdings, 
both  domestic  and  international,  is  one  of  our  premier  skills. 
Please  contact  Mary  B.  Lehman,  Senior  Vice  President. 
United  States  Trust  Company  of  New  York.  1 1  West  54th  Street. 
New  York.  NY  10019.  (212)887-0446. 


USTrust 

When  you  do  something  very  well 

you  simply  cannot  do  it  lor  everyone. 
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TRANS-AMAZON 

RALLYE'^ 

NEW  ORLEANS  - 
RIO  DE  JANEIRO 

April  10-May  4.  Join  the  Adventure  of 
a  Lifetime:  the  FISA  sanctioned 
Trans/Amazon  Rallye  1988. 

Amateur  participants  from  20  countries 
have  registered  with  motorcycles, 
autos  and  trucks  to  challenge  the  exotic 
Amazon  region,  the  ancient  Andes, 
the  deserts  of  Peru  and  Chile,  the  Chaco 
of  Argentina  and  Paraguay,  the 
glamour  of  Buenos  Aires  and  Rio 
at  the  end  of  an  8,500  mile 
odyssey!  Full  package  registration 
now  available.  .  .very  limited! 
Join  the  Adventurer's  Club.  $25 
membership  includes 
Adventure  Passport  and  VISA 
newsletters,  Travel  Service  and 
full  Rallye  registration  package. 

Send  name,  address,  telephone  number 
with  check,  Visa,  MC,  or  AMEX 
(number  and  expiration  date)  to: 

Exploration  Society  of  America,  Inc.,  1912  St.  Charles  l^dvent 
Avenue,  New  Orleans,  LA  70 1 30. 


'm 


With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


WHO'S  GOING  TO  BE  THE  NEXT  PRESIDENT? 


First,  who  will  be  the  nominees — 

The  Republican  race,  as  a  practical  matter,  is  now  be- 
tween Vice  President  Bush  and  Senator  Dole.  Despite  his 
gaffes,  to  which  all  we  media  types  give  such  hype,  George 
Bush's  lead  is  firming  and  widening. 

While  the  President  will  not  make  his  personal  prefer- 
ence public,  many  to  most  of  those  closest  to  him  are 
lining  up  and  fanning  out  in  support  of  the  Vice  President. 

What  Bush  has  going  for  him  is  the  growing  realization 
that  he's  an  in-depth,  decent  man  who  hasn't  screwed  up 
in,  and  in  fact  done  well  in,  several  very  consequential  and 
highly  visible  jobs:  Vice  President,  CIA  head,  Ambassador 
to  the  U.N.,  chief  of  the  U.S.  Liaison  Office  in  China. 

It's  an  amusing  irony  that  our  liberals  and  the  uncom- 
mitted, who  nominally  and  normally  prefer  Democrats, 
see  no  one  Big  enough  among  the  declared  Democratic 
candidates,  and  are  increasingly  drifting  toward  the  Vice 
President. 

If  Bush  really  fumbles  the  ball,  Bob  Dole's  clearly  the 
strong  alternative  front-runner.  He's  forthright  in  express- 
ing his  views.  He's  been  a  powerful,  effective  Senate  Ma- 
jority/Minority Leader.  His  extraordinary  mental  and 
physical  courage  in  overcoming  devastating  WWII  battle 


injuries  gets  the  admiration  of  the  country.  His  wife,  the 
former  Secretary  of  Transportation,  has  her  own  unique 
stature  and  impact  that  adds  considerable  strength  to  the 
Senator's  campaign. 

As  for  the  Democrats,  it  becomes  daily  more  evident 
that  none  among  the  presently  remaining  candidates  will 
go  into  the  convention  with  enough  committed  delegates 
to  roll  on  to  nomination.  That  conclave  will  be  brokered. 
Mario  Cuomo  will  be  "drafted."  With  his  impactful  capac- 
ity to  articulate  when  fired  up  or  inspired,  he'll  effectively 
dispose  of  the  rumormongers  and  enjoy  the  genuine  enthu- 
siasm of  the  lesser  aspirants  who  couldn't  make  it — all  of 
whom,  not  so  incidentally,  have  received  and  continue  to 
receive  nothing  but  supportive  good  words  from  the  New 
York  Governor. 

In  the  unlikely  event  that  Mario  doesn't  emerge,  the 
Democrats  will  name  the  first  dark  horse  in  decades,  New 
Jersey's  Senator,  Rhodes  scholar,  basketball  great,  Bill 
Bradley. 

Who'll  win  a  George  Bush-Mario  Cuomo  election? 
George  Bush — 

If  the  economy's  not  in  chaos.  .  .  . 
If  he  doesn't  gaffe  himself  to  death. 


IF  WE  WANT  TO  GET  TRADE  TOUGH,  TAIWAN  NEEDS  THE  HIT 


Taiwan  exports  to  the  U.S.  $21.3  billion  worth  a  year.  It 
imports  from  the  U.S.  $5.2  billion  worth. 

With  their  government's  connivance  or  refusal  to  see, 
the  Taiwanese  pirate,  rip  off,  clone  an  endless  stream  of 
U.S.  products.  Vast  amounts  of  electronics,  as  well  as — 
literally — Mickey  Mouse  stuff.  They  churn  out  thousands 
of  copies  of  books  and  writings  copyrighted  elsewhere,  and 
flood  the  world's  markets  with  these  thefts. 


And,  of  course,  the  Taiwanese  fence  these  almost  un- 
countable Smillions  in  stolen  goods  at  prices  hugely  less 
than  the  real  McCoys'. 

Since  too  many  in  Congress  seem  these  days  too  ready 
to  gang  up  on  those  countries  from  whom  we  buy  more 
than  we  sell,  directing  their  wrath  to  a  target  that  needs 
clobbering  could  do  some  good,  instead  of  a  lot  of 
dangerous  harm. 
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IT'S  HARD  TO  BELIEVE  JACK  KENNEDY  WOULD  BE  70  THIS  YEAR 


Remember  how  so  many  of  us  who  were 
his  contemporaries  found  it  hard  to  be- 
lieve or  accept  that  someone  our  age  at 
the  time  could  actually  be  the  President? 


IT'S  MORE  A  REFLECTION  OF  STUDENT  GOOD  SENSE  THAN  DE JA  VU 


that  in  our  day  and  to  this  day  we  see  that  undergraduate 
student  government  on  campuses  across  the  country  at- 
tracts mostly  yawns. 

Those  majoring  in  politics,  government,  law  and  inter- 
national affairs  are  as  numerous  as,  or  more  so  than,  ever. 
But  they  feel  they'll  get  more  out  of  studying  the  subjects 
than  practicing  on  the  relatively  powerless  campus  scale. 
An  '87  graduate  put  it  pithily  well  in  a  Princeton  Alumni 
Weekly  column:  "The  Undergraduate  Student  Government 
is  about  as  popular  as  mandatory  chapel  used  to  be.  In  last 
month's  election  only  ten  students  ran  for  the  USG's  top 
seven  positions,  and  only  a  quarter  of  the  student  body 
voted.  To  many,  the  USG  is  a  powerless  bureaucratic 
tumbleweed,  whose  main  purpose  is  to  find  a  band  to  play 
at  the  annual  P-Party. 


"  'I'd  say  that  most  people  think  it's  either  for  resume 
builders  or  that  it's  okay  for  what  it  does,'  says  Maureen 
Dyokas  '88.  'It's  supposedly  a  link  to  the  administration 
directly.'  One  reason  students  prefer  to  discuss  hypotheti- 
cal foreign  policy  situations  rather  than  concrete  campus 
concerns  is  that  there  aren't  many  burning  issues  on 
campus,  and,  in  general,  administrators  are  perceived  as 
capable  of  handling  routine  situations  fairly." 

Only  occasionally  these  days  does  some  burning  is- 
sue— more  often  local  than  national  or  international — 
ignite  a  campus. 

But  for  the  most  part,  and  not  unwisely,  students  are 
mainly  concerned  with  what  they  came  to  school  to  do,  so 
they  can  more  likely  be  what  they  wish  to  be,  or  just  to 
find  out  what  they  might  want  to  be. 


GREAT  ARCHITECTS  ARE  NOT  AN  EXPENSE 

Except  for  accounting  purposes,  what  they  build  doesn't  depreciate. 

IT'D  BE  UNSEEMLY  FOR  US  TO  PRAISE  TRAVELER, 


the  magazine  that  Conde  Nast  has  created  to  replace 
Signature.  The  latter  had  been  Diners  Club's  counterpart  to 
American  Express'  impressive  Travel  &  Leisure.  Both 
evolved  as  full-fledged  magazines  to  serve  their  respective 
card  carriers  and  others  keen  to  know  where,  how  and 
when  to  trot. 


Life's  a  short  trip  and  we're  all  travelers.  The  insightful 
candor  of  Conde  Nast's  Traveler  will  help  us  make  the 
most  of  it.  But  I  hesitate  to  say  how  good  it  is  because  the 
first  issue  features  son  Kip  on  the  cover  and  a  lively  report 
by  Christopher  Buckley  on  our  recent  exciting  voyage 
2,200  miles  up  the  navigable  length  of  the  Amazon. 


GET  OFF  CHARLEY'S  BACK 


Much  of  the  British  press,  and  a  lot  of  the  rest  of  the 
world's,  has  been  having  a  heyday  punching  at  Prince 
Charles,  picking,  pecking  at  his  marriage  and  even  bedevil- 
ing him  because  he  likes  to  garden  and  walk  about. 

To  be  sure,  Princess  Di's  a  beautiful  handful,  but  she's 
got  her  hands  full  between  kids  and  dressing  up  or  down  a 
couple  of  dozen  times  a  week,  performing  public  duties.  So 
she  likes  to  dance  and  rock  and  her  husband  likes  it  less. 
What's  the  big  deal?  I  daresay  half  or  more  of  his  subjects 
are  in  the  same  boat. 

As  Prince  Charles  said  to  reporters  shortly  before  his 
engagement  to  Lady  Di  was  announced,  "It's  all  right  for 
you  chaps.  You  can  live  with  a  girl  before  you  marry  her. 


But  I  can't,  I've  got  to  get  it  right  from  the  word  go." 
Not  to  worry.  He  did. 

The  warm  manner,  the  cheerful  smile  and  glint  and 
genuine  interest  he  displays  when  traveling  to  the  near  and 
farthest  nooks  of  the  world  on  behalf  of  British  goods  and 
good  are  awesome. 

And  he  does  it  less  grumpily  than  his  oft-crusty  Pa,  the 
Duke  of  Edinburgh,  who,  when  recently  asked,  "How  was 
your  flight?"  by  a  government  official  in  one  Common- 
wealth country,  replied,  "Have  you  ever  flown?"  When  the 
official  responded  with  a  "Yes,  Sir,"  the  Duke  said,  "Well, 
it  was  like  that." 

Those  Brits  on  it  should  get  off  Prince  Charles'  back. 
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COOL  HAND  LUKE  GETS  A  HAND 


Paul  Newman  has  for  long  and  everywhere  been 
regarded  as  a  first-rate  Good  Guy.  This  judgment  was 
reconfirmed  when  he  announced  that  he  was 
putting  the  profits  from  an  offbeat,  highly 
successful  sideline,  his  salad  dressing  busi- 
ness, toward  the  creation  and  operation  of  a 
camp  for  critically  ill  kids. 

As  is  the  case  with  infinitely  worthwhile 
summer  camps  for  inner-city  youngsters,  Mr. 
Newman's  camp  will  give  an  uplifting  shot 
in  the  arm  to  children  struggling  to  live 
through  cancer  and  similar  life-threatening  diseases. 

An  unroyal  Saudi,  who  lives  with  a  grim  fight  against 


that  he  contacted  his  government,  and  it  responded  with 
a  gift  of  $5  million. 

That,  combined  with  $4  million  in  salad 
dressing  profits,  is  enabling  Paul  Newman  to 
make  the  camp  a  physical  reality  and  provide 
some  operational  sinew. 

It's  heartening,  isn't  it,  when  you  see  a  Paul 
Newman  inspired  to  do  a  wonderful  thing  and, 
in  turn,  inspiring  others,  who  inspire  others  to 
help  get  it  done.  The  bottom  line  is  that  for  a 
number  of  kids,  to  whom  life  looks  cruelly 
unfair  and  their  hospital  circumstances  grimly  foreboding, 
this  camp  will  provide  a  challenging  change  and  inspire  a 


chronic  anemia,  was  so  turned  on  by  Newman's  concept    will  to  go  on  making  the  fight  for  life. 

DO  YOU  KNOW  WHAT  THE  PLURAL  OF  "OPUS"  IS? 

Dictating  a  note  to  accompany  a  gift  of  our  two  most  recent  books,  I  referred 
to  them  as  "opus — plural."  The  letter  came  back  for  my  signature  with 
a  reference  to  "the  latest  opera  from  us."  I  thought  it  was  a  typo.  It  wasn't. 


SINCE  WE  ALL  NEED  MERCY 

why  do  so  few  extend  it? 


TO  STAND  UP 

it  helps  to  have  your  back  up. 


•  Open 

mon  &.  Schuster,  $17.95).  Open 
Road  is  everything  a  book  on  such  a 
fascinating  subject  should  be.  It's 
both  lyrical  and  historical,  humor- 
ously evocative  and  penetratingly 
perceptive.  Today's  United  States 
has  been  wrought,  in  major  measure, 
by  and  on  the  open  road.  These  veins  of  asphalt,  cement 
and  dirt  are  the  arteries  of  our  economic  strength  and  are 
a  significant  element  in  American  lifestyles. 

Excerpts:  When  Henry  Joy,  president  of  the  Packard  Motor 
Co.  and  one  of  the  boosters  of  the  Lincoln  Highway,  tried 
to  motor  cross  country  early  in  this  century,  he  found  that 
the  roads  ended  completely  somewhere  in  Nebraska.  This 
was  the  state  of  American  roads  that,  in  1912,  inspired  a 
campaign  to  create  a  "Coast  to  Coast  Rock  Highway." 
The  name  Lincoln  Highway  was  chosen  (after  some  flirta- 
tion with  naming  the  route  after  Thomas  Jefferson).  .  .  . 
The  automobile  and  its  highways  make  movement  a 
permanent  state  of  mind,  turning  migration  into  circula- 
tion. The  average  American  spends  more  on  transporta- 
tion than  he  does  on  food.  .  .  .  In  the  Empire,  of  course,  all 
roads  led  to  Rome.  In  America,  all  roads  lead  to  other 
roads.  None  of  our  roads  have  satisfactory  ends:  Interstate 
80  does  not  debouch  grandly  onto  the  beach  at  Marin,  or 
divide  around  a  grand  marker  in  Times  Square.  .  .  .  The 
back  roads  became  a  new  legend  of  the  "heart  of  Ameri- 
ca." In  fact,  of  course,  the  back  roads  were  simply  the 
residue  of  an  old  America,  changed  and  gone  forever.  The 
real  America  was  the  Interstate  and  the  franchise.  .  .  .  It  is 


BOOKS 

Road — by  Phil  Patton  (Si-    the  highway  that  has  been  the  direct  agent  of  changes  in 

our  physical,  economic,  and  social  landscape.  The  fast 
lane  has  become  a  metaphor  for  a  lifestyle. 


A  Speck  in  the  Sky — by  Peter 
Moran  (Blandford  Press,  $14.95). 
To  fill  even  a  slim  volume  ex- 
pressing the  soaring  emotions 
engendered  by  jumping  out  of 
aircraft  is  a  tough  challenge.  Mr. 
Moran  comes  close  to  meeting  it. 
Excerpts:  I  lay  there,  a  rapidly 
falling  speck  in  an  English  sum- 
mer sky  dropping  down  towards  a  green  English  landscape. 
For  those  few  seconds,  for  this  tiny  slice  of  my  life,  I  am  not 
as  other  men.  We  would  all  like  to  express  it,  whatever  it  is, 
this  being  alone  in  the  sky  high  above  the  green,  detached, 
other  worldly  earth.  But  we  can't,  so  we  each  hug  to 
ourselves  our  own  wordless  experience  of  the  ultimate.  .  .  . 
A  deserted  airfield  is  a  sad  place.  Once  it  had  a  life  of  its 
own  when  men  and  women  worked  together  for  the 
common  purpose  of  defeating  the  enemy.  Now  it  is  gaunt, 
stilled,  barren.  A  place  of  memory  or  of  imagination,  a 
decayed  place.  .  .  .  Fear  and  parachuting  are  inseparable: 
As  the  Padre  once  remarked,  "Parachuting  is  thirty  min- 
utes of  mounting  misery  followed  by  thirty  seconds  of  pure 
joy. "...  After  that  first  aircraft  jump,  safe  on  the  ground,  I 
experienced  a  feeling  of  exhilaration.  It  was  more  than  that. 
It  was  a  compound  of  exhilaration,  happiness,  buoyancy.  It 
was  a  joy  so  intense  that  it  physically  hurt  inside  my  chest. 
It  was  exciting,  thrilling,  ecstatic.  It  satisfied.  It  gratified.  It 
was  mental,  physical  and  spiritual  all  in  one.  I  had  never 
experienced  a  feeling  so  intense  before.  I  haven 't  since. 
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TOWN  HAL 

HARMONY  MAINF  POPUUVTION.75 


Most  people  don't  know  th; 
to  every  single  address  c 

Towns  like  Harmony,  Maine,  and  Fishing  Because  they  take  two,  even  three  days  to  ge 

Bridge,Wyoming,  may  sound  like  out-of-the-way  deliveries  to  quite  a  number  of  remote  towns  lil 

places.  And  apparently  they  are,  in  the  minds  these  around  the  country 

of  other  overnight  package  delivery  companies.  UPS  Next  Day  Air,  on  the  other  hand,  is  t\ 


ily  UPS  delivers  overnight 
t  to  coast.  But  a  few  do. 

/  air  express  service  that  delivers  overnight  to  for  up  to  half  what  other  companies  would  charge, 
ry  single  address,  coast  to  coast.  That  is  if  they  bothered  to  serve  them  [  ^ 

^\nd  because  of  our  efficiency,  we  can  deliver  overnight  in  the  first  place.  [jjDS 
might  to  places  like  Lone  Pine,  Montana,  We  run  the  tightest  ship  in  the  shipping  business.  V_^< 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Bowled  'Em  Over 

At  the  news  conference  [University 
of  Michigan  president]  Dr.  Harold  T. 
Shapiro,  whose  university  football 
team  made  it  to  the  Rose  Bowl  in 
January,  was  asked  if  it  was  true  he 
was  delaying  his  arrival  [as  new  presi- 
dent) at  Princeton  until  after  Jan.  1, 
1988,  so  that  he  could  attend  another 
Rose  Bowl. 

Dr.  Shapiro  paused  and  waited  until 
the  laughter  at  the  preposterousness 
of  the  question  subsided.  Then  with 
exquisite  timing  that  brought  down 
the  house,  he  said,  "Yes." 
— Deirdre  Carmody,  New  York  Times 

Revels  Ended 

Q:  How  did  the  assassination  of 
President  Kennedy  affect  you} 

A:  Well,  it  brought  us  all  up  sharply 
to  the  realization  of  how  transitory 
things  are.  I  was  interviewed  on  the 
day  of  that  event  and  I  said,  "I  suppose 
there's  no  point  in  being  Irish  if  you 
don't  know  that  the  world  is  going  to 
break  your  heart  eventually."  But  we 
thought  we'd  have  a  lttle  more  time. 
Then  I  remarked,  "Our  revels  now  are 
ended" — a  line  from  The  Tempest.  If 
you  had  beat  me  with  chains,  I 
couldn't  have  remembered  the  line:  It 
just  came  of  its  own.  And  the  revels 
were  indeed  ended. 

— Senator  Daniel  Patrick  Moynihan 
(D-N.Y.),  American  Heritage 

A  Thirst  for  Knowledge 

By  September,  parents  seek  ways  to 
insinuate  edification  into  entertain- 
ment. Thus  the  three  Will  children 
recently  found  themselves  hanging 
beneath  a  hot-air  balloon  in  a  basket. 

Ballooning,  like  skiing  and  sailing, 
involves  collaboration  between  the  in- 
dividual and  natural  forces.  Balloon- 


ists  experience  a  silence  more  pure 
than  that  of  a  meadow.  Best  of  all, 
ballooning  gives  Dad  an  opportunity 
to  be  didactic  to  a  captive  audience. 

Ballooning  is  a  booming  pastime,  as 
it  should  be  (say  I,  as  the  children's  eyes 
begin  to  glaze)  in  the  Constitution's 
bicentennial  summer.  Ballooning  cap- 
tured the  Founders'  imagination  as  an 
expression  of  freedom.  John  Jay,  Benja- 
min Franklin,  John  Adams  and  his  son 
John  Quincy  saw  some  of  the  earliest 
balloonists  while  negotiating  the 
Treaty  of  Paris  in  1783  to  settle  the 
American  Revolution  with  England. 

The  children,  fascinated  by  the 
physics,  enthralled  by  the  history  and 
awed  by  the  beauty,  pepper  Father 
with  questions:  When  is  breakfast? 
What  is  for  breakfast? 

— George  Will,  Newsday 


You  only  get  married 
for  the  second  time  once. 

— Garrison  Keillor, 
author  of  Lake  Wobegon  Days 


"Vicious  Truths" 

As  a  Washington  wag  put  it,  the 
crime  of  [Governor  Dukakis'  cam- 
paign manager]  John  Sasso  was  spread- 
ing vicious  truths.  Mr.  Sasso's  failure 
to  acknowledge  himself  as  the  source 
of  the  [Biden]  cassettes  left  Governor 
Dukakis  recklessly  exposed.  The  tim- 
ing of  the  disclosure,  during  the  Bork 
hearings,  outrages  some  Democrats. 
Still,  instead  of  condemning  these 
practices,  Mr.  Dukakis  ends  up  piously 
condemning  the  truth. 

There's  a  larger  question:  perspec- 
tive. Professional  pols  ponder  the 
damage  to  the  Dukakis  campaign; 
some  even  call  it  mortal.  Tactical  epi- 


sodes like  this  ought  not  to  weigh  so 
heavily.  Even  if  negative,  they  ought 
to  be  only  feathers  on  the  scale.  But 
for  the  '88  candidates,  even  a  feather 
can  tip  the  balance;  the  scales  have  so 
little  else  on  them. 

— New  York  Times  editorial 

"You  Must!" 

Franco  Zeffirelli  has  written  a  vivid 
autobiography  with  crunchy  good 
tales  of  the  famous.  Here's  one  story 
of  how  the  Italian  director  had  Anna 
Magnani  and  Maria  Callas  to  dine  at 
his  house  when  both  their  careers 
were  in  the  descendant.  He  dreaded 
any  confrontation  between  the  two 
"sacred  monsters,"  but  was  even 
more  concerned  about  which  star  he'd 
seat  on  his  right  at  dinner,  without 
offending  the  other. 

"I  waited  until  Anna  went  to  pow- 
der her  nose,  then  I  said  to  Maria, 
'Listen,  darling,  Magnani  is  so  much 
older  than  you.  I'll  have  to  put  her  on 
my  right,  if  you  don't  mind.' 

"  'You  must,'  she  said  firmly." 

— Liz  Smith,  Daily  News 

Improving  Picture 

Two  years  ago,  Rolling  Stone's  edi- 
tors faced  a  last-minute  crisis  over  a 
cover  photo  that  displeased  the  pub- 
lisher, Jann  Wenner.  The  picture 
showed  the  two  stars  of  Miami  Vice 
clowning  around  near  the  ocean.  A 
grinning  Don  Johnson  wore  a  pistol  in 
a  shoulder  holster  slung  over  his  pink 
sleeveless  shirt.  Mr.  Wenner,  an  anti- 
handgun  activist,  refused  to  go  to  press 
with  a  gun  on  the  magazine's  cover. 

Putting  the  picture  inside  a  Scitex 
computer  solved  the  problem.  An  art- 
ist sitting  behind  a  keyboard  and  a  big 
monitor  carefully  overlaid  the  gun 
with  little  pieces  of  pink  fabric  elec- 
tronically copied  from  the  photo  of  Mr. 
Johnson's  shirt.  He  extended  the  shad- 
ows and  wrinkles  from  the  real  shirt 
onto  the  new  artificial  patch.  When  he 
was  finished,  there  was  no  trace  of  the 
gun  left  and  no  detectable  seam  where 
the  computer  had  done  its  work. 

— Wall  Street  fournal 


Q  f- 


.  Horn  y  Finger 

Yesterday,  I  did  something  I've 
wanted  to  do  for  a  long  time.  The 
pickup  ahead  carried  the  sticker: 
"Honk,  If  You  Love  Jesus."  I  pulled  up 
fairly  close  and  blew  the  horn.  The 
driver  stuck  his  arm  out  the  window 
and  displayed  his  middle  finger. 

Maybe  it  was  a  used  truck. 

— "Jab's  Gab," 
Benton  County  (Mo.)  Enterprise 
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ever  trust  a  man  who  lavishes 
expensive  &ifts  upon  you," 
r  Mother  always  said.  "Unless 
you  really  like  him.'' 

She  told  me  a  lot  of  things  about 
i,  my  Mother.  And  she  was  almost 
ays  ri^ht. 

But  this  man  was  no  typical  man. 
s  was  a  man  in  a  million.  A  man 
)  seemed  very  fond  of  me. 
It  had  started  only  six  weeks  a£,o 
;n  I  was  stuck  in  row  12  on  one  of 
>e  seemingly  endless  flights  that 
>  in  Guam  on  their  way  to  Tokyo. 
In  seat  12F,  alongside  of  me,  was  an 
>w  that  seemed  intent  on  straying 
dss  the  armrest  the  entire  flight.  It 
i  his  elbow. 

By  the  time  they  served  lunch  I 

i  halfway  to  falling  in  love. 

Over  the  next  two  weeks  I  saw  him 

about  every  day.  So  when  he  asked 

to  join  him  for  a  trip  out  of  town,  it 

rit  really  a  surprise. 

After  a  lon£,  and  leisurely  lunch  at 

mote  Country  Inn,  my  man  took  me 

a  walk  into  the  garden. 

This  is  for  you,  and  for  our  days  to 

ie,"  he  whispered  in  my  ear  as  he 

ded  me  a  package  about  half  the 

of  a  shoe  box. 

I  undid  the  wrapping  paper  and 
?aled  a  beautiful  calfskin  jewelry 


box.  With  bated  breath  I  lifted  the  lid. 

And  there  it  was,  the  diamonds 
^listenin^,  in  the  late  afternoon  coun- 
try li^ht,  the  most  exquisite  watch 
you've  ever  seen. 

The  name  on  the  textured  face 
identified  it  as  a  Concord  Saratoga!" 

"There  are  twenty-four  diamonds 
locked  snugly  into  that  polished  eig,h- 
teen-carat  £,old  bezel,"  he  informed 
me  with  a  smile,  "one  for  every  year 
of  your  life." 

The  curve  of  the  linkages  on  the 
bracelet  matched  my  wrist  as  though  it 
was  designed  just  for  me.  And  it  felt 
solid  and  substantial. 

This  was  a  watch  for  a  lifetime. 
Admiring  the  way  the  raised  £,old 
numerals  seemed  to  shimmer  in  the 
reflected  sparkle  of  the  diamonds,  I 
suddenly  recalled  my  Mothers  advice. 

"There  must  be  strings  attached  to 
a  £>ift  as  beautiful  as  this?"  I  asked  my 
man,  perhaps  a  little  hopefully. 

He  let  £>o  of  me  and  knelt  down  on 
one  knee,  "I  was  rather  hoping  it 
would  help  £>et  you  to  the  church  on 
time."  m 
/I 
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WhyJAL? 


"American  fast  food 
is  my  specialty 
But  I  have  a  craving 
for  the  Orient." 


Gretchen  Schildwachter 
Regional  Quality  Assurance  Manager 
Golden  State  Poods  Corp. 
City  of  Industry  California 


"Today  good  design 
is  good  design, 
no  matter  where 
it's  produced." 


Mark  Engebretson 
Associate  Production  Manager 
Harve  Benard,  Ltd. 
New  York,  New  York. 


Dom  Perignon  and  sushi?  Sake  and  caviar?  Or  a  decaf  with  green  tea  ice  cream?  The 
blending  of  service  and  design  features  from  around  the  world  is  one  reason  why 
more  people  choose  Japan  Air  Lines  to  fly  to  the  Orient  than  any  other  airline. 
On  your  next  trip  to  the  Orient,  make  sure  you  get  the  best  of  East  and  West.  For  res- 
ervations, call  your  travel  agent  or  Japan  Air  Lines  directly  at  (800)  JAL-F0NE. 


JAL 


JAPAN  AIR  LIMES 

We  give  you  more  of  the  Orient. 


Osaka        Seoul        Hong  Kong       Beijing        Shanghai        Manila        Singapore        Bangkok        and  Beyond 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


FLOUNDERING  FED 

On  a  recent  Sunday  morning  news  show,  Federal  Re-    rates,  but  it  does  have  an  enormous  influence  on  them.  If  a 


serve  Chairman  Alan  Greenspan  said  he  didn't 
believe  inflation  was  a  threat,  but  because  the 
markets  were  nonetheless  fearful  of  rising 
prices,  interest  rates  might  have  to  go  up. 

The  following  week,  they  did  just  that. 

What  the  Fed  needs  now  is  leadership,  a 
sense  of  direction.  It  has  not  yet  received  this 
from  its  new  boss. 

Our  central  bank  cannot  control  interest 


true  central  banker  felt  certain  fears  were  un- 
founded, he  should  take  vigorous  steps  to  coun- 
teract 'em.  He  shouldn't  passively  await  events. 

Alan  Greenspan  must  learn  that  there  are 
occasions  when  he  can  lead  the  markets 
rather  than  meekly  follow  them.  This  is 
particularly  true  when  the  fundamentals  are 
not  pointing  to  an  inflationary  resurgence 
such  as  we  had  in  the  1970s. 


BONDS 

are  a  bargain,  ranging  from  Treasurys  to  junk.  They  may  be  necessarily.  But  eventually  the  fundamentals  will  win  out 
even  cheaper  if  the  Fed  continues  to  be  irresolute  and  if  the  and  bondholders  will  be  richly  rewarded  for  their  patience 
Germans  and  Japanese  squeeze  their  own  economies  un-    and  strong  nerves.  By  the  way,  so  will  stockholders. 

WHERE'S  UNCLE  SAM'S  EQUITY  KICKER? 


The  Federal  Deposit  Insurance  Corp.  and  the  Federal 
Savings  &  Loan  Insurance  Corp.  have  a  number  of  insol- 
vent clients  these  days,  many  more  than  they  can  handle 
with  existing  reserves.  Not  surprisingly,  they  look  to 
healthy  banks  and  syndicates  of  private  investors  to  take 
some  of  these  sick  wards  off  their  hands. 

The  bait:  The  bank  deposit  insurance  funds  sharply 
reduce  the  risk  to  others  through  major  cash  infusions 

THE  NEXT 

What  will  be  remarkable  about  it  is  how  mild  it  will 
turn  out  to  be.  When  will  it  come?  At  least  not  until  the 
early  1990s,  assuming  we  avoid  protectionist  trade  legisla- 
tion, an  income  tax  boost  or  a  destructive  Fed. 

Most  observers  today  expect  horrible  things  to  happen 
when  the  economy  next  slumps.  Instead  this  slowdown 
will  be  similar  to  that  of  1949. 

Back  then,  a  number  of  thinkers  thought  that  without 
the  stimulus  of  war,  we  would  descend  into  another 
depression.  Instead,  the  contraction  was  rather  mild. 
Unemployment  never  averaged  above  6%.  When  people 
finally  recognized  that  Western  civilization  would  not 
only  survive  but  had  a  future  ahead  of  it,  the  great 
postwar  bull  market  began.  Between  1949  and  1965, 


and  guarantees  reducing  future  losses. 

Why  can't  the  Feds  do  here  what  they  did  with  Chrysler 
and  take  warrants  or  other  forms  of  equity?  In  other  words, 
if  a  bad  bank  is  made  healthy,  why  shouldn't  the  U.S., 
which  took  most  of  the  risk,  share  in  the  gains? 

In  the  Chrysler  situation,  those  warrants  netted  the 
Treasury  $311  million  when  Lee  Iacocca  brilliantly  turned 
the  company  around. 

RECESSION 

stock  averages  appreciated  by  more  than  500%. 

What  the  worriers  overlook  is  that  much  of  the  American 
economy  has  already  undergone  wrenching  changes.  The  oil 
industry  has  had  a  depression.  So  has  much  of  agriculture. 
Banks  have  been  hit  by  multibillion-dollar  writedowns  of 
foreign  loans.  Much  of  the  thrift  industry  is  already  broke. 
Real  estate  in  certain  parts  of  the  nation  is  a  disaster. 
Manufacturinghas  beenforced  to  slim  down  and  restructure 
in  a  way  that  few  could  have  fathomed  a  few  years  back. 

The  next  recession  will  certainly  have  its  share  of  spec- 
tacular busts,  given  the  overleveraging  that  some  individ- 
uals and  outfits  are  now  engaging  in. 

But  these  calamities  won't  affect  the  fundamental 
health  of  the  economy. 
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NINETY- EIGHT  REGENCY. 
FOR  THOSE  WHO  APPRECIATE  THE  DIFFERENCE 
BETWEEN  LUXURY  AND  EXTRAVAGANCE. 


"We  engineered  the  Ninety-Eight  to  do  everything 
extremely  well.  But  where  it  really  outperforms  so 

many  cars  in  its  class  is  on  price." 


"The  electronic  load-leveling  system 
is  standard  on  this  car.  It  automatically 

compensates  for  the  number 
&BSk  of  passengers  and  amount 

of  luggage,  to  assure  a 
^    ~  comfortable,  even  ride." 


"We've  designed  four  suspension 
systems  for  this  car  One  for  each  wheei 
Individual  coil  springs  help  minimize 
road  roughness,  and  help  isolate 
it  from  the  passenger  compartment" 


"The  Level  III  suspension 
system  available  for  this  car 
brings  a  new  dimension  to 
motoring.  It  combines  the 
firm,  sporty  European  ride 
with  traditional  sedan 
luxuries.  It's  the  best  of 
both  worlds." 


"The  Teves  electronic 
anti-lock  braking  system  is 
available  on  the  Ninety-Eight 
During  hard  braking,  brake 
pressure  corrects  as  conditions 
require,  providing  smooth, 
anti-lock  braking  power" 


"The  way  a  car  is  backed  says  a  lot  about 
how  it's  built  This  powertrain  is  warranted  for 
.        6  years  or  60,000  miles,  and 
y  fWr  I  a  toeglth?r        outer-body  rust-through 

protection  is  up  to  6  years  or 


QUALITY  COMMITMENT  PIAN 


See  >xir  oidsmodiie  dealer  for  the  terms  an<: 
conditions  of  this  limited  warranty. 

*EPA  estimated  MPG  city  1 9  and  I 


100,000  miles: 


"Travelers  will  appreciate 
the  roomy  16  cubic-foot  trunk: 


From  the  engineers  at 
Oidsmobile...the  essence  of  quality 
in  the  luxurious  Ninety-Eight 
Regency. 

For  more  information  on  this 
remarkable  automobile,  send  for  a 
free  catalog.  Write:  Oldsmobile 
Ninety-Eight  Regency  Catalog,  RO. 
Box  14238,  Lansing,  Michigan  48901 

1 

OLDSMOBILE  QUALITY 
FEEL  IT 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


Their  reluctance  is 
plain,  but  so  is 
the  pressure 


Watch  what  they 
do  with  Brazil's 
rescheduling 


Meantime,  the 
Latin  HIMICs 
-a  new  buzzword- 
are  doing  better 


WILL  U.S.  BANKS  DO  MORE  FOR  THE  LDCs? 

From  virtually  every  official  quarter  U.S.  bankers  are  being 
pressured  to  play  a  bigger  role  in  refinancing  and,  more  particularly,  in 
putting  up  new  money  for  the  developing  world.  Their  reluctance  to  do 
so  is  plain,  and  so  is  the  possibility  of  a  rift. 

Two  years  have  passed  since  Treasury  Secretary  James  Baker  III,  in 
Seoul,  announced  his  new  plan  for  less-developed  countries  and  called 
on  the  banks  to  put  up  $20  billion  in  new  money  over  three  years.  Even 
though  the  world  economy  is  in  better  shape  now  and  there  has  been 
some  net  repayment  of  LDC  debt,  banks  have  so  far  put  up  less  than 
$10  billion  in  new  money.  That's  a  "very  modest  increase  in  net 
exposure,"  says  new  IMF  Managing  Director  Michel  Camdessus. 

There's  concern  that  U.S.  banks  will  try  to  hide  behind  a  proposed 
increase  of  at  least  50%  in  the  present  $94  billion  capitalization  of  the 
World  Bank.  Fat  chance.  Says  Barber  Conable,  president  of  the  World 
Bank:  "We're  not  prepared  to  be  a  substitute  for  private  lending." 

The  rescheduling  of  Brazil's  $68  billion  debt  will  provide  the  next 
clue  as  to  the  banks'  willingness  to  play  a  bigger  role. 

Brazil  wants  its  debt  rescheduled  at  LIBOR  (the  London  Interbank 
Rate,  or  roughly  what  it  costs  the  banks),  meaning  at  no  profit.  Brazil 
also  wants  more  than  $10  billion  in  new  money  on  the  same  terms. 

But  U.S.  bankers,  John  Reed  of  Citicorp  and  Willard  Butcher  of  Chase 
Manhattan  among  them,  ask,  Why  should  we?  Brazil  pays  interest  and 
principal  to  the  World  Bank,  they  point  out,  but  isn't  even  paying 
interest  to  private  lenders. 

Bank  regulators  could  soon  demand  even  more  writedowns  on  Brazil- 
ian debt.  And  writedowns  could  split  U.S.  bankers  from  their  foreign 
compatriots.  "We'll  not  put  up  new  money  to  help  U.S.  banks'  profits," 
one  Swedish  banker  says.  "Let  them  do  it." 

West  German  bankers  have  written  down  70%  of  their  LDC  debt,  and 
many  smaller  European  banks  are  close  to  50%  written  down.  But  U.S. 
banks  only  recently  wrote  30%  down. 

With  Venezuela  leading  the  list  there's  a  feeling  that  the  tide  is, 
however,  close  to  turning  for  Latin  debtors  (in  a  new  buzzword,  now 
called  HIMICs,  or  heavily  indebted  middle-income  countries). 

Despite  falling  oil  prices,  Venezuela  has  paid  down  its  external  debt 
from  $36  billion  in  the  late  1970s  to  $30  billion  now,  at  the  same  time 
building  $10  billion  in  reserves. 

Mexico  is  also  making  progress,  and  there  have  been  kind  words  about 
the  Latin  problem  cases,  like  Argentina  (inflation  down,  some  growth), 
Chile  (investment  up)  and  Colombia  (5%  growth  last  year). 

As  pressure  on  the  banks  continues,  expect  little  from  debt-equity 
swaps,  even  though  there  have  been  cases,  such  as  the  $2  billion  swap 
in  Chile.  Says  Chase's  Butcher:  "If  we  succeed  in  swapping  1%  of  Latin 
debt  for  equity,  we'll  have  done  well." 
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The  Forbes  Index 
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Help  wanted.  The  Forbes  Index  rose  0.4%  during  the  most 
recent  reporting  period,  as  the  current  business  expansion, 
now  in  its  60th  month,  continues  to  create  jobs.  The 
trailing  six-month  total  for  new  unemployment  claims 
went  down  1.7%  in  September,  marking  14  consecutive 
monthly  declines.  Also  boosting  the  Index  was  the  trail- 
ing three-month  average  of  consumer  installment  credit, 


which  increased  0.7%  in  August,  to  $596  billion.  Con- 
cerns over  inflation,  however,  prompted  the  Federal  Re- 
serve to  tighten  money,  which  may  put  a  crimp  in  both 
job  growth  and  consumer  borrowing. 

In  part  because  of  a  weakening  of  military  orders,  the 
ratio  of  manufacturers'  new  durable  goods  orders  (three 
months  to  August)  to  inventories  (August)  fell  0.6%. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Founts  monitors  ten 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  are  presented  at  right 


400  Services 


190 


Consumer  price  indexes  (1967  =  100] 

all  urban  consumers,  unadjusted  (Dept.  of  Labor) 


New  housing  starts  [thousands) 

privately  owned,  unadjusted  (Dept.  of  Commerce) 


128 

180 

Inventories 

2,160 

126 

140 

2080 

124 

100 

New  orders 

2000 

Industrial  production  index  ( 1967  =  100) 
seasonally  adjusted  (Federal  Reserve) 

Manufacturers'  new  orders  and  inventories 

(Sbillions)  seasonally  (Dept.  of  Commerce) 

Personal  income  (Sbillions)  wage  and  salary  dis- 
bursements, seasonally  adjusted  (Dept.  of  Commerce) 

250 

131 

610 

350 

125 

580 

450 

119 

550 

Unemployment  claims  average  for  month 
(thousands!  seasonally  adjusted  (Dcpt  o!  L.ihorl 

Retail  store  sales  iShillions) 

seasonally  adjusted  (Dept.  of  Commerce) 

Consumer  installment  credit  (Sbillions) 
total,  seasonally  adjusted  (Federal  Reserve) 

A    S    O   N    r>    I     F  M 


TTT 

)    A  S'* 


I  I  I  I  I  I  I  I  I  I  I  I  I 
S    ()   N    D    I     1    M   A    VI    I     I    A  S 


I  I  I  I  I  I  I  I  I  I  I  I  I  I 
A    S    O   N    D    )     FMAMI     |  AS 


FORBES,  NOVEMBER  2,  1987 


©  Copyright  IBM  Corporation  1987 


This  is  an  experimental  computer  system  that  turns  words  that  ar 
spoken  into  words  that  are  seen. 

Its  a  speech  recognition  system  being  developed  by  IBM  research 
and  its  the  most  innovative  one  of  its  kind. 

In  fact,  the  device  you  see  here  performs  up  to  30  million  calculatior 
to  decipher  a  single  word.  It  understands  over  20,000  words.  It  adjusts 
different  accents.  It  even  distinguishes  between  words  that  sound  alik 


it  have  different  meanings,  such  as  two,  to  and  too.  So  you  can  dash 
f  a  letter,  write  a  report,  even  try  your  hand  at  the  great  American 

)Vel""by  Speaking  intO  a  miCrOphone.  ThisspeechrecogntiionsystemisareseaKhprojectand 

Right  now  this  technology  is  still  S&felKt 

perimental.  But  someday,  it  could  !   

ake  using  a  computer  as  easy  as  one,  two,  three.  And  you  can't  say 
lough  about  innovation  like  that. 


Forbes 


Sharp  operators  in  Newport  Beach,  Calif, 
are  getting  rich  by  making  investors  all 
around  the  country  very  poor. 

Cote  de  Fraud 


By  Marc  Beauchamp 

Forty  miles  south  of  Los  Ange- 
les  lies  western  Orange  Coun- 
ty, which  includes  the  idyllic 
coastal  communities  of  Newport 
Beach,  Balboa  and  Corona  del  Mar. 
Here  million-dollar  yachts  bob  at  an- 
chor in  front  of  multimillion-dollar 
homes.  Custom  convertible  black 
Mercedes  nose  out  Ferraris  and  Lam- 
borghinis  along  wide,  palm-fringed 
boulevards,  and  Vanna  White  look- 
alikes  can't  get  enough  Gucci,  Cartier 
and  Louis  Vuitton.  Tourist  brochures 
call  this  slice  of  southern  California 


the  "American  Riviera"  and  the 
"Cote  d'Orange." 

Cote  de  Fraud  is  more  like  it.  In  the 
past  few  years,  western  Orange  Coun- 
ty has  quietly  surpassed  the  New 
York-New  Jersey  area  and  Florida  to 
become  the  boiler-room  capital  of  the 
nation.  In  total,  says  Kacy  McClel- 
land, a  gun-toting  U.S.  postal  inspec- 
tor based  in  Santa  Ana,  Orange  Coun- 
ty is  home  to  at  least  100  boiler  rooms 
pushing  precious  metals  like  gold,  sil- 
ver and  platinum.  Other  boiler  rooms 
push  strategic  metals  (like  cobalt), 
gems,  coins,  and  limited  partnerships 
for  everything  from  oil  and  gas  devel- 


opment to  ministorage  businesses 
and  artichoke  farms.  All  told,  say  lo- 
cal, state  and  federal  investigators, 
Orange  County  con  men  may  have 
stolen  over  a  billion  dollars  from  un- 
suspecting investors  throughout  the 
nation.  Bank  fraud  is  doing  well,  too. 

Most  of  the  victims  are  ordinary 
people.  The  U.S.  Attorney's  office  al- 
leges that  Capital  Trust,  Inc.,  and  af- 
filiated companies  with  offices  in 
Newport  Beach,  Irvine  and  El  Toro, 
was  a  precious  metals  boiler  room 
operation  that  took  more  than  2,000 
small  investors  for  as  much  as  $50 
million.  Local,  state  and  federal  law- 
men raided  and  closed  Capital  Trust 
in  January.  Orange  County-based 
World  Equity  Mint,  Inc.  and  affiliates 
claimed  to  be  a  mint.  But,  charge  in- 
vestigators at  the  Orange  County  dis- 
trict attorney's  office,  it  sold  fraudu- 
lent leveraged  silver  contracts  and 
took  5,000  people  for  between  $30 
million  and  $50  million.  It  was  raided 
in  April.  Brock  International,  Inc., 
raided  Sept.  29,  was  an  El  Toro-based 
commodities  boiler  room  that  the 
Commodity  Futures  Trading  Com- 
mission charges  sold  bogus  foreign 
commodity  options  and  financial  fu- 
tures contracts.  The  cops  estimate 
1,500  victims  lost  up  to  $6  million 
dealing  with  Brock.  Criminal  charges 
are  pending  in  all  three  cases.  There 
are  at  least  25  other  such  cases  under 
investigation  in  Orange  County. 

In  what  some  regulators  say  is  the 
worst  case  of  insider  fraud  ever  uncov- 
ered at  a  California  savings  and  loan, 
North  American  Savings  &  Loan  As- 
sociation, in  nearby  Santa  Ana,  was 
systematically  looted,  charges  the 
Federal  Savings  &  Loan  Insurance 
Corp.,  by  its  founder,  dentist  Duayne 
Christensen,  and  his  companion,  one 
Janet  McKinzie.  The  couple  allegedly 
siphoned  off  $60  million  for  business 
interests  and  their  personal  use. 
Christensen  died  Jan.  16,  only  hours 
before  the  bank  was  seized  by  state 
regulators,  when  his  Jaguar  crashed 
into  a  bridge  support  on  the  Corona 
del  Mar  Freeway.  McKinzie,  38, 
whose  Rolls-Royce  Corniche  bore  the 
license  plate  xtaci,  is  expected  to  face 
criminal  indictment  in  the  investiga- 
tion. Through  her  attorney,  she  pro- 
claims she  is  innocent. 

It's  odd  that  Orange  County,  having 


ScoU  Bnnegar 


Yachts  at  anchor  in  Newport  harbor 

"Too  much  power  and  money  too  soon. 
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lived  down  its  reputation  as  a  place 
where  ultra-right-wing  politicians  felt 
particularly  at  home,  should  now  be 
so  hospitable  to  crooks.  The  great  ma- 
jority of  fortunes  residing  there  were 
amassed  legitimately.  Nevertheless, 
the  number  of  scam  artists  per  capita 
is  abnormally  high  in  Orange  County 
and,  authorities  fear,  the  number  is 
climbing. 

Adept  at  image-building,  many  of 
the  flim-flamsters  rent  plush  offices 
in  modern  buildings  on  Dove,  Birch  or 
Quail  streets  west  of  John  Wayne  Air- 
port or  in  high-rise  Newport  Center, 
overlooking  Newport  Harbor  and  Bal- 
boa Island.  On  the  other  hand,  Mark 
Fisher,  a  fraud  investigator  with  the 
Newport  Beach  police,  has  tracked 
many  a  sharp  operator  to  "suites"  at 
2005  West  Balboa  Boulevard — a  one- 
story  lavender-trimmed  shack  that  is 
in  reality  a  private  post  office,  1  of  13 
in  Newport  Beach  (pop.  72,000). 

As  usual,  boiler  rooms  hire  silver- 
tongued  men  and  women  adept  at 
cold-calling.  Promises  range  from  the 
plausible  (bank-financed  precious 
metals  programs)  to  the  preposterous 
("Platinum  is  rumored  to  cure  AIDS," 
one  cold-caller  informed  a  sucker). 

The  con  men's  victims  are  often 
pathetic.  A  La  folia,  Calif,  woman  was 
allegedly  churned  out  of  $110,000  by 
Capital  Trust,  the  precious  metals 
broker.  She  lost  her  home  and  now 
lives  in  a  trailer  park  in  Escondido.  A 
Reno  widow  lost  her  life  savings  of 
$12,000  and  any  hope  of  putting  her 
two  sons  through  college.  And  the  con 
men's  reach  is  long.  An  Illinois  man 
sent  a  boiler-room  operator  10,000 
ounces  of  silver  (worth  $85,000)  to 
secure  a  larger  market  position  and 
never  heard  from  the  operator  again. 

But  Orange  County's  crooks  find 
particularly  juicy  pickings  in  their 
own  backyard.  Real  estate  values  and 
the  county's  population  have  explod- 
ed during  the  last  25  years — popula- 
tion grew  from  704,000  in  1960  to 
over  2.1  million  today — and  Orange 
County's  household  income  is  80% 
above  the  national  median.  If  Orange 
County  were  a  nation,  its  GNP  would 
rank  it  ahead  of  South  Korea. 

This  rapid  population  growth  has 
produced  anonymity.  "Eighty  percent 
of  the  population  are  strangers  to  each 
other,"  observes  Joseph  DeFranco,  65, 
president  of  Separation  &.  Recovery 
Systems,  Inc.,  a  hazardous  waste 
treatment  business  headquartered  in 
Irvine.  Residents  either  trust  strang- 
ers or  trust  no  one. 

Trusting  oneself  in  this  land  of 
quick  riches  doesn't  always  help. 
"Many  of  these  people  got  too  much 
power  and  money  too  soon,"  says  Pa- 


tricia Allen,  a  Newport  Beach  psycho- 
therapist. "Their  moral  and  ethical 
codes  haven't  caught  up." 

For  the  flavor  of  what  goes  on  in 
Newport,  listen  to  George  Johnson,  a 
private  investigator  in  Tustin  who 
specializes  in  real  estate  fraud.  "I've 
worked  cases  where  the  lender  loaned 
money  to  people  who  didn't  exist, 
who  bought  houses  from  people  who 
didn't  exist,  whose  documents  were 
notarized  by  people  who  didn't  exist," 
says  Johnson.  "In  one  case  there  were 
only  two  true  facts:  There  was  a  house 
and  a  savings  account.  The  savings 
account  had  40  signers  and  only  one 
was  a  real  person." 

The  fraud  squad  is  trying  to  limit 
the  damage,  but  the  crooks  are  usual- 
ly better  financed,  quicker  and  have 
better  lawyers.  "By  the  time  we  get 
there,  it's  too  late,"  says  postal  in- 


By  Allan  Dodds  Frank 

DURING  THE  21  DAYS  MCA  Inc. 
Chairman  Lew  Wasserman 
spent  in  the  hospital  last  sum- 
mer, MCA  stock  leapt  from  47 Vi  to 
58%  on  heavy  volume.  Wasserman 
went  home  to  recuperate  from  a  colon 
operation,  and  the  stock  kept  moving 
up.  But  when  Wasserman  came  back 
to  work,  in  apparent  good  health,  the 
stock  moved  up,  then  dropped  to  52. 

The  price  bulge,  of  course,  was 
predicated  on  the  belief  that  if  Was- 
serman were  to  retire  or  die,  MCA 
would  be  sold — and  at  a  handsome 
premium.  The  hope  was  dashed  by 
Wasserman 's  recovery  and  an  an- 
nouncement that  MCA  had  estab- 
lished a  sugar-coated  poison  pill. 

Confusion  followed.  The  stock 
jumped  to  64 'A  on  heavy  volume.  Re- 
cently it  was  back  down  to  523/4. 

Is  MCA  for  sale  or  isn't  it?  Says 
Wasserman  of  MCA's  poison  pill:  "It 


spector  McClelland.  "It's  like  hitting 
a  ball  of  lead  with  a  hammer."  The 
crooks,  says  Larry  Lambert,  a  fraud 
investigator  with  the  Orange  County 
DA's  office,  take  advantage  of  juris- 
dictional boundaries  and  the  reluc- 
tance of  local  law  enforcement  agen- 
cies to  mount  expensive,  lengthy  in- 
vestigations when  many  victims  are 
outside  the  county.  "The  average  Or- 
ange County  citizen,"  says  McClel- 
land, "is  not  so  concerned  about  what 
happens  to  someone  in  Duluth." 

The  solution?  When  a  stranger  calls 
with  a  sure-fire  deal,  hang  up.  "The 
investor  is  his  own  best  line  of  de- 
fense," says  McClelland.  "They  sign 
their  own  names,  and  they  have  to  do 
their  homework  before  they  ask  for 
help." 

That  goes  for  pitches  from  Newport 
Beach  and  everywhere  else.  ■ 


certainly  does  not  preclude  someone 
who  wants  to  buy  all  the  shares  in  the 
company  from  doing  so."  Not  for  the 
record,  a  well-known  Hollywood  pro- 
ducer who  owns  a  big  chunk  of  MCA 
stock  says  he  is  sure  Wasserman  has 
MCA  for  sale.  Price?  The  producer 
says  $85  a  share  and  mentions  CBS 
and  PepsiCo  as  potential  buyers. 
(Democratic  Party  power  broker  and 
Wasserman  adviser  Robert  Strauss 
serves  on  MCA's  and  PepsiCo's 
boards.) 

President  Sidney  Sheinberg  does 
not  put  any  questions  to  rest  when  he 
tells  Forbes:  "There  isn't  any  board  in 
America  that  isn't  duty  bound  to  con- 
sider [serious]  offers." 

But  the  betting  is  that  MCA  will  be 
sold.  In  a  sense,  it  has  been  in  play 
since  1985,  when  Wasserman  nearly 
sold  to  RCA.  Terms  never  were  dis- 
closed, but  are  believed  to  have  been 
between  $85  and  $95  per  MCA 
share — from  $6.5  billion  to  $7.2  bil- 


Up  it  goes,  down  it  goes,  up  and  down 
again.  MCA's  stock  yo-yos  as  the  takeover 
rumors  ebb  and  flow.  Is  a  takeover  likely? 

Entertaining 
offers 
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lion.  When  the  deal  fell  apart,  MCA 
Director  Felix  Rohatyn  of  Lazard 
Freres  helped  General  Electric  buy 
RCA.  Once  a  stock  like  MCA  is  in 
play,  it  seldom,  if  ever,  gets  out. 

Who  would  buy?  General  Electric  is 
only  one  of  many  names  bandied 
about  as  serious  MCA  suitors.  Others, 
besides  CBS  and  PepsiCo,  are  Disney, 
Westinghouse,  General  Motors,  R)R 
Nabisco  and  Sony — the  Japanese,  af- 
ter all,  cannot  easily  manufacture 
American  culture  (Forbes,  Sept.  21). 

What  is  the  right  price  for  MCA?  At 
$90  a  share,  MCA  would  cost  $6.8 
billion  (there  is  $770  million  in  long- 
term  debt).  Most  analysts  figure  MCA 
is  worth  no  more  than  $80  a  share. 
MCA's  reported  earnings  do  not  justi- 
fy a  price  tag  anywhere  near  $7  bil- 
lion. Last  year  MCA  earned  just  $155 
million  on  revenues  of  $2.44  billion. 

MCA's  cash  flow  has  been  erratic. 
This  year  it  is  running  at  $613  mil- 
lion, about  $8  a  share.  That  is  down 
from  last  year's  $11  or  so  a  share 
Serious  bidders  would  be  betting  they 
could  get  it  back  above  that  level  in 
the  not-too-distant  future.  On  that  ba- 
sis, $90  a  share  might  not  be  too  rich. 

If  a  high  enough  offer  doesn't  soon 
materialize,  MCA  shareholders  won't 
be  left  holding  an  empty  bag.  As  a 
going  company,  MCA  is  in  extremely 
good  shape.  Tom  Pollock,  the  44-year- 
old  lawyer  named  in  October  1986  as 
chairman  of  MCA's  motion  picture 
group,  may  cut  1986's  film  losses  of 
around  $50  million  to  nothing  this 
year.  In  the  music  entertainment  divi- 
sion, Irving  Azoff  will  probably  raise 
profits  20%,  to  $40  million  fear. 


In  those  two  areas  alone,  then,  cash 
flow  could  increase  by  $60  million. 

So  is  MCA  for  sale?  It  looks  that 
way.  Wouldn't  Sidney  Sheinberg 
block  such  a  deal,  as  he  reportedly  did 
with  RCA?  Insiders  say  not  necessar- 
ily. They  say  Sheinberg  is  tired  of  the 


hassles  of  running  a  gi- 
ant company  and 
wants  to  go  back  to 
making  movies.  Cash- 
ing in  his  1.1  million 
shares  would  give 
Sheinberg  the  capital 
for  doing  that,  perhaps 
in  conjunction  with  his 
two  sons.  It  is  not  in- 
conceivable Sheinberg 
might  try  a  leveraged 
buyout  of  MCA — as- 
suming, of  course, 
Wasserman  approved. 

In  any  case,  any  offer 
had  better  be  rich,  very 
rich,  and  friendly,  very 
friendly.  "I'm  sure  the 
Justice  Department 
could  find  something 
wrong  with  any  com- 
pany that  tried  a  hos- 
tile takeover  of  MCA," 
says  one  Hollywood 
lawyer,  noting  Wasscr- 
  man's  close  relation- 
ship with  President  and  Mrs.  Reagan, 
whose  last  California  visit  included 
one  private  dinner — with  the  Wasser- 
mans.  Unfriendly  suitors  would  find  a 
very  determined  opponent.  ("Every 
company  has  dirty  linen  somewhere," 
says  a  source  close  to  the  company.)  ■ 


In  a  time  when  the  bank  industry  is  acqui- 
sition-crazy, nobody  is  rushing  to  buy  Tex- 
as banks.  Once  the  darlings  of  their  indus- 
try, they've  become  the  pariahs.  Are  things 
really  that  bad? 

The  unloved  ones 


By  Toni  Mack 


Even  as  Texas  shows  the  first 
glimmers  of  recovery — oil 
drilling  up,  unemployment 
down — the  Texas  banks  grow  sicker. 
A  nonperforming  asset  is  one  of  ques- 
tionable worth,  such  as  loans  in  seri- 
ous default,  foreclosed  real  estate  and 
the  like.  At  last  year's  end  the  nine 
largest  bank  holding  companies  had  a 
combined  $6  billion  in  nonperform- 


ing assets.  By  June  that  figure  had 
swelled  to  $7.2  billion,  and  still  it 
grows.  Moreover,  their  reserves 
against  these  nonperforming  assets 
are  well  below  the  national  average. 

Two  of  the  big  bank  holding  compa- 
nies are  taking  shelter  in  stronger, 
out-of-state  arms — Texas  Commerce 
Bancshares,  bought  by  Chemical  New 
York,  and  Allied  Bancshares,  whose 
purchase  by  Los  Angeles-based  First 
Interstate  is  pending.  Both  were  at 
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prices  well  below  what  shareholders 
had  hoped  for.  Then,  in  September, 
since  no  one  else  would  have  the  com- 
pany, the  FDIC  rescued  First  City 
Bancorp  with  a  gift  from  the  taxpayers 
of  nearly  $1  billion — the  biggest  bail- 
out since  Continental  Illinois. 

In  a  wild  bull  market,  Texas  bank 
stocks  have  been  big  losers.  And  loan 
losses  have  so  eroded  their  capital 
that  it  is  questionable  whether  they 
will  be  able  to  finance  a  recovery 
when  it  finally  comes  to  Texas. 

The  Texas  banks  went  into  the  de- 
bacle in  pretty  good  shape  financially. 
Trouble  was,  they  got  hit  not  once  but 
twice.  First,  oil  prices  collapsed,  and 
with  them  the  value  of  a  lot  of  collat- 
eral. Most  of  these  bad  energy  loans 
have  long  since  been  written  off.  But 
then  real  estate  collapsed.  Even  those 
bankers  who  were  cautious  on  energy 
lending  had  insanely  supposed  that 
Texas  real  estate  would  stay  healthy 
even  after  energy  soured.  Most  of  the 
bankers  became  victims  of  the  pre- 
vailing edifice  complex — financing 
towering  new  office  buildings  as  if  the 
demand  for  office  space  would  never 
stop  growing.  It  did.  M/PF  Research 
estimates  that  year-end  vacant  office 
space  in  Texas'  major  cities  will  total 
102  million  square  feet,  a  third  of  the 
existing  space.  That's  more  than  a 
five-year  supply  in  every  market, 
M/PF  predicts. 

Rising  interest  rates  hurt,  too,  since 
banks  must  pay  more  for  funds,  but 
those  developers  who  are  still  solvent 
can't  afford  to  pay  more  interest.  An- 
other black  cloud  is  the  foreclosed 
real  estate  held  by  Texas'  insolvent 
S&Ls — $6.7  billion  at  its  nominal 
worth,  by  Sheshunoff  &.  Co.'s  reckon- 
ing (see  p.  48).  No  one  knows  whether 
the  FSLIC  will  simply  dump  these 
properties,  further  depressing  the 
market.  That's  one  reason  investors 
Richard  Rainwater  and  Morton 
Meyerson  would  like  to  acquire  as 
much  as  $20  billion  in  ailing  thrift 
assets  themselves — to  keep  them  off 
the  market. 

Texas  bankers  seem  to  be  whistling 
past  a  graveyard.  Gerald  W.  Fronter- 
house,  chairman  of  Dallas'  First  Re- 
publicBank  Corp.,  is  typical.  "I  was 
encouraged,"  he  says,  "by  a  report 
that  says  office  rents  in  Dallas  should 
be  up  about  30%  over  the  next  five 
years."  Five  years?  Some  developers 
can't  hang  on  for  another  five  months. 

The  banks'  balance  sheets  reflect  a 
combination  of  wishful  thinking  and 
hard  necessity.  Overall,  U.S.  banks' 
loan-loss  reserves  cover  an  average 
68%  of  nonperforming  assets.  Exclud- 
ing the  already-acquired  Texas  Com- 
merce, the  Texas  average  is  36%, 


ranging  from  a  low  of  22%  at  San 
Antonio's  National  Bancshares  Corp. 
to  a  tad  over  46%  at  First  Republic. 
These  Texas  banks  have  already  tak- 
en huge  writeoffs.  Were  they  to  "re- 
serve up"  to  the  national  average, 
their  capital  would  dwindle  danger- 
ously. Equity  at  most  banks  is  be- 
tween 4.5%  and  5.5%  of  assets. 

First  Republic,  created  by  the  June 
merger  of  RepublicBank  Corp.  with 
InterFirst  Corp.,  is  a  Texas  bank  com- 
pany determined  to  keep  the  Lone 
Star  flag  flying  on  the  national  bank- 
ing scene.  Unlike  Texas  Commerce, 
which  fled  into  the  arms  of  a  big  New 
York  bank,  or  Allied,  which  is  refug- 
ing with  a  healthy  West  Coast  super- 
regional,  Republic  chose  to  rescue 
rather  than  be  rescued.  It  embraced  its 
sinking  rival,  InterFirst.  At  $34.4  bil- 
lion in  assets,  the  merged  company  is 
the  U.S.'  12th-largest  banking  compa- 
ny. Its  94  banks  are  concentrated  in 
the  Dallas  market,  Texas'  most  diver- 
sified. Chairman  Fronterhouse's  aim 
is  to  build  earnings,  and  thus  capital, 
by  cutting  costs. 

The  savings  are  there.  Fronterhouse 
is  ahead  of  schedule  in  cutting  over- 


head. Aftertax  overhead  savings 
should  total  about  $380  million  over 
five  years.  Some  $330  million  more 
will  result  from  marking  down  Inter- 
First's  sickly  loans  all  at  once,  not 
year  by  year.  Cost  of  funds  has 
dropped,  too,  by  0.25%,  since  the 
combined  banks'  core  deposits — 
cheaper  than  wholesale  funds — now 
support  over  50%  of  earning  assets. 

The  danger  is  that  those  savings 
will  be  eaten  up  not  only  by  real  es- 
tate but  by  $1.2  billion  in  south-of- 
the-border  loans.  In  June  a  $325  mil- 
lion provision  for  international  losses 
caused  a  $10.95-a-share  first-half  loss 
and  cut  equity  from  5.4%  of  assets  to 
4.5%.  If,  as  is  possible,  losses  exceed 
the  reserve,  equity  and  capital  could 
be  further  eroded.  The  common  re- 
cently traded  at  17'/s,  a  48%  discount 
from  book  value. 

Robert  Abboud's  First  City,  bailed 
out  by  the  feds,  should  have  a  decent 
shot  at  renewed  health.  About  $1.8 
billion  in  problem  assets,  14.6%  of 
total  assets,  will  be  spun  off.  New 
capital  totaling  nearly  $1.5  million  is 
promised — $500  million  to  be  raised 
by  Abboud  and  fellow  investors,  plus 
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Gerald  W.  Fronterhouse,  chairman  of  First  RepublicBank  Corp. 
Whistling  past  a  graveyard. 
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Behind  the  times — and  glad  of  it 


Not  all  Texas  banks  are  in  the  soup.  At  American 
State  Bank  in  Lubbock  (pop.  174,000),  the  worst 
problem  would  seem  to  be  the  mealybugs  in  the  lobby's 
ficus  trees. 

American  earned  1 .56%  on  average  assets  last  year, 
when  the  average  Texas  bank  lost  0.43%,  according  to 
Sheshunoff  Rating  Services.  Equity  is  10.5%  of  its  $394 
million  assets — almost  double  the  minimum  ratio  the 
Fed  insists  on.  Nonperforming  assets  are  5%  of  loans, 
half  the  rate  at  many  big  Texas  banks.  This,  despite  the 
fact  that  American  sits  smack  in  the  middle  of  oil, 
cattle  and  cotton  country  on  the  plains  of  west  Texas. 

American  was  behind  the  times.  It  didn't  build  fancy 
high-rise  headquarters.  American  did  recently  ex- 
pand— into  a  converted  Sears  tire  store.  Plush  offices? 
W.R.  Collier,  the  bank's  president — the  second  in  its 
39-year  history — sits  at  a  desk  just  inside  the  front  door. 
There  is  no  debt  on  the  books.  Says  Don  Hudgeons, 
American's  executive  vice  president,  "Our  first  and 
main  mission  is  to  keep  our  depositors'  money  safe." 

Behind  the  times?  Terribly.  American  State  refused 
to  make  energy  loans.  "It  was  tempting,  back  when 
energy  was  blowing  and  going,"  says  Hudgeons,  "but 
we're  not  real  knowledgeable  about  energy."  That 
didn't  stop  Continental  Illinois,  of  course. 

Agricultural  loans  are  down  from  about  35%  of  the 
loan  portfolio  in  the  early  1970s  to  12%  or  so  now.  Real 
estate  loans?  Plenty,  but  for  properties  like  commercial 
buildings  and  doctors'  offices,  not  speculative  office 
space.  In  total,  loans  are  a  very  low  36%  of  deposits. 
Almost  $206  million  of  American's  funds  are  parked  in 
Treasury  bills  and  municipal  bonds. 

Joe  Thompson,  a  John  Deere  dealer  in  nearby  Aber- 
nathy,  is  a  stockholder  and  35-year  customer  of  Ameri- 
can State.  "They  know  that  if  a  customer  can't  handle  a 
loan,  they're  not  doing  him  or  themselves  a  favor  by 
lending,"  he  says.  "And  they  have  such  a  nice  way  of 
turning  people  down." 

Some  90%  of  American's  stock  is  owned  by  Lubbock 
County  residents.  It's  a  double  boon:  The  shareholders 
know  the  local  economy — the  board  meets  with  the 
bank's  loan  committee  every  morning — and  American 
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W.R.  Collier,  president  of  American  State  Bank 
"Such  a  nice  way  of  turning  people  down." 

State  can  advertise  itself  as  "home-owned,"  unlike  the 
First  Republic  and  Texas  Commerce  affiliates  in  town. 
Twenty-six  percent  of  the  bank's  employees  are  share- 
holders, and  60%  have  been  there  five  years  or  more. 
"There's  something  about  being  able  to  deal  with  peo- 
ple who've  been  here  a  long  time,"  says  Collier,  49. 
"West  Texans  like  that  approach." 

Folks  at  American  are  delighted  by  the  new  green 
marble  fountain  (surrounded  by  the  bug-infested  fi- 
cuses)  in  the  renovated  lobby.  What's  that  about  only 
megabanks  making  it  in  the  future? — T.M. 


$970  million  in  FDIC  notes. 

And  the  rest?  Fort  Worth's  Texas 
American  Bancshares,  Cullen/Frost 
Bankers  in  San  Antonio  and  National 
Bancshares  are  reportedly  on  the 
block.  At  Dallas'  $22  billion  (assets) 
MCorp,  Chairman  Gene  Bishop  won't 
say  he  won't  sell  but  swears  he  won't 
put  his  bank  company  on  the  bargain 
counter.  Its  recent  price,  about  6  a 
share,  represents  a  68%  discount  from 
book  value.  But  the  clock  is  ticking. 
Last  year  MCorp  lost  $82  million.  In 
1987's  first  half  it  lost  $125  million, 
with  nonperforming  assets  at  a  scary 
10.7%  of  loans  and  related  assets. 

But  potential  acquisitors  such  as 
Chase  Manhattan  and  Wells  Fargo  are 
leery  of  the  real  estate  mess.  And  even 
when  it  improves,  points  out  James 
McDermott  of  Keefe,   Bruyette  & 


Woods,  the  handful  of  banks  strong 
enough  to  buy  into  Texas  will  have 
acquisition  opportunities  elsewhere: 
"Texas  will  be  vying  with  other,  less 
troubled  states.  California  opens  up  in 
1991,  and  New  England  may  open  up, 
too.  Acquirers  may  apply  that  scarce 
resource  called  capital  elsewhere." 

One  bright  note:  The  sky-high  pre- 
miums that  Texas  banks  have  paid  for 
deposits  are  falling.  With  four  banks 
stronger — Texas  Commerce,  First 
City,  InterFirst  and,  soon,  Allied — the 
competition  for  deposits  is  waning.  It 
should  ebb  more  when  the  FSLIC  be- 
gins taking  over  insolvent  S&Ls,  the 
fiercest  bidders  for  deposits.  Texas 
Commerce  now  pays  0.4%  less  than  it 
did  premerger  for  wholesale  funds,  a 
tiny  fraction  that  means  as  much  as 
$37  million  to  the  bank's  bottom  line. 


How  far  off  is  recovery?  Alas,  it 
won't  come  in  1988.  Everyone  con- 
cedes that  more  real  estate  loans  will 
go  into  default  in  coming  months.  On 
top  of  that  there  is  the  problem  of 
bringing  reserves  on  existing  bad 
loans  up  to  the  national  average.  The 
optimists  say  1989  will  be  the  year  of 
recovery.  The  pessimists  say  that 
whenever  it  comes,  the  recovery  will 
find  the  Texas  banks  so  exhausted 
that  they  may  never  fully  recover. 
"We're  still  telling  investors  to  avoid 
all  the  Texas  banks,"  says  Paine  Web- 
ber analyst  Sandra  Flannigan. 

Somewhere,  someday,  some  people 
are  again  going  to  make  a  lot  of  money 
in  Texas  banking  and  real  estate.  But 
if  the  recovery  doesn't  come  by  1989, 
it  may  be  too  late  for  a  lot  of  the 
surviving  participants.  ■ 
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James  Cloonan  is  making  millions  from 
his  investment  magazine.  Too  bad  tax  laws 
forbid  him  to  own  or  sell  the  venture. 

The  "nonprofit" 
with  the  fat 
profit  margin 


By  Ruth  Simon 


How's  this  for  a  classic  entre- 
preneurial success  story? 
James  Cloonan,  former  profes- 
sor and  stockbroker,  starts  an  invest- 
ment magazine  in  his  living  room  in 
1979,  not  too  long  before  the  market 
takes  off.  By  1986  it  is  running  a  fabu- 


lous $3.3  million  cash  flow  on  reve- 
nues of  $8.9  million — and  that's  after 
Cloonan's  $588,000  in  compensation. 
Spinoffs  from  the  venture  include  a 
lucrative  list  brokerage  operation  and 
a  mutual  fund  that  could  throw  off 
$300,000  a  year  in  fees.  Cloonan's 
company  car  is  a  1984  Jaguar. 
Time  to  sell  out  or  go  public?  It 


won't  happen.  Cloonan's  corporation, 
the  American  Association  of  Individ- 
ual Investors,  has  a  most  unusual 
structure  for  such  a  venture:  It  is  a 
federally  tax-exempt  educational  or- 
ganization. As  such,  it  cannot  legally 
be  owned  by  anybody — although,  as 
Cloonan  proves,  it  can  provide  a  nice 
living  for  someone. 

"I'm  at  heart  an  entrepreneur,"  says 
Cloonan,  56,  who  has  previously  tin- 
kered with  such  ventures  as  a  broker- 
age and  a  company  selling  a  plug-in 
travel  suitcase  that  steams  clothes.  A 
marketing  professor  until  1982  at 
Chicago's  De  Paul  University, 
Cloonan  started  the  Chicago-based 
association  with  $5,000  from  the  sale 
of  his  interest  in  the  smallish  broker- 
age firm  he  helped  start. 

And  what  a  winner  he's  got.  Inves- 
tors see  AAII's  experts  quoted  fre- 
quently in  Forbes,  the  Wall  Street  Jour- 
nal and  other  publications.  For  their 
$48  annual  membership  fee,  they  get 
the  monthly  AAII  Journal,  an  excel- 
lently written  collection  of  advice  on 
IRAs,  life  insurance,  mutual  funds 
and  stock  trading.  They  pay  extra  for 
seminars  and  home-study  courses. 


James  Cloonan,  presidetit  of  the  American  Association  of  Individual  Investors 
Salary:  $588,000.  Company  car:  1984  Jaguar. 
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Result:  AAII's  balance  sheet  shows 
$5  million  in  cash  against  $21,000  in 
liabilities.  Profits  are  hard  to  gauge, 
since  the  financials  omit  the  liability 
for  deferred  subscription  income 
(AMI  has  20,000  lifetime  members), 
but  the  cash  flow  would  surely  attract 
a  nice  bid  in  a  buyout.  Cloonan  must 
be  kicking  himself  for  not  organizing 
the  business  as  a  conventional  for- 
profit  corporation. 

Why  the  charitable  format?  One 
reason  is  that  he  scarcely  knew  what  a 
gold  mine  he  was  walking  into. 
"When  I  first  started,  people  were 
talking  about  a  couple  of  thousand 
members,"  Cloonan  says.  "I  was  talk- 
ing about  25,000  to  30,000."  Current 
membership:  108,000. 

Another  reason  is  that  the  nonprof- 
it status  gave  the  business  a  certain 
cachet:  "If  this  weren't  a  nonprofit, 
people  might  think  it  was  another 
investment  adviser." 

Even  more  important,  AAII's  non- 
profit status  entitles  it  to  a  $360,000 
taxpayer  subsidy.  That's  because  the 
group  can  send  its  third-class  mail- 
ings (about  9  million  a  year)  at  the  8.5- 
cent  nonprofit  rate  instead  of  the  12.5- 
cent  rate  paid  by  for-profit  newslet- 
ters. "Postage  and  printing  are  really 
the  name  of  the  game,"  says  Cloonan, 
who  must  spend  nearly  half  of  AAII's 
$5.5  million  budget  on  printing  and 
mailing. 

The  bulk  of  the  postage  and  print- 
ing bill,  in  turn,  is  for  direct  mail  to 
round  up  new  members.  Indeed, 
Cloonan  says  he  spends  almost  $48 
just  to  put  a  new  member  on  the 
books.  The  profit  is  in  the  renewals — 
and  in  renting  the  mailing  list.  It's  an 
attractive  audience,  with  an  average 
age  of  51  and  an  average  portfolio  of 
$750,000. 

How  much  do  the  rentals  bring  in? 
Last  year  about  $125,000,  but  this 
year  Cloonan  hopes  for  $350,000. 
That's  before  a  20%  cut  off  the  top 
taken  by  a  list  broker,  Marketing  Sys- 
tems International,  a  firm  that  shares 
AAII's  address  and  that  Cloonan 
owns.  (Marketing  Systems  has  other 
clients  besides  AAII,  Cloonan  notes.) 

The  AAII  has  provided  another 
sideline  for  Cloonan.  For  several  years 
the  magazine  has  been  publishing  in- 
vestment tips  under  the  rubric  "shad- 
ow stocks."  The  idea  is  that  smaller 
companies,  especially  those  that  are 
well  established  but  ignored  by  ana- 
lysts and  institutional  buyers,  outper- 
form the  rest  of  the  market  over  long 
periods.  In  September  Jones  &  Babson 
Inc.  in  Kansas  City,  Mo.  opened  a  new 
mutual  fund  that  will  buy  shadow 
stocks. 

The  fund  has  no  formal  connection 


to  AAII,  but  the  concept  should  strike 
a  familiar  chord  with  AAII  members, 
especially  since  they  received  one  of 
the  first  mailings  advertising  the 
fund.  (Jones  &  Babson  paid  the  regular 
fee  for  renting  the  names.)  Subadviser 
to  the  fund,  at  0.2%  of  assets  annual- 
ly, is  Analytic  Systems  Inc.,  a-  six- 
month-old  firm  that  is  owned  by 
Cloonan  and  currently  resides  in  his 
desk  at  the  AAII  office.  "My  role  is  to 
develop  models  and  do  research,"  says 
Cloonan.  Cloonan's  goal  for  the  fund 
is  $150  million  in  assets  by  the  end  of 
1988.  That  would  yield  him  $300,000 
a  year  in  fees. 

Cloonan  makes  no  apologies  for 
making  a  good  living  from  his  non- 
profit organization.  "I've  really  been 
the  person  who  put  this  all  together," 
he  says,  adding  that  half  of  his  salary 
for  1986  was  a  bonus  he  won't  be 
taking  again  this  year.  (He  earned 


By  Jonathan  Clements 

Cynics  think  that  when  the 
smoke  clears  a  few  years  from 
now  the  only  winners  from  all 
this  corporate  reshuffling  and  restruc- 
turing will  be  the  Wall  Street  boys 
who  orchestrated  the  whole  thing.  If 
the  L.B.  Foster  story  turns  out  to  be 
typical,  the  cynics  may  have  a  point. 

L.B.  Foster,  an  oil  service  firm,  was 
the  second  leveraged  buyout  done  by 
the  celebrated  firm  of  Kohlberg  Kravis 
Roberts  &  Co.  This  was  in  1977.  The 
Pittsburgh-based  company  was  found- 
ed in  1902  as  a  railway  track  recycler. 
By  1977  it  had  evolved  into  a  distribu- 
tor and  manufacturer  of  construction, 
rail  and  tubular  products  and  was  in 
the  hands  of  three  aging  Foster  broth- 
ers. When  they  died,  estate  taxes 
might  have  forced  liquidation. 


$560,000  in  1985.)  Also  on  AAII's  pay- 
roll is  Cloonan's  stepson,  Harry  Ma- 
dorin,  who  earns  $47,300  as  director 
of  operations.  Cloonan's  wife,  Edythe, 
earned  $24,000  as  director  of  commu- 
nications last  year  and  $64,500  in 
1985  as  the  group's  secretary. 
Cloonan  says  she  is  no  longer  em- 
ployed by  AAII. 

The  tax  code  provides  that  "no  part 
of  the  net  earnings  [of  a  charity  shall] 
inure"  to  a  private  individual,  but  the 
IRS  rarely  has  time  to  engage  in  de- 
bates with  charities  on  where  to  draw 
the  line.  How  about  AAII's  three- 
member  board  of  directors?  It  has 
raised  no  objections  to  Cloonan's 
moonlighting.  The  board  consists  of 
Cloonan,  his  stepson  and  one  of  his 
employees. 

All  in  all,  it  would  be  an  admirable 
success  story — if  the  taxpayer  weren't 
footing  part  of  the  bill.  ■ 


Enter  Kohlberg  Kravis,  which  paid 
$57  million  for  the  company.  In  1981 
KKR  and  its  backers  sold  a  19%  stake 
of  the  company  to  the  public  for  $17  a 
share — indicating  a  market  value  of 
almost  $165  million.  Long-term  debt 
was  then  $64  million,  over  one-third 
of  the  firm's  market  value.  The  public 
got  19%  for  $31  million;  KKR  and 
friends  got  81%  for  only  $57  million. 
Nice  numbers — for  KKR. 

But  the  business  timing  was  exqui- 
site— exquisitely  bad.  It  was  just  be- 
fore a  depression  hit  oil  services. 

Since  then  the  company  has  been  to 
the  brink  of  bankruptcy  and  back.  Its 
stock  recently  traded  as  low  as  2V», 
down  from  the  original  1 7. 

The  depression  in  oil  was  only  part 
of  the  problem.  KKR  was  another.  It 
pushed  the  company  to  go  deeply  into 
debt  in  order  to  diversify.  This  made 


What  happens  to  these  LBOs  when  recession 
hits?  Some  day  we' 11  find  out.  Shareholders 
in  L.B.  Foster  already  have. 

Thank  you, 
Kohlberg  Kravis 
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Even  when  it  doesn't  race, 
it  gets  there  faster. 

Frankly,  the  Alfa  Romeo  Milano  does  everything  a  world 
class  sportscar  should  do.  It  simply  does  it  with  four  doors. 

Its  well-known  aluminum  V-6  muscles  up  to  183 
horsepower  at  5800  rpm.  And  with  a  test-track  top  speed 
of  135  m.ph.,  the  Milano  3  0  Litre  leaves  Saabs,  Audis  and 
BMW  3  Series  scrambling  in  the  dust. 

The  Milano  is,  in  fact,  the  heart-stirring  sum  of  its 
super-tech  components.  It  utilizes  L-Jetronic  fuel  injection, 
ABS  brakes,  *  and  the  remarkable  deDion  rear  suspension 
that  keeps  the  driving  wheel  perpendicular  to  the  road, 
maximizing  traction.  In  addition,  the  Milano  is  now  available 
with  an  automatic  transmission. 

Alfa  Romeo's  ultimate  commitment  to  high  quality 
performance  is  backed  by  a  3  year/36,000  mile  limited 
warranty  and  6  year/60,000  mile  anti-corrosion  limited 
warranty  against  perforation.  *  * 

The  Milano  is  priced  from  $17,200  for  the  Milano  Gold 
5-speed  to  $21,200  for  the  Milano  3.0  Litre/ 
For  the  Alfa  Romeo  dealer  nearest  you,  call  1-800-447-4700. 


Platinum  and  3  .0  Lure  editions. 

Subject  to  restrictions  and  limitations  See  your  dealer  for  warranty  details. 

Mfr's  suggested  retail  price,  destination  charges,  taxes.  dea!cr  prep  ,  if  any,  optional  equipment  and  license  fees  extra. 


matters  worse.  Much  worse.  lier,  retired  in  1984  and  was  replaced 

Here's  the  sad  story:  by  Edward  Mabbs.  Mabbs,  hired  from 

The  U.S.  oil  rig  count  started  falling  Incom  International,  where  he  had 

in  December  1981,  and  Foster's  pipe-  been  chief  executive  since  1975,  was  a 

finishing  plants  were  soon  working  at  longstanding  business  associate  of 

less  than  70%  of  capacity.  Chairman  KKR.  The  three  KKR  partners  had 

Milton  Porter,  always  one  to  buck  a  known  him  since  their  Bear,  Stearns 

trend,  set  out  to  double  Foster's  casing  days,  when  they  helped  arrange  fi- 

capacity  to  be  ready  for  the  upturn.  nancing  for  Incom's  buyout  from 

It  didn't  come.  Business  got  worse.  Rockwell  International. 
Losses  in  1982,  1983  and  1985  mount-  "The  company  was  in  a  mess,"  re- 
ed. Porter,  who  had  married  into  the  members  Mabbs.  L.B.  Foster's  reve- 
Foster  family  more  than  40  years  ear-  nues  from  tubular  products  fell  from 

Mix  AkuiIitj  HelhKg 


L.B.  Foster  Chairtnan  Jerry  Goldress 

Trying  to  reverse  expensive — but  hardly  valuable — advice. 


$367  million  in  1981  to  $176  million 
in  1985. 

Robert  Kanters,  an  analyst  at  Legg 
Mason  Wood  Walker,  remembers  vis- 
iting a  concerned  Mabbs  at  the  com- 
pany's Holiday  Drive  headquarters. 
"Mabbs  had  me  in  his  office  showing 
me  all  these  graphs  and  charts  and 
telling  me  why  they  had  to  do  some- 
thing other  than  oil  tube  threading," 
recalls  Kanters.  "He  was  saying  the 
drill  count  is  terrible,  and  we  don't  see 
this  thing  going  anywhere  for  a  long 
time.  Mabbs  said  that  we  have  to  do 
something." 

And  so  Mabbs  leapt.  In  February 
1986,  enouraged  by  the  three  KKR 
board  members,  he  paid  $302  million 
to  buy  five  architectural  hardware  and 
banking  equipment  businesses  from 
Kidde,  Inc.,  businesses  that  had  no 
relation  to  Foster's  core  products.  For 
this  brilliant  piece  of  advice,  KKR 
picked  up  a  $2.5  million  fee  to  add  to 
the  $150,000  retainer  it  receives  an- 
nually from  Foster.  The  company 
raised  an  additional  $280  million  in 
debt  to  pay  for  the  acquisitions, 
roughly  half  of  it  through  high-yield 
bonds  privately  placed  by  Drexel 
Burnham  Lambert. 

Mabbs  threw  in  the  towel,  retiring 
to  Florida.  KKR  brought  in  another 
new  chairman,  Jerry  Goldress,  who 
had  helped  turn  around  other  KKR 
companies.  Recalls  Goldress:  "The 
company  was  floundering,  and  we  had 
too  much  debt.  Creditor  pressure  was 
being  brought  to  bear,  and  we  were  in 
trouble  with  our  suppliers."  Saddled 
with  annual  interest  payments  in  ex- 
cess of  $42  million,  the  company 
agreed  to  reschedule  debt  payments 
last  January. 

Reversing  KKR's  expensive — but 
hardly  valuable — advice,  Goldress 
sold  the  banking  equipment  group  in 
June  and  the  architectural  hardware 
group  in  August  for  $337  million  (in- 
cluding the  assumption  of  debt).  The 
company  turned  a  $35  million  profit 
on  the  resale  of  the  divisions — if  you 
ignore  the  estimated  $50  million  in 
interest  forked  out  along  the  way. 

So  what's  next  for  Foster?  Goldress 
says  the  company  is  again  operating  at 
a  profitable  level  and  that  it  is  again 
looking  for  acquisitions,  though  this 
time  the  search  is  restricted  to  Fos- 
ter's core  markets. 

So,  after  all  the  paper  shuffling, 
what  do  we  have?  L.B.  Foster  survives. 
KKR  may  have  seen  the  value  of  its 
stock  drop  over  the  past  six  years,  but 
it's  done  handsomely  on  its  fees.  No 
losers?  Of  course  there  are.  The  public 
shareholders.  They  paid  $17  a  share 
for  stock  that,  even  after  a  recent  re- 
covery, still  fetches  just  4 lA.  ■ 


to 
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ANOTHER  FIDELITY  BREAKTHROUGH! 


Commission-free 
stock  trading 

. .  .if  you  immediately  buy  Fidelity  load  funds. 


A  new  way  to  save  money 
from  Fidelity  Brokerage. 

Now  through  January  15, 1988,  you  won't  pay 
a  cent  in  brokerage  commissions  when  you 
sell  stock  through  Fidelity  Brokerage  and 
immediately  invest  the  total  proceeds  of 
the  sale  into  Fidelity  load  mutual  funds. 

"Sell  Stocks  Free" 
and  consider  a 
managed  Fidelity 
investment. 

This  money-saving  opportunity 
may  provide  a  more  appropriate 
equity  investment  alternative  in  today's 
volatile  stock  market  with  access  to 
Fidelity's  wide  range  of  load  mutual  funds. 

These  managed  investments  include 
growth  funds  such  as  Magellan,  growth  and 
income  funds  like  Puritan,  specialty  funds 
such  as  Overseas ,  and  aggres- 
sive sector  opportunities  with 
Select  Portfolios. 


Limited-time  offer  expires 
January  15, 1988. 


CONSIDER 
MORE  REASONS 
TO  CHOOSE 
FIDELITY  BROKERAG1 

[5f    Full  cost  service  at  a 
discount  price. 
Valuable  independent 
investment  information. 
Helpful,  no-pressure 


traders. 
24-hour  toll-free 
customer  service. 


To  "Sell  Stocks  Free,"  current  Fidelity  Brokerage 
account  holders  can  call  toll  free  1-800-225- 
1799  (in  Massachusetts,  call  collect  617- 
523-1919).  To  open  a  Fidelity  Brokerage 
account  and  get  more  details  about  this 
special  offer  just  call  toll  free  1-800- 
544-6666  or  use  the  coupon  below. 
RESTRICTIONS  TO  THIS  OFFER: 
There  is  a  minimum  sales  value 
of  the  stock  of  $5,000  and  a  mini- 
mum purchase  amount  per  fund 
of  $2,500.  All  transactions  must 
go  through  Fidelity  Brokerage. 
Only  shares  of  common  stock  are 
eligible,  and  they  must  be  in  the 
possession  of  Fidelity  Brokerage  by 
January  15, 1988.  This  offer  available  only  to 
individual  investors  trading  for  their  own  accounts. 
No  brokers,  agents,  or  corporations  may  participate. 


Fidelity  Brokerage  Services,  Inc. 
Member,  New  York  Stock  Exchange,  SIPC 


r 


Find  out  how  you  can  "Sell  Stocks  Free!' 

□YES,  I'd  like  to  get  more  details  about  how  I  can  "Sell  Stocks  Free"  including  information  and 
applications  to  open  a  Fidelity  Brokerage  account.  Also  please  send  me  a  current  Prospectus  with  more 
complete  information  including  management  fees,  expenses,  and  sales  charges  for  the  Fidelity  load  mutual 
funds  listed  below.  I  will  read  it  carefully  before  I  invest  or  send  money. 

□  Fidelity  Magellan  Fund  (mac)  □  Fidelity  Puritan  Fund  (pur) 

□  Fidelity  Capital  Appreciation  Fund  (caf)       □  Fidelity  Overseas  Fund  (ove) 

□  Fidelity  Equity-Income  Fund  (equ)  □  Fidelity  Select  Portfolios  (sel) 

Name  


Address . 
City  


L 


Mail  coupon  to:  Fidelitv  Investments 
P.O.  Box  660603,  Dallas,  TX  75266-0603. 

Call  our  toll-free  number 

1-800-544-6666. 

(In  Massachusetts,  call  collect  617-523-1919) 


.  State . 


Zip. 


Fidelity 
Investments 


CODE:  FORB/FSE/110287 


Billions  worth  of  busted  bonds  sell  for  a 
fraction  of  par  today.  Investors  who  pick 
the  right  ones  can  make  a  tidy  profit. 


Cuba  si, 
WPPSS  no 


By  Matthew  Schifrin 


I 'hope  to  live  to  see  the  day  that  I 
am  paid  off  on  those  bonds,"  says 
1 96-year-old  Ellen  Snyder  from  a 
nursing  home  near  Wichita,  Kans.  "I 
need  the  income.  Those  bonds  were 
supposed  to  be  paid  off  in  gold." 

Snyder  is  referring  to  the  czarist 
Russian  5 'As  of  1921  that  her  husband 
bought  in  1919  soon  after  the  debt 
was  repudiated  by  the  Bolsheviks.  At 
around  $500  for  each  bond  with  a 
$1,000  face  value,  the  bonds  looked 
cheap.  Sixty-eight  years  later,  Snyder 
hasn't  received  one  cent  of  interest.  If 
she  sold  her  bonds  today  she'd  be 
lucky  to  get  $20  apiece  for  them. 

But  one  person's  loss  can  be  anoth- 
er's gain:  Buying  the  right  defaulted 
bonds  at  the  right  price  can  be  a  re- 
warding affair.  Holders  of  Avoca  (La.) 
municipal  bonds,  which  defaulted  60 
years  ago,  foreclosed  on  Avoca  Island 
and  ended  up  with  shares  of  the  island 
worth,  in  the  early  1980s,  180  times 


their  original  investment.  Max  Heine 
and  Michael  Price  have  built  Mutual 
Shares  into  a  billion-dollar  fund  large- 
ly by  buying  the  debt  of  firms  in  reor- 
ganization. Now,  Drexel  Burnham's 
Michael  Milken  aims  to  package  for 
public  sale  the  defaulted  debt  obliga- 
tions of  Latin  American  governments. 

Investing  in  sovereign  defaulters  is 
tricky.  There  are  often  political  prob- 
lems along  with  the  economic  ones. 
Notwithstanding  this  fact,  such  Sovi- 
et satellites  as  Poland,  Bulgaria,  Hun- 
gary and  Rumania  have  settled  the 
millions  in  debt  they  inherited  from 
previous  regimes.  Last  December 
Czechoslovakia  paid  $980  per  $1,000 
bond  to  redeem  issues  from  the  1920s 
that  were  due  m  the  1950s  and  1960s. 
Since  Czechoslovakia  didn't  pick  up 
the  omitted  interest,  it  was  stopping 
far  short  of  full  recompense  to  the 
bondholders,  however. 

Bolivian  bonds  are  an  interesting 
speculation  at  12  cents  on  the  dollar. 
"They  just  paid  their  Oct.  1  payment 


on  time,"  says  an  administrator  at 
Bolivia's  fiscal  agent,  the  Bank  of  New 
York.  "That  was  a  real  shock."  Wall 
Street's  skepticism  about  the  bonds  is 
playing  into  Bolivia's  hands.  The  La 
Paz  government  is  buying  them  up  in 
the  open  market  at  a  hefty  discount  to 
satisfy  sinking  fund  requirements. 

International  law  is  often  on  the 
side  of  the  creditors,  but  enforcement 
is  another  matter.  Then  there's  a  U.S. 
statute  prohibiting  financial  transac- 
tions with  any  nation  that  has  stiffed 
the  U.S.  government.  But  that  law 
was  of  no  help  to  U.S.  individuals  who 
bought  pre- 1949  Chinese  government 
railway  bonds.  Last  March  the  U.S. 
Supreme  Court  refused  to  review  the 
dismissal  of  a  bondholder  claim 
against  the  Chinese  government. 

Why,  then,  are  the  czarist  bonds 
trading  as  high  as  2  cents  on  the  dol- 
lar? A  recent,  modest  settlement  by 
the  U.S.S.R.  for  bondholders  in  the 
U.K.  has  raised  hopes.  A  group  of  300 
U.S.  bondholders  of  Russian  debt,  led 
by  Carl  Marks  &.  Co.,  a  brokerage  firm 
specializing  in  foreign  credits,  is  val- 
iantly pursuing  the  Russians  in  a  U.S. 
appeals  court. 

There  are  deadbeats  at  home  to  ri- 
val the  communists.  Bonds  issued  by 
the  Washington  Public  Power  Supply 
System  to  finance  its  Projects  4  and  5 
nuclear  plants  are  in  default  because 
municipalities  in  Washington 
welshed  on  take-or-pay  power  con- 
tracts. WPPSS  4  and  5  bonds  are  trad- 
ing at  12.5  to  15.5  cents  on  the  dollar, 
lower  even  than  pre-Castro  Cuban 
bonds  (see  table).  Apparently  elected 
officials  in  Washington  State  are  less 
reliable  than  communist  dictators. 

For  smaller  speculators  in  defaulted 
corporate  and  municipal  bonds,  a 
problem  is  getting  information  on  the 


The  living  dead 

The  ten  bonds  below  are  trading  at  bankruptcy  prices,    interest  payment:  Public  Service  Co.  of  New  Hamp- 
even  though  three  issuers  made  their  most  recent    shire,  Bolivia  and  Ohio  Air  Quality  Development. 

Issuer  date  of  maturity 

Amount 
outstanding 
(Smil) 

Issue 
date 

Default 
date 

Recent  price 
(per  $1,000) 

Ohio  Ait  Quality  Dev  6'/is  '98*  (LTV) 

$13.5 

1973 

NA 

$730 

Zapata  Corp.  lO'As  '97 

41.5 

1977 

1986 

590 

Public  Service  Co.  of  New  Hampshire  17>/is  2004 

425.0 

1984 

NAt 

390 

Beker  Industries  157«s  2003 

65.0 

1983 

1985 

368 

LTV  Corp  11 '/2S  '97 

50.8 

1985 

1986 

359 

Intrepid  Museum  16s  2012* 

14.2 

1981 

1985 

300 

Cuba  4'/is  '77 

44.4 

1938 

1960 

185 

WPPSS  Projects  4  &  5* 

2.250.0 

1977-81 

1983 

125-155 

Bolivi?  3s  '95 

56.3 

1968 

NAt 

120 

Imperial  Russian  SVts  '21,  6Va,  19 

75.0 

1916 

1918 

20 

Tax-exempt.  tOompany  has  announced  it  may  not  make  interest  payments.  JBond  is  current  on  interest  but  has  history  of  late  payments  NA:  Not  available  or  not 
applicable.                                                            Sources.  Foreign  Bondholders  Protective  Council.  Bond  Investors  Association,  bond  dealers;  Moody's 
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THE  CELLULAR  COMMUNICATIONS  CONNECTION 


These  days,  when  people  communicate, 

Hi.  What?  Did  you  cali  Ann? 

it  takes  an  array  of  high-tech  equipment 

Hold  on...  ITS  FOR  THE  WEST  WALL! 

to  make  it  possible.  But  more  important, 

Chicken  pox? 

it  takes  dedicated  professionals  to  make 

HEY,  LARRY! 

the  technology  work.  So  when  you  connect 

I'm  leaving. 

with  Centel,  we  connect  you  with  people 

COME  HERE  A  MINUTE! 

before  we  connect  you  with  technology. 

Because  /  want  to. 

Because  that's  what  communicating 

PERFECT! 

is  all  about. 

Okay.  See  you  soon.  YES!  Good-bye. 


CENTEL 


WHERE  PEOPLE  CONNECT 


BUSINESS  SYSTEMS  •  CELLULAR  COMMUNICATIONS  •  TELEPHONE  •  CABLE  TELEVISION  •  POWER  DISTRIBUTION 

For  more  information  about  Centel  Cellular  Communications,  write  Department  C,  8725  Higgins  Road,  Chicago,  IL  60631  ©1987  Centel  Corporation 


"I  hate  to  see 
the  work  pile  up? 

Whether  it's  an  accounting  crunch,  bookkeeping  back- 
log, or  a  new  data  processing  project— Accountemps 
specialists  will  fill  in  to  keep  your  projects  moving  and 
your  desks  clean.  They  get  off  to  a  fast  start  with  little 
or  no  break-in  time.  They  complete  their  assignments 
quickly  and  accurately.  Where  you  used  to  see  the 
work  pile  up,  now  you  can  see  efficiency] 

Call  Accountemps.  Our  slightly  over-qualified  tempo- 
raries are  available  immediately.  One  specialist  or  an 
entire  team ...  for  a  day,  a  week,  a  month  or  longer. 

Accountemps,  a  part  of  the  Robert  Half  organization, 
is  the  world's  largest  specialized  service  for  tempo- 
rary accountants,  bookkeepers  and  data  processors. 
With  116  offices  on  three  continents* 

accountemps. 

You  Can  See  Efficiency  u 


issuers.  One  source  is  the  Defaulted 
Bonds  Newsletter,  published  by  the 
Bond  Investors  Association  of  Miami 
Lakes,  Fla.  President  Richard  Leh- 
mann,  who  serves  on  the  bondholders 
committee  for  the  WPPSS  bonds,  has 
been  buying  defaulted  bonds  for  over 
13  years. 

Lehmann  recommends  buying  cor- 
porates  anywhere  from  six  months  to 
a  year  after  a  default.  "During  this 
time  practically  no  information  is 
available  from  the  bankrupt  entity," 
he  says,  and  fear  of  the  unknown  de- 
presses prices.  Yet  balance  sheets 
from  before  the  reorganization,  and 
details  of  the  bond  indenture  may 
show  value  in  the  senior  securities. 
For  example,  less  than  a  year  after 
Beker  Industries,  a  Greenwich,  Conn. 


"[Bolivia]  just  paid 
their  Oct.  1  payment 
on  time,"  says  a 
bond  administrator. 
"That  was  a  real  shock. 


fertilizer  company,  filed  for  bankrupt- 
cy in  October  1985,  its  $65  million  of 
first  mortgage  bonds  traded  as  low  as 
$200  per  $1,000  face  value.  Lehmann 
says  they're  a  buy  today  at  $368.  The 
reorganization  plan,  which  could  be 
consummated  by  early  1988,  calls  for 
an  exchange  of  each  bond  into  an  esti- 
mated $560  of  new  preferred  and  com- 
mon stock. 

How  about  tax-exempt  issues?  Leh- 
mann says  there  are  1,700  that  have 
gone  into  default,  most  of  them  small 
issues  with  no  governmental  backing. 
(Only  two  municipal  governments 
with  investment-grade  ratings  have 
defaulted  on  general-obligation  bonds 
in  recent  years,  New  York  City  in 
1975  and  Cleveland  in  1978.) 

One  issue  that  Lehmann  is  follow- 
ing is  the  Intrepid  Museum  16s  of 
2012,  issued  by  a  nonprofit  organiza- 
tion to  refurbish  the  aircraft  carrier.  A 
proposed  settlement  calls  for  bond- 
holders to  get  $230  per  $1,000,  despite 
the  fact  that  the  bonds  traded  at  $940 
just  before  they  defaulted  in  1985  and 
have  traded  above  $300  recently. 
Bondholders  may  fight  in  bankruptcy 
court  for  a  better  settlement. 

The  tax-exempt  pollution  control 
bonds  associated  with  LTV's  Youngs- 
town  Sheet  &.  Tube  division  have 
been  getting  the  attention  of  specula- 
tors. In  August  1986,  just  after  LTV 
filed  for  bankruptcy,  the  bonds  traded 
as  low  as  $450  per  $1,000.  But,  thanks 
to  a  debt  reserve  account,  these  first 
mortgage  bonds  are  current  on  their 
interest  payments.  They're  going  for 
$730  now.  ■ 


©  1987  Robert  Half  international  Inc. 
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As  top  management, 
are  you  aware  of  attitudes  that  tend 
to  reduce  productivity? 


There  is  a  myth  among  many  top  man- 
agements that  employees  are  not 
interested  in  improving  their  pro- 
ductivity. And  all  too  frequently,  many 
important  and  costly  decisions  are 
based  on  this  false  assumption. 

At  the  same  time,  this  very  assumption 
can  create  reactions  and  mis- 
understandings that  do  actually 
diminish  productivity  and  quality. 


To  eliminate  this  emotional  barrier, 
Proudfoot  has  invented  a  unique  pro- 
gram of  diagnostics  and  training 
which  singles  out  and  corrects  those 
attitudes  most  likely  to  decrease  pro- 
ductivity and  quality. 

And  suddenly  you'll  be  aware  of  new 
attitudes  that  turn  productivity  and 
quality  around.  In  the  other  direction. 
Up 


Alexander  Proudfoot  Company 

Specializing  in  the  Installation  of  Productivity  Improvement 

and  Profit  Enhancement 


The  Alexander  Proudfoot  Worldwide  Family  of  Companies.  Founded  1946.  Executive  Offices:  249  Royal 
Palm  Way,  Palm  Beach,  FL  33480  (800-843-4877).  Operating  in  the  United  States,  Canada  (Toronto 
416-862-7543),  Mexico  (Mexico  City  905-254-6711),  Brazil  (Sao  Paulo  011.492.4455),  Great  Britain, 
France,  Federal  Republic  of  Germany,  Italy,  Spain,  Portugal,  Denmark,  Ireland,  Luxembourg  The  Nether- 
lands, Belgium  (Brussels  2.511.0640).  Australia  Hong  Kong,  Malaysia  Singapore  (65.225.4646). 
This  message  prepared  by  Alexander  Proudfoot  Communications.  L.P. 


(In  Florida  call  305-655-9300.) 


If  you  believe 
business  travelers 

should  live  a 
Spartan  existence, 
remember,  1 
theSpartans  i 
were  defeated. 


©  1987  Hvail  Corp. 


In  371  B.C.  the  Spartans 
vere  soundly  trounced.  Even  so, 
hey've  never  ceased  to  provide 
nspiration.  Inspiration  to  suffer  all 
he  indignities,  inconveniences  and 
ncompetencies  life  has  to  offer, 
vithout  flinching. 

However,  recent  evidence 
ndicates  that  being  Spartan  might 
>e  more  foolhardy  than  hardy.  For, 
o  perform  at  your  best  ,  it  is  wise  to 
eel  your  best. 

In  which  case,  it  is  espec- 
ally  wise  to  stay  at  a  Hyatt  Hotel. 


Hyatt  offers  what  may  be  And  to  make  each  of  your 

the  most  thoughtfully-designed  Hyatt  stays  even  more  attractive,  we 

hotels  in  the  world .  keep  our  prices  competitive ,  and 

Our  atriums  soar  to  im-  offer  you  a  host  of  special  privileges 

pressive  heights  and  take  your  spirits  through  our  rewarding  Hyatt  Gold 

with  them .  Our  guestrooms  func-  Passport®Frequent  Traveller 

tion  as  executive  offices,  and  double  Program, 
as  living  quarters  comfortable  So  if  you're  travelling  on 


enough  to  take  the 
edge  off  being 
away  from  home. 
Our  people  and 
our  service  are 
simply  unsurpassed 


THE 

Hyatt 

TOUCH 

HYATT0HOTELS  &  RESORTS 


business,  be  sure  to 
stay  at  a  Hyatt  Hotel. 
Except  in  the  vicinity 
of  Sparta.  Somehow, 
we've  never  been  too 
popular  there. 


Hyatt  Regency  Nashville  •  Hyatt  Regency  Houston  •  Hyatt  Regency  Cincirtnati  •  Hyatt  Regency  Fort  Worth  •  Hyatt  Regency  Minneapolis 


For  reservations  at  any  of  87  Hyatt  Hotels  in  North  America  or  44  Hyatt  International  Hotels,  call  1-800-228-9000,  or  your  travel  planner. 


The  Up  &  Comers 


Partners 


Thanks  to  a  smart  wife,  a  knack  for  simpli- 
fying and  the  Freedom  of  Information  Act, 
Alex  Sheshunoff  is  making  a  bundle  teach- 
ing bankers  to  be  better  bankers. 

Smiling  all  the  way 
to  the  bank 


By  Stanley  W.  Angrist 


Even  the  doorman  at  the  Hyatt 
Regency  in  Austin,  Tex.  knows 
Sheshunoff  &  Co.  "See  that 
tall  brown  building  over  there?"  The 
doorman  points.  "Alex  has  the  top 
three  floors." 

"Alex"  is  Alexander  Sheshunoff, 
and  the  doorman  is  in  good  company. 


Executives  of  30,000  commercial 
banks,  thrifts  and  other  financial  in- 
stitutions in  the  U.S.  buy  Sheshu- 
noff's  bank  data,  attend  his  seminars 
or  consult  him  when  looking  for 
banks  to  take  over.  Teaching  bankers 
to  be  better  bankers,  Sheshunoff  &. 
Co.,  85%  owned  by  Sheshunoff  and 
his  wife,  Gabrielle,  will  gross  around 
$14  million  this  year,  says  Sheshu- 


noff. He  denies  profit  margins  are  as 
high  as  50%,  but  rest  assured  that  he 
and  his  wife  retain  a  hefty  portion  of 
the  $14  million  as  income. 

Sheshunoff  is  an  unlikely  banker's 
banker.  His  father  emigrated  from  the 
U.S.S.R.  in  the  early  Twenties,  when 
the  getting  was  good,  studied  metal- 
lurgy at  Columbia  University  and 
moved  to  Magnolia,  Ark.,  to  start  an 
aluminum  smelting  plant.  There  he 
raised  Alex,  now  47.  Alex  went  on  to 
Yale,  where  he  studied  industrial  en- 
gineering. "But,"  he  recalls,  "vector 
analysis  did  me  in.  I  switched  to  his- 
tory." After  graduating  from  Yale  in 
1963  he  moved  to  Austin,  where  he 
started  at  the  University  of  Texas  Law 
School  and  came  within  a  half-credit 
of  graduating. 

What  kept  him  from  getting  his  de- 
gree? An  advance  graduation  present 
from  his  father:  $7,000.  Alex  recalls, 
"I  started  trading  stocks  and  o-t-c 
stock  options,  and  in  a  year  I  ran  it  up 
to  $100,000."  Forget  the  diploma.  It 
was,  after  all,  the  roaring  Sixties. 

In  1967,  when  Sheshunoff  was  27,  a 
banker  told  him  about  a  struggling 
local  high-tech  company,  Accelera- 
tors Inc.   Sheshunoff  put  up  the 


Gabrielle  and  Alex  Sheshunoff  at  borne  with  their  clogs 
After  he  had  worked  all  day  in  the  office,  she  would  leave  home  at  11  p.m.  and  tend  the  computer. 
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$100,000  he'd  made  in  the  market, 
bought  a  bit  less  than  10%  of  the 
company  and  became  the  unpaid 
chairman.  His  timing  was  superb.  Ac- 
celerators went  public  in  1968  at  $5  a 
share  and  shot  up  to  $23.  In  1970 
Hughes  Aircraft  bought  22%  of  the 
company  and  Sheshunoff  was  able  to 
sell  some  of  his  shares  at  $39. 

Common  good  sense  prevailed.  "I 
decided  that  there  was  no  future  in 
technology-based  venture  capital," 
says  Sheshunoff.  "It  is  very  difficult  to 
start  high-tech  companies  and  to  mar- 
ket their  products.  Besides,  another 
company  can  wipe  you  out  in  a  flash." 

At  Yale,  Sheshunoff  had  spent  sum- 
mer vacations  peddling  a  banking 
newsletter.  Now  he  was  trading  bank 
stocks  and  decided  to  start  a  service 
analyzing  bank  data.  "Nobody  was 
analyzing  banks  at  the  time — they 
were  considered  boring — so  I  decided 
to  take  a  look  at  Texas  banks."  In  May 
1972  he  began  publishing  research  re- 
ports on  the  50  largest  banks  in  Texas. 

Early  the  next  year,  eight  big  Texas 
bank  holding  companies  hired  She- 
shunoff to  do  a  study  of  the  region's 
banks,  to  see  what  they  could  buy. 
Suddenly,  Sheshunoff  was  a  consul- 
tant. Always  lucky,  he  entered  the 
new  business  with  his  new  wife,  Ga- 
brielle  deKuyper,  of  Montreal's  cor- 
dial and  liqueur  family.  Gabrielle, 


now  44,  is  Sheshunoff  &.  Co.'s  co- 
founder  and  chief  operating  officer. 

By  1974  the  Sheshunoffs  had  put  in 
about  $200,000  of  their  own  money, 
plus  another  $100,000  raised  from  in- 
vestors in  Arkansas,  had  hired  two 
security  analysts  and  were  working 
out  of  a  small  house  behind  their  Aus- 
tin home.  But  the  company  was  still 
losing  money,  in  part  because  the  She- 
shunoffs were  trying  to  deliver  too 
much  with  too  few  resources. 

"Gabrielle  had  this  idea  of  produc- 
ing a  map  of  Dallas  County  that 
showed  the  location  of  every  bank, 
every  branch  and  its  deposits,"  recalls 
her  husband.  "We  did  that  in  a  month, 
and  the  banks  loved  it.  Fool  that  I  was, 
I  thought  I  would  have  to  do  some- 
thing like  that  ever/  month." 

But  once  again  Alex  Sheshunoffs 
luck  appeared,  this  time  in  the  form  of 
the  federal  government. 

"We  discovered,"  he  explains,  "that 
through  the  Freedom  of  Information 
Act  we  could  get  complete  income 
and  balance  sheet  data  on  all  14,000 
commercial  banks  on  magnetic  tape 
for  $50.  It  was  unbelievable."  The 
Sheshunoffs  began  buying  the  data, 
and  selling  them  on  to  their  Texas 
bank  subscribers,  as  part  of  their 
package. 

Finally,  in  late  1975,  the  company 
turned  profitable  as  bank  presidents 


began  to  depend  on  the  Sheshunoff 
books.  It  was  at  this  time  that  big 
banks  across  the  country  began  pay- 
ing attention  to  the  Sheshunoffs' 
numbers.  Citibank,  for  example, 
asked  the  Sheshunoffs  for  a  report  on 
banks  it  was  extending  credit  to. 

Marketing?  Sheshunoff  explains 
their  initial  approach:  "We  would 
send  out  to  the  president  of  each  bank 
a  sample  page  from  one  of  our  data 
books,  which  analyzed  every  insured 
bank  in  his  state.  Working  on  the  din- 
ing room  table,  we  would  highlight 
his  bank  with  a  yellow  marker  so  that 
he  could  see  how  it  compared  with  his 
rival  banks.  It  sold  us  800  books  [at 
$150  a  copy]." 

It  dawned  on  the  Sheshunoffs  that 
having  spent  so  much  time  with 
banking  data,  they  probably  knew 
more  about  how  to  run  a  bank  than 
bankers  did.  So,  in  the  summer  of 
1976,  Alex  Sheshunoff  launched  a  se- 
ries of  seminars  in  six  cities  on  how  to 
become  a  high-performance  bank. 

"We  were  astounded,"  says  She- 
shunoff. "The  seminars  all  sold  out. 
So  we  did  more  in  the  fall.  In  effect, 
we  were  helping  bankers  to  achieve 
high  performance  by  walking  them 
through  their  own  data."  One  semi- 
nar, on  how  to  increase  service  charge 
income,  was  given  to  more  than  7,000 
attendees,  at  $75  a  head. 


Two  Of  The  Top  Three  Soft  Drink  Companies 
Popped  For  Zenith  PC's. 


Because  no  one  offers  a  better  combination  of  price, 
compatibility  and  performance.  Like  Zenith's  battery- 
powered  hard  drive  laptop  with  the  industry's 
top-rated  screen. The  lightning  fast  Z-386.  And 
one  of  the  quickest  AT  compatibles  on 


the  market.  All  backed  by  Zenith's  worldwide  service  and  support. 
To  make  your  own  comparison,  call  1-800-842-9000,  exL  1. 


If  you've  got  a  taste  for  speed 
and  power,  we'll  show  you 
how  to  pour  it  on. 


VgNITM 


data 
systems 


THE  QUALITY  GOES  IN  BEFORE  THE  NAME  GOES  ON® 
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Clearly  onto  a  good  thing,  the  She- 
shunoffs  started,  in  1982,  an  "affili- 
ation program" — a  kind  of  social  club 
and  school  for  bankers.  Each  year 
chief  executives  from  18  to  20  simi- 
lar-size banks  meet  in  Austin  with 
Sheshunoff  for  two  days,  and  convene 
twice  more  for  two-day  meetings  in 
other  cities.  Cost:  $1,850. 

"It's  terrific,"  says  Donald  Ander- 
son, president  of  the  Santa  Barbara 
Bank  &  Trust,  of  the  Sheshunoffs'  af- 
filiation program.  "It  allows  us  to  get 
together  with  other  bankers  who  are 
facing  similar  problems  to  ours,  but 
who  are  not  our  competitors." 

John  Madden,  chairman  of  the 
board  of  the  First  National  Bank  of  La 
Grange,  111.,  is  a  real  Sheshunoff 
booster.  Says  Madden:  "Four  years 
ago  we  had  a  return  on  assets  of  1.2% 
and  a  return  on  equity  of  about  18% — 
today  we  are  yielding  1.65%  on  assets 
and  more  than  20%  on  equity.  I  wish  I 
could  take  credit  for  it,  but  it's  really 
because  of  Sheshunoff. 

"We  could  have  come  up  with  some 
of  the  ideas  they  suggested,"  Madden 
says,  "but  we  aren't  very  creative." 

Nowhere  has  Alex  Sheshunoff  been 
luckier  than  in  his  choice  of  partners. 
From  1973  to  1977,  when  the  compa- 
ny was  too  poor  to  have  its  own  com- 
puters, Gabrielle,  self-taught  in  com- 
puters, rented  cheap  computer  time  at 


a  local  accounting  firm  at  night. 
Wealthy  but  never  spoiled,  she  left 
home  at  1 1  p.m.  and  worked  all  night 
programming  and  tending  the  rented 
computer,  mostly  by  herself.  She  re- 
turned home  at  7  a.m.,  ate  breakfast 
with  Alex  and  their  two  sons,  and 
went  to  the  office  until  noon. 

In  1985  Gabrielle  developed  soft- 
ware for  IBM  PCs  that  picks  up  data 
from  a  bank's  books,  prints  up  a  call- 
report  form  acceptable  to  federal  regu- 

"W'e  could,  have  come  up 
with  some  of  the  ideas  they 
suggested,"  says  an 
Illinois  banker,  "hut  we 
aren't  very  creative." 

lators  and  dumps  the  data  onto  a  dis- 
kette. The  client  bank  may  then  send 
the  disk  to  Sheshunoff  &.  Co.,  which 
will  prepare  a  25-page  analysis  of  the 
bank's  condition.  This  report  will 
then  be  sent  to  the  bank  within  24 
hours  of  receipt.  Charge  for  a  year  of 
this  quarterly  service:  $425. 

To  wring  yet  more  value  from  their 
databases,  the  Sheshunoffs  recently 
entered  a  joint  venture  with  Datext, 
Inc.,  a  new  subsidiary  of  Lotus  Devel- 
opment Corp.,  under  which  Datext 
will  put  the  Sheshunoff  balance  sheet 
and  income  data  for  all  14,000  U.S. 


commercial  banks  or  3,200  thrifts 
onto  a  compact  disk.  For  each  institu- 
tion, there  are  five  years  of  annual 
data  plus  the  last  six  quarters;  if  print- 
ed, the  compact  disk's  data  would  fill 
250,000  pages. 

Users  can  throw  the  disks  onto 
their  PCs  and  create  various  screens — 
give  me  all  banks  in  Iowa  and  Ohio, 
say,  with  assets  over  $75  million,  a 
return  on  assets  over  1.5%,  and  non- 
performing  loans  not  exceeding  10% 
of  primary  capital.  Price:  $8,000  a  year 
for  S&Ls  and  $9,500  for  commercial 
banks,  with  quarterly  updates.  Ken 
McLean,  staff  director  of  the  Senate 
Banking  Committee  and  a  loyal  She- 
shunoff customer,  says  he  is  trying  to 
raise  money  to  subscribe. 

From  $3  million  in  1982,  Sheshu- 
noff &.  Co.'s  revenues  will  likely 
reach  $14  million  this  year.  Given  the 
premiums  paid  for  specialty  publish- 
ers these  days,  the  debt-free  company 
is  worth  maybe  $70  million. 

How,  in  the  final  analysis,  have  a 
Yale  history  major  and  his  college- 
dropout  wife  managed  to  become  the 
bankers'  bankers?  Gabrielle  Sheshu- 
noff credits  hard  work — and  her  hus- 
band. "He  is  very  good  at  simplifying 
things,"  she  says.  "He  wants  to  take 
the  mystery  out  of  high-performance 
banking,  and  he  really  wants  the 
bankers  to  learn.  And  they  do."  ■ 


C  1987.  Zemth  Data  Systems 


Now  You  Know  How 
To  Use  Zenith's  New  ea&cf  pc. 


Zenith  just  put  everything  you  need  to  know 
about  computers  right  at  your  fingertips.  With  the 
512K  IBM-compatible  eaZy™  pc,  a  computer  that 
comes  ready  to  work  right  out  of  the  box.  Turn 
it  on  and  it  actually  teaches  you  how  to  use  it. 
iai^    in  fact,  you  can  begin  learning  to  run 


programs,  like  the  new  Microsoft*  Works,  in  less  than  30  minutes. 
What's  more,  the  eaZy  pc  isn't  just  easy  to  use,  it's  also  easy  to 
afford.  To  learn  more,  call 

1-800-842-9000,  ext.  1.      fTglfgTH  I  data 

We'll  give  you  all  the  press-  ^n  iSyStemS 

ing  information.  THE  QUALITY  GOES  IN  BEFORE  THE  NAME  GOES  ON* 


His  legs  were  crippled. 
But  he  carried  the  weight 
of  the  free  world 
on  his  shoulders. 

He  was  used  to  carrying  a  heavier  load  than  most. 
The  braces  on  his  legs  weighed  fourteen  pounds. 

But  he  not  only  campaigned  for  and  won  the 
Presidency  despite  his  handicap,  he  won  it  four 
times.  From  his  wheelchair,  he  steered  the  country 
through  two  of  the  most  important  events  of  the 
twentieth  century  —  the  Great  Depression  and 
World  War  II. 

Yet  in  a  survey  of  high  school  seniors,  52% 
could  not  identify  Franklin  Delano  Roosevelt. 
Many  could  not  identify  Churchill  or  Eisenhower, 
either. 

That's  shocking  and  sad,  and  we  wanted  to  do 
something  about  it. 

So  General  Dynamics  has  brought  a  series  of 
dramatic  profiles  of  twentieth  century  leaders 
to  PBS. 

And  in  a  mailing  to  America's  high  schools, 
we  have  offered  free  videocassettes  of  our  PBS 
programs  featuring  Churchill,  Eisenhower,  LBJ, 
and  Pope  John  XXIII. 

Twenty- two  million  American  students  will 
see  them  and  learn  how  individuals  with  courage 
and  conviction  can  make  a  difference. 


GENERAL  DYNAMICS 

A  Strong  Company  For  A  Strong  Country 


The  Up  &  Comers 


Fumbles 


In  business,  success  can  be  as  dangerous  as 
failure,  because  successful  companies  are 
more  likely  to  get  careless.  Consider  the  sad 
case  of  Rocky  Mount  Undergarment. 


Danger  zone 


By  Kerry  Harmon 


P>  ROCLAIMS  A  SIGN  OVER  THE 
^  loading  dock  at  the  rear  of  the 
low,  redbrick  factory  in  Rocky 
Mount,  N.C.:  "Our  pride  is  back." 
Inside,  hair-netted  women  are 
hunched  over  lines  of  whirring  sew- 
ing machines,  30  to  a  line.  Earning 
around  $5  an  hour,  each  woman  sews 
about  120  dozen  underpants,  briefs  or 
undershirts  in  a  nine-hour  shift. 

Rocky  Mount  Undergarment  Co. 
(1986  revenues,  $41  million)  has  a 
nice  little  niche.  It  knocks  off  premi- 


um-priced underwear,  like  Calvin 
Klein  briefs  that  retail  at  department 
stores  for  around  $8  apiece,  for  sale  by 
mass  merchants  at  half  Klein's  inflat- 
ed price.  The  company  sells  some  3.4 
million  dozen  undies  annually,  under 
customers'  labels  or  its  own  brand 
names:  Generation  Two,  Hang  Ten, 
Blossoms  and  Dimitri.  Big  customers 
include  Sears,  K  mart  and  Wal-Mart. 
From  1979  to  1985  sales  tripled,  to 
$39.5  million,  while  earnings  dou- 
bled, to  $1.67  million.  After  going 
public  in  1984  at  $5  a  share,  the  stock 
doubled  within  a  year,  putting  a  mar- 


uoi 


Rock)'  Mount  Undergarment  President  Herbert  Greenberg 
No  more  unrealistic  promises. 


ket  value  on  the  underwear  maker  of 
$26.3  million  and  valuing  the  found- 
ing Greenberg  family's  stock  at 
around  $10  million. 

Well  into  1985,  smart  analysts  like 
Goldman,  Sachs'  Jay  Metzger  were 
calling  Rocky  Mount  the  hottest  fash- 
ion underwear  company  around. 

But  what  about  that  "pride"  sign? 
What  does  it  mean:  "Our  pride  is 
back"?  It  means  that  Rocky  Mount  is 
crawling  out  from  under  an  avalanche 
of  disgrace  that  descended  on  the 
company  in  the  spring  of  1986. 

The  company  almost  went  under — 
not  because  it  was  a  failure,  but  be- 
cause it  was  too  successful.  "We 
didn't  know  how  to  say  no  [to  custo- 
mers]," says  Executive  Vice  President 
Murray  Rothblatt.  Unit  production 
costs  began  climbing  as  the  Green- 
bergs  were  forced  to  contract  out 
work  or  put  their  operators  on  over- 
time to  fill  orders  on  time.  By  the 
second  half  of  1985  inventory  con- 
trols were  collapsing.  Insolvency  was 
in  sight.  In  April  1986  Arthur  Ander- 
sen, Rocky  Mount's  auditors,  forced 
the  company  to  restate  net  income  for 
1985,  from  $1  million  to  $452,000. 
Inventories  had  been  overstated  by  $1 
million,  and  the  cost  of  sales  under- 
stated by  $1.1  million. 

And  that  wasn't  the  worst  of  it.  In 
May  1986,  while  news  of  the  book- 
cooking  was  still  warm,  Rocky 
Mount  founder  and  chief  executive 
David  Greenberg,  now  51,  was  indict- 
ed for  evading  personal  income  taxes 
on  $700,000.  He  pleaded  guilty,  re- 
signed and  has  since  halved  his  30% 
stake.  The  company's  market  value 
fell  to  $7.3  million,  $2.50  a  share. 

During  1986  and  1987  the  unhappy 
little  garmentmaker  changed  presi- 
dents four  times.  The  lack  of  clear-cut 
management  prompted  several  insid- 
ers, including  Rocky  Mount's  attor- 
ney Joel  Morgenthau,  to  attempt  to 
seize  control  Of  the  company. 

During  the  months  of  infighting, 
Herbert  Greenberg,  38,  David's  youn- 
ger brother,  was  booted  from  his  vice 
presidency.  But  the  Greenberg  fami- 
ly's 38%  holding  in  the  company 
blocked  all  attempts  to  change  con- 
trol. A  truce  ensued. 

"If  you  put  Rocky  Mount  on  an 
obstacle  course,  we  hit  all  of  the  ob- 
stacles," says  Kimball  Dunton,  chair- 
man of  the  board.  From  the  fourth 
quarter  of  1985  through  the  first  half 
of  this  year,  Rocky  Mount  lost  a  cu- 
mulative aftertax  $3.8  million. 

But  now  the  pride  is  back.  Or  so 
management  insists.  In  July  the  fac- 
tions stopped  fighting  long  enough  to 
name  Herbert  Greenberg  president. 
Herbert  is  employing  older  brother 
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"Situations  will  always  arise  that 

can  only  be  solved 
by  bright  people  backed  by 
uncompromised  capital  strength." 

Large  corporations  have  drastically  reduced  their  reli- 
ance on  traditional  bank  borrowing.  But  there  will 
always  be  complex  financings  that  need  the  brains  and 
specialized  experience  only  a  firm  like  J.R  Morgan  can 
supply.  In  addition  to  our  ability  and  willingness  to 
find  the  right  solution,  Morgan  clients  have  access  to 
another  singular  benefit:  our  role  as  principal  backed 
by  our  financial  strength.  More  than  $8.4  billion  in 
total  capital  allows  Morgan  to  work 
closely  with  you,  stay  with  you,  and 
act  only  when  it  benefits  you  most  in 
terms  of  risks  and  costs.  We  have  the 
freedom  not  to  compromise. 


Which  is  the  client  and  which  the  Morgan 
banker?  It's  hard  to  sav,  illustrating  the  kind 
of  financial  partnership  we  build. 


J  P  Morgan 


This  announcement  is  neither  an  offer  lo  sell,  nor  a  solicitation  ol  an  otter  to  buy,  any  ot  these  securities  The  otter  is  made  only  by  the  Prospectus 


New  Issue 


October  5,  1987 


21,500,000  Shares 


Sbp 


Common  Stock 


Price  U.S.  $19  Per  Share 


Copies  ot  the  Prospectus  may  be  obtained  in  any  State  or  jurisdiction  Irom  such  ot  the  undersigned 
as  may  legally  oiler  these  securities  in  compliance  with  the  securities  laws  ol  such  State 


17,000,000  Shares 


The  above  shares  are  being  ottered  tn  the  United  Stales  and  Canada  by  the  undersigned 


Donaldson,  Lufkin  &  Jenrette 


Drexel  Burnham  Lambert 


Bear,  Stearns  &  Co.  Inc.  The  first  Boston  Corporation  Alex.  Brown  &  Sons 

Daiwa  Securities  America  Inc.  Dillon,  Read  &  Co.  Inc.  Goldman,  Sachs  &  Co. 

Hambrechl  &  Quist  E.  F.  Hutton  &  Company  Inc.  Kidder,  Peabody  &  Co. 

l.a/ard  Freres  &  Co.  Merrill  Lynch  Capital  Markets  Montgomery  Securities 

Morgan  Stanley  &  Co.  PaineWebber  Incorporated  Prudential  Bache  Capital  Funding 
Robertson,  Colman  &  Stephens  L.F.  Rothschild  &  Co.  Salomon  Brothers  Inc 

Shearson  Lehman  Brothers  Inc.  Wertheim  Schroder  &  Co. 

Dean  Witter  Capital  Markets  Arnhold  and  S.  Bleichroeder,  Inc. 

Advest,  Inc.  William  Blair  &  Company  R.  G.  Dickinson  &  Co. 

A.  G.  Edwards  &  Sons,  Inc.  Oppenheimer  &  Co.,  Inc. 

Piper,  Jaffray  &  Hopwood  Thomson  McKinnon  Securities  Inc. 

ABD  Securities  Corporation  Bateman  Eichler,  Hill  Richards  Boettcher  &  Company,  Inc. 
J.  C.  Bradford  &  Co.  Butcher  ft  Singer  Inc.  Cowen  &  Co.  Crowell,  Weedon  &  Co. 
Dain  Bosworth  Fppler,  Guerin  &  Turner,  Inc.  Fahnestock  &  Co.  Inc. 

First  of  Michigan  Corporation  Furman  Selz  Mager  Dietz  &  Birney 

Howard,  Weil,  Labouisse,  Friedrichs  Interstate  Securities  Corporation 

Johnson,  Lane.  Space,  Smith  &  Co.,  Inc.  Johnston,  Lemon  &  Co. 

Ladenburg,  Thalmann  &  Co.  Inc.  Cyrus  |.  Lawrence  Legg  Mason  Wood  Walker 
McDonald  &  I  ompany  McKinley  Allsopp,  Inc.  Moseley  Securities  Corporation 
Neuberger  &  Berman  Nomura  Securities  International,  Inc.  Parker/Hunter 

Rauscher  Pierce  Refsnes,  Inc.    The  Robinson  Humphrey  Company,  Inc.    Rotan  Mosle  Inc. 


Sutro  &  Co. 


Tucker,  Anthony  &  R.  L.  Day,  Inc. 


Underwood,  Neuhaus  &  Co. 
Adams,  Harkness  &  Hill,  Inc.  AIBC  Investment  Services  Corp. 


Allied  Group  Securities  Corporation 
Carolina  Securities  Corporation 
The  Illinois  Company 
Kirkpatrick,  Pettis,  Smith,  Polidn  Inc. 
Needham  &  Company,  Inc. 
Southwest  Securities,  Inc. 


Brean  Murray.  Foster  Securities  Inc. 

Hanifen,  Imhoff  Inc. 
Investment  Corporation  of  Virginia 
Lovett  Mitchell  Webb  &  Garrison 

Dl.itton  ol  Bwii.h.r  A  Comptny.  Ik. 

Seidler  Amdec  Securities  Inc. 
William  K.  Woodruff  &  Company 


2,500,000  Shares 


The  above  shares  are  being  offered  outside  the  United  States,  Canada  and  Asia  by  the  undersigned 


Donaldson,  Lufkin  &  Jenrette 


Drexel  Burnham  Lambert  International 

LMtwl 


Credit  Suisse  First  Boston  Limited  Daiwa  Europe  Limited 

Kidder,  Peabody  International  Salomon  Brothers  International  Limited 

Swiss  Bank  Corporation  International  Limited 

Algemene  Bank  Nederland  N.V.  Banque  Bruxelles  Lambert  S.A. 

Banque  Paribas  Capital  Markets  Limited  BNP  Capital  Markets  Limited  Cazenove  &  Co. 
Commerzbank  Credit  Lyonnais  EBC  Amro  Bank  Limited 

Morgan  Grenfell  &  Co.  Limited  Morgan  Stanley  International 

Nomura  International  Limited  Orion  Royal  Bank  Limited 

Vereins-  und  Westbank  S.  G.  Warburg  Securities 

Westdeutsche  Landesbank  Dean  Witter  Capital  Markets  -  International  Ltd. 


2,000,000  Shares 


The  above  shares  are  being  ottered  in  Asia  by  the  undersigned 

Donaldson,  Lufkin  &  Jenrette 

Drexel  Burnham  Lambert  International 

Daiwa  Singapore  Limited 


J 


David,  who  as  of  this  writing  is  await- 
ing sentencing,  as  consultant  to  the 
company,  at  $150,000  a  year.  He  was, 
after  all,  experienced  in  underwear 
manufacturing. 

A  deal  signed  last  spring  with  Sears 
to  make  a  new  line  of  kids'  underwear 
will  account  for  another  $750,000  in 
revenues  in  the  second  half  of  this 
year.  The  company  recently  opened 
its  fifth  plant,  in  Ahoskie,  N.C.,  and 
has  a  new  computerized  manage- 
ment-information system,  featuring  a 
direct  hookup  to  Sears.  The  hope  is 
that  this  will  minimize  the  kind  of 
inventory  control  disasters  that  near- 
ly swamped  the  company  in  1985. 

Most  valuable,  however,  the  Green- 
bergs'  reverses  seem  to  have  taught 
them  some  humility.  No  more  unre- 


Rock\'  Mount  Chaimian  Kimball  Dunton 
"We  hit  all  of  the  obstacles." 

alistic  promises,  neither  to  customers 
nor  to  shareholders. 

There  is  still  much  to  be  humble 
about.  Problems  remain.  A  class  ac- 
tion shareholder  suit  filed  by  an  inves- 
tor who  claims  he  bought  50  shares  of 
Rocky  Mount  stock  on  Mar.  20,  1986, 
based  on  the  Arthur  Andersen-certi- 
fied numbers,  charges  securities  fraud 
and  could  cost  the  company  $  1  million. 
Imports  now  account  for  15%  of  the 
U.S.  underwear  market,  and  pressure 
from  competitors  like  Jockey,  Fruit  of 
the  Loom  and  Hanes  keep  Rocky 
Mount's  margins  slim.  Herb  Green- 
berg  cautions  that  a  real  turnaround  is 
still  at  least  six  months  down  the 
road — longer  if  a  bargain  can't  be 
struck  with  suing  shareholders. 

But  the  situation  is  no  longer  deteri- 
orating: In  the  first  half  of  1987,  earn- 
ings, before  taxes  and  exclusive  of  le- 
gal fees  (of  $897,174),  came  to 
$467,537,  against  a  loss  of  $467,089  in 
the  same  period  last  year.  The  order 
backlog  in  September  was  $9.7  mil- 
lion, up  from  $7.4  million  in  March. 
The  company's  stock,  which  sank  as 
low  as  2Vi  a  share,  has  staged  a  modest 
recovery,  to  a  recent  4.  Pride  is  back,  if 
not  prosperity.  ■ 
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Free  Facts  That  Can  Cut 
Your  Exercise  Time. 

Find  out  how  you  can  exercise  your  entire  car- 
diorespiratory system  with  the  FREE  booklet 
from  Lifecycle,®  LOOK  BETTER,  FEEL 
BETTER  AND  LIVE  LONGER-THE  LIFE 
FITNESS  WAY. 


A  Challenging  Workout  in  Only  12  Minutes. 

You  can  get  a  challenging  aerobic  workout  for  a 
longer,  healthier  and  more  energetic  life  by  fol- 
lowing our  special  12  minute  routine  a  few  days  a 
week.  This  16-page,  illustrated  booklet  tells  you 
about  an  easy,  proven  method  that  can : 
•  Save  time.  The  Lifecycle*  trainer's  patented 
interval  training  program  can  give  you  car- 
diorespiratory improvement  in  less  time— or  60% 
more  improvement  in  the  same  time— than  comparable 
steady-pace  training.*  Only  the  Lifecycle*  aerobic 
trainer  has  the  Hill  Profile  interval  training  program. 
Save  more  time  by  exercising  while  watching  TV  or 
reading— at  home  — without  having  to  commute  for 
your  workout. 

•  Effectively  burn  off  calories. 

•  Decrease  your  body  fat. 

•  Develop  a  trim,  fit  body  in  the  privacy  and 
convenience  of  your  own  home. 

You'll  Look  and  Feel  Better  with  Results  that 
Can't  Be  Ignored. 

Studies  show  aerobic  fitness  helps  alleviate  everyday 
stress.  It  also  helps  you  look  and  feel  really  good.  Now, 
through  our  special  booklet,  you'll  learn  all 
about  a  workout  program  that  can  signifi- 
cantly improve  your  cardiorespiratory  ^  ' 
system,  and  can  cut  the  total  time  <i3?> 


you  spend  exercising. 
Dramatically. 


you  r  whole  rC^vflC^*  <>$$$K  ' 

family  can        4©    &  S  . 


*  A  recent  study  by  the  Human  Perfor- 
mance Laboratory  at  the  Oregon 
Health  Sciences  University  found 
exercisers  using  the  patented  Hill 
Profile  interval  program  for  10 
weeks  had  60%  more  car- 
diorespiratory improvement 
than  exercisers  using  the 
steady -pace  program  on 
identical  equipment,  both 
groups  training  43  minutes,  four 
times  a  week 


This  is  the  Jaw 
that  gave  leasing 
a\^iolenewleas^ 

on  life. 


for  the  English 

translation, 
call  GE  Credit  at 

800-243-2222 

If  you're  in  business,  you  already 
know  that  the  Tax  Reform  Act  of  1986 
has  changed  the  way  you'll  conduct 
your  business  from  now  on. 

You  may  also  know  that  equip- 
ment leasing  is  one  important  area 
where  the  rules  (and  the  tax  impli- 
cations) have  changed. 

What  you  may  not  know  is 
that  Tax  Reform  has  left  many  past 
benefits  of  equipment  leasing  intact 
as  well  as  adding  important  new  ones. 

Happily,  there's  an  alternative  to 
wading  through  all  1,434  closely- 
spaced  pages  of  the  official  Tax 
Reform  Act  documents  to  learn  what's 
new  (and  what's  old,  but  still  OK)  in 
leasing. 

That  alternative  is  GE  Credit. 


We've  been  more  involved  in  the 
ins  and  outs  of  equipment  leasing  over 
the  past  two  decades  than  any  other 
lender.  So  translating  Washingtonese 
into  plain  English  on  a  subject  this 
close  to  our  hearts  comes  easy  to  us. 


And  the  fruits  of  our  labor  are 
yours  for  the  asking:  A  few  short  and 
simple  booklets  that  explain  the  ins 
and  outs,  advantages  and  disadvan- 
tages of  equipment  leasing  in  1987  and 
beyond. 

Required  reading  for  all  CFO's, 
principal  accountants  and  company 
treasurers  is  our  leasing  primer: 
"Leasing  And  Tax  Reform— A  Guide 
Through  The  Maze."  It  explains  in  a 
handful  of  paragraphs  how  you  can 
start  to  determine  whether  leasing  is 
right  for  your  company,  right  now. 

Your  second  semester  reading  list 
is  our  second  brochure—The  New 
Corporate  Alternative  Minimum  Tax." 
And  if  you're  ready  for  a  postgraduate 
cram  course,  we  can  recommend  "The 
Transitional  Rules:  Why  Equipment 
Leasing  Now  Makes  Even  More  Sense." 
(Half  an  hour  with  this  one  and  you'll 
be  tossing  out  phrases  like  "Special 
Aircraft  Rule"  and  "Modified  Accel- 
erated Cost  Recovery  System"  with  a 
smug  smile.)  Any  or  all  of  our  thank- 
fully brief  booklets  are  yours  for  the 
asking. 

Of  course,  our  slim  library  won't 
answer  all  your  questions  about  how 
leasing  may  apply  in  your  particular 
case.  Only  a  fully-qualified  leasing 
expert  can  do  that.  Fortunately,  you 
can  find  as  many  of  those  as  you  need, 
right  where  you  found  the  free 
booklets... and  for  the  same  price. 

Is  equipment  leasing  still  alive 


and  well  after  Tax  Reform?  Yes,  indeed 
—and  the  sooner  you  contact  GE 
Credit,  the  sooner  you'll  know  how 
leasing  can  help  improve  your  com- 
pany's tax  picture. 

So  mail  in  the  coupon  below,  and 
we'll  mail  out  the  booklets).  Better 
still,  just  dial  our  toll-free  leasing 
hotline.  And  get  ready  to  listen  to  some 
plain  English. 


■  GE  Credit  Corp. 

Marketing  Programs  Operation 

I  260  Long  Ridge  Road/F5 

|  Stamford,  CT  06902 

I  Please  send  my  free  copy  of  these  booklets: 

I  □AGuideThrough  the  Maze. 

I  □  The  AMT  brochure. 

I  LTThe Transitional  Rules. 


I  NAME  

I  TITLE  

■  COMPANY. 

■  CITY  

■  STATE  

B  PHONE:  


.ZIP. 


We  do  things  differently 
because  we 
see  things  differently 


General 
Electric 
Credit 


CORPORATION 


Computer  geniuses  and  takeover  artists 
arent  the  only  ones  making  it  big.  Duke 
Kimbrellgotsuperrich  by  taking  a  seemingly 
dead-end job  in  a  declining  industry. 

The  fast  track 
isnt  always  the 
best  track 


By  Phyllis  Herman 


Cotton  yarn,  a  commodity  if  ever 
there  was  one,  is  an  unlikely  place  for 
a  20th-century  American  to  find  a  for- 
tune. Yet  that's  exactly  where  W. 
Duke  Kimbrell  of  Gastonia,  N.C. 


sought  and  found  his.  It  wasn't  easy, 
but  success  seldom  is.  At  any  rate, 
Kimbrell,  62,  is  now  worth,  conserva- 
tively, $120  million.  And  in  cotton 
yarn,  yet. 

A  small-town  boy,  Duke  Kimbrell 
didn't  head  for  Los  Angeles  or  New 


York  to  make  his  fortune.  He  stayed 
home.  The  vehicle  for  Kimbrell's  suc- 
cess was  an  old-fashioned  redbrick  cot- 
ton yarn  mill,  Parkdale  Mills,  just  6 
miles  from  the  house  where  Kimbrell 
was  born.  It's  the  same  mill  where  he 
started  working  during  summers  while 
still  in  high  school,  and  where  he  began 
work  after  graduating  from  North  Car- 
olina State  University. 

Did  Kimbrell  marry  the  boss' 
daughter?  Nope.  Did  an  uncle  leave 
him  the  business?  Nope.  For  33  years 
Kimbrell  worked  there,  eventually 
seizing  the  opportunity  to  buy  what 
he  had  built. 

Parkdale  will  produce  $300  million 
in  sales  in  1987.  In  each  of  the  last  15 
years  it  has  produced  an  aftertax  profit 
on  sales  of  at  least  8% — an  astonish- 
ing number  for  the  domestic  textile 
industry,  which  has  averaged  2.2% 
during  the  last  five  years.  The  figure  is 
impressive  even  for  U.S.  industry  at 
large,  which  has  had  a  median  return 
on  sales  of  about  4%.  With  cotton 
yarn  and  blends  (Kimbrell  makes 
both)  in  big  demand  for  T  shirts  and 


Duke  Kimbrell  of  Parkdale  Mills 

Picking  up  "cracked  but  not  broken"  yarn  mills. 
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Dot,  Daisy  and  Laser. 


\ 


The  new  family  of  Olympia  printers  with 
a  prestigious  technological  heritage. 


Olympia  is  first  in  making  lasting 
impressions  for  a  good  reason. 
For  over  80  years  we've  been  a 
leading  innovator  in  typing  tech- 
nology for  the  office.  Now  every- 
thing has  changed.  And  nothing 
has  changed.  Our  technology  is 
as  new  as  the  dew.  Our  commit- 
ment to  reliability,  efficiency  and 
service  is  as  solid  as  ever. 

The  Olympia  dot  matrix  printers 
produce  clean,  crisp  printing  at 


speeds  from  130  CPS  to  200  CPS 
for  a  wide  range  of  applications. 
And  our  daisy  wheels  are  unsur- 
passed in  printing  quality. 

Our  new  Laserstar  6  is  com- 
pact, versatile,  compatible  and 
offers  the  latest  in  desktop  printing 
technology. 

In  short,  whatever  you  need 
we've  got.  So  don't  go  shopping 
without  the  big  new  name  in 
printers  on  your  list.  Olympia 


We'll  make  a  good  impression  on 
you.  Then  for  you. 

O  Call  U.S.,  1-800-524-2541 
(In  N.J.,  201-722-7000).  Or  write 
Olympia  U.S.A.  Inc.,  Box  22, 
Dept.  ADV,  Somerville,  N.J.  08876 

«  Call  Canada,  1-800-268-6464 
Or  write  Olympia  Business 
Machines  Canada  Ltd.,  58  Prince 
Andrew  Place,  Don  Mills,  Ontario 
M3C  3A2. 


OLYMPIA  ft 

The  Competition 


Advanced  Engineering  from  Germany 
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jogging  suits,  Kimbrell  claims  he  is 
netting  even  more  this  year. 

This  is  a  story  of  what  American 
industry  can  do  by  sticking  to  its  knit- 
ting. Yarnmaking  is  a  highly  special- 
ized business.  Parkdale  buys  raw  cot- 
ton from  cotton  merchants  and 
hedges  itself  in  the  commodities  mar- 
ket. The  raw  material  accounts  for 
42%  to  44%  of  its  total  cost  of  produc- 
tion, so  it  is  vital  that  it  buy  shrewdly. 
Parkdale's  2,800  employees  working 
in  13  plants  turn  that  raw  material 
into  185  million  pounds  of  100%  cot- 
ton or  cotton/polyester-blend  yarn  for 
sale  to  apparel  manufacturers.  This  is 
a  business  where  close  control  of 
costs  is  a  matter  of  survival  and  where 
quality  and  consistency  is  equally  im- 
portant. Kimbrell  insists  that  Park- 
dale  keep  its  product  line  simple,  thus 
keeping  production  costs  at  a  mini- 
mum. That  means  that  if  a  customer 
demands  a  change  in  the  twist  or 
blend  of  a  yarn,  Parkdale  won't  do  it. 

This  is  also  a  story  of  extraordinary 
dedication  to  a  company  and  to  a 
hometown.  One  spring  day  47  years 
ago,  a  15-year-old  boy  bicycled  out  to 
Parkdale  to  begin  his  summer  job. 
That  summer,  while  wiring  the  mill's 
housing,  Duke  Kimbrell  climbed  a 
telephone  pole  and  worked  so  hard  he 
nearly  suffered  sunstroke.  The  owner 
was  impressed.  He  said:  "Any  son  of  a 
bitch  that'll  work  that  hard,  he's  got  a 
job  here  whenever  he  wants." 

After  the  military,  Kimbrell  went 
right  to  work  in  the  mill.  Eventually 
he  asked  advice  on  how  to  get  ahead, 
and  the  owner  told  him  to  get  some 
education:  Go  to  North  Carolina 
State  and  major  in  textiles.  After  grad- 
uation he  came  back,  despite  the  fact 
that  he  was  offered  better-paying  jobs 
by  both  Du  Pont  and  American  Enka. 
"They  were  in  large  training  pro- 
grams. I  thought  I'd  be  the  only  col- 
lege graduate  at  Parkdale,  so  the  op- 
portunity would  be  better  here,"  he 
explains. 

College  man  or  not,  Kimbrell 
climbed  back  on  his  bicycle  and  ar- 
rived for  the  6  a.m.  shift.  For  the  first 
few  years  he  was  sent  from  job  to  job 
in  the  mill,  wherever  he  was  needed. 
It  wasn't  quite  what  you  would  call  a 
fast-track  job.  He  picked  up  custom- 
ers at  the  airport  and  called  on  cus- 
tomers up  north  in  New  York  and 
Philadelphia.  He  also  carefully  stud- 
ied cotton  buying,  mastering  the  ins 
and  outs  of  the  commodity  markets. 

As  his  boss'  health  deteriorated, 
Kimbrell  did  even  more.  By  the  time 
his  boss  could  no  longer  coinc  to  the 
mill,  Kimbrell  had  acquired  a  car.  Ev- 
ery day  he  drove  out  to  his  boss' 
house.  "Pretty  good  eating  our 
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Maid  service  and  all  those  kinds  of 
things,"  he  recalls.  "I'd  tell  him  what 
was  going  on  at  the  mill.  .  .  .  When  he 
had  furniture  that  needed  fixing,  I 
found  someone  to  do  it,  and  took  care 
to  see  the  house  was  painted  and  the 
insurance  paid,  and  when  his  daugh- 
ter got  married,  I  found  a  contractor  to 
build  her  house.  Whatever  he  needed 
done,  I  did  for  him.  And  he  told  me, 
'You  be  sure  to  look  after  my  wife  and 
daughter,  and  I'll  make  you  president 
of  the  company.' 

"And  I  told  the  boss,  'You  be  sure  to 
tell  your  wife  and  daughter  that.'  " 
Kimbrell  didn't  get  it  in  writing;  he 
simply  took  the  boss'  word.  "That 
was  my  gamble,"  says  he. 

When  William  Robinson  died  in 
1961,  Kimbrell  had  been  running  the 
mill  for  several  years.  He  continued  to 
do  so,  but  he  owned  practically  no 
stock.  Give  him  stock?  ^^^^^^^ 
The  tightfisted  old  lo- 
cals who  dominated 
the  board  wanted  to 
hold  on  to  theirs. 

But  tell  you  what: 
The  board  agreed  to  let 
Kimbrell  acquire  and 
revamp  mills  for  his 
own  account.  Kimbrell 
did  the  work;  his  silent 
partner  provided  the 
capital.  To  keep  him 
happy,  the  board  even 
permitted  him  to  earn 
extra  money  moon- 
lighting for  BVD,  the 
underwear  maker,  for  a 
few  years. 

All  the  while,  he  was  reinvesting 
profits  and  building  up  Parkdale.  By 
1971,  in  only  ten  years,  Kimbrell  had 
quintupled  capacity,  to  400,000 
pounds  per  week,  but  he  didn't  just 
add  capacity.  He  aggressively  modern- 
ized facilities — so  much  so  that  the 
profitability  of  his  plants  became  the 
talk  of  the  yarn  industry.  Give  the 
board  credit:  They  may  have  been 
cheap  about  giving  Kimbrell  stock, 
but  they  weren't  afraid  to  reinvest  in 
the  business. 

In  1971  Kimbrell  had  a  showdown 
with  the  board.  He  proposed  a  large 
acquisition,  Erlanger  Mills,  a  faltering 
corduroy  mill  78  miles  away  in  Lex- 
ington, N.C.  He  wanted  to  revamp  it 
for  blended  cotton  and  synthetic  yarn 
production.  He  recalls:  "Some  of  the 
family  said,  'I  don't  think  so,'  and  I 
said,  'Well,  goddamn,  I  think  so.'  " 

Loyalty  had  gone  far  enough.  Kim- 
brell confronted  the  board  with  an 
ultimatum:  Either  buy  Erlanger  and 
give  him  some  of  the  action,  or  he 
would  leave  and  run  Erlanger.  The 
board  caved  in,  but  only  so  far.  Kim- 


"Incentive,  that 
was  what  I  always 
needed.  I  knew 
if  I  could  make 
that  damn  thing 
make  money, 
make  it  fast,  I 
could  get  some 
stock  and  make 
myself  a  lot  of 
money.  So  I 
made  more  damn 
money  than 
those  shareholders 
ever  dreamed 
they  would." 


brell's  share  in  the  combined  compa- 
ny would  be  tied  to  the  profitability  of 
the  acquisition. 

Today  the  Erlanger  mills  are  Park- 
dale's  biggest  and  most  profitable. 
"Incentive,  that  was  what  I  always 
needed,"  Kimbrell  avows.  "I  knew  if  I 
could  make  that  damn  thing  make 
money,  make  it  fast,  I  could  get  some 
stock  and  make  myself  a  lot  of  mon- 
ey. So  I  made  more  damn  money  than 
those  shareholders  had  ever  dreamed 
they  would  make." 

In  1982  Kimbrell  was  running  sev- 
en mills  with  total  sales  of  $114  mil- 
lion and  profits  of  $9  million.  A  nice 
business  and  a  good  livelihood,  but 
scarcely  big  time.  Some  of  Parkdale's 
investors  were  looking  to  unload  their 
shares  to  outsiders.  Kimbrell  wanted 
to  buy  them.  But  with  what?  You 
don't  get  rich  running  a  small  busi- 
^^^^^^^^  ness  in  a  small  town 
and  saving  out  of  your 
salary. 

Kimbrell  sought  ad- 
vice from  his  accoun- 
tants, Ernst  &  Whin- 
ney.  "One  of  Ernst  & 
Whinney's  partners 
made  out  a  brochure 
thicker  than  this,"  says 
Kimbrell,  holding  his 
hands  2  inches  apart. 
"Then  he  said,  'Tell 
you  what.  You  meet 
me  in  New  York  City, 
and  I'll  have  my  banker 
there.  I'll  introduce 
you  to  the  top  guy,  and 
then  you'll  have  to 
work  your  way  from  there.  I'll  send 
him  a  copy  of  our  brochure.'  "  Adds 
Kimbrell:  "And  it  didn't  take  this 
bank  fella  an  hour  before  he  agreed  to 
give  us  the  loan." 

Kimbrell  had  discovered  the  joys  of 
the  leveraged  buyout.  He  invited  his 
old  boss'  daughter  to  join  him  in  the 
deal.  Jointly  they  borrowed  $47.5  mil- 
lion to  finance  the  purchase  of  the 
64%  of  the  company  they  didn't  al- 
ready own  and  became  50-50  partners 
in  the  new  Parkdale  Holding  Co.  then 
valued  at  $72  million. 

Douglas  Henry,  the  boss'  daughter, 
is  a  fortunate  woman.  "I  could  have 
had  it  all,"  says  Kimbrell.  "But  I 
promised  her  daddy  I'd  look  after  her, 
and  that's  exactly  what  I  intend  to  do. 
I  got  records  of  the  money  that  her  dad 
left  her,  and,  I'll  tell  you,  the  money 
out  here  [at  Parkdale]  is  making  ten 
times  what  those  trust  dollars  are 
earning."  The  100-plus  other  share- 
holders— mostly  descendants  of  the 
original  investors  from  1916 — all  sold 
out  to  the  partnership. 

Since  then,  Kimbrell,  who  can't  tol- 
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Inspiration  and  imitation 


After  decades  of  lean  times,  textile  mills  around 
Gaston  County,  N.C.  are  perking  up.  In  the 
triangle  formed  by  the  three  branches  of  the  Cataw- 
ba River,  picturesque  old  factory  buildings  equipped 
with  the  latest  in  machinery  churn  out  cotton  or 
cotton  blend  yam  for  apparel  and  upholstery  manu- 
facturers. Duke  Kimbrell  has  inspired  imitators. 

They  aren't  all  after  the  same  markets,  but  they  all 
are  pursuing  a  similar  idea:  Target  a  textile  niche, 
invest  millions  in  the  latest  equipment,  cut  other 
costs  to  the  bone  and  hope  to  eventually  dominate 
the  niche.  If  your  plants  are  modern  enough  and  your 
overhead  is  under  control,  foreign  competition  won't 
kill  you. 

There  are,  for  example,  the  three  Stowe  brothers. 
Along  with  their  mother,  they  inherited  control  of 
Belmont,  N.C.'s  R.L.  Stowe  Mills  Inc.  (sales,  $70 
million)  when  their  81 -year-old  father  died  three 
years  ago.  Their  goal  is  a  larger  slice  of  the  market  for 
fine-count  combed  cotton  yarn,  the  kind  that  goes 
into  high-quality  shirts  and  sheets.  Within  the  last 
year  the  brothers  purchased  Eagle  Yarn  Mills  and 
South  Fork  Manufacturing  Co.,  both  in  Belmont,  and 
announced  they  would  build  a  new  $21  million  mill 
about  1  Vi  miles  from  where  their  grandfather  broke 
ground  for  his  first  mill  in  1901. 

Then  there's  Wiscassett  Mills  of  Albemarle, 
owned  by  David  Murdock,  which  has  invested  over 
$25  million  to  triple  capacity  in  a  three-year  period. 
It  is  spinning  cotton  and  cotton  blend  yarn,  compet- 
ing head-on  with  Parkdale. 

The  activity  has  extended  beyond  North  Carolina. 
In  Chattanooga,  Tenn.  there  is  publicly  traded  Dixie 
Yarns,  Inc.  Dixie  is  getting  out  of  the  commodity 


yam  business  and  concentrating  instead  on  the  cot- 
ton thread  and  carpet  yarn  markets.  Its  plans  includ- 
ed buying  Ti-Caro  in  a  debt-laden  LBO  that  doubled 
Dixie's  market  share. 

In  Alabama  there  is  Avondale  Mills,  a  large  com- 
modity cotton  and  cotton/synthetic  yarn  producer 
like  Kimbrell's  Parkdale.  Avondale  was  picked  up  by 
the  Felker  family  of  Monroe,  Ga.  a  year  ago.  The 
Felkers  had  already  bought  and  upgraded  two  plants 
in  North  Carolina.  They  made  their  moves  just  in 
time  to  benefit  from  the  boom. 

The  Japanese,  too,  are  involved.  TNS  Mills  Inc.,  a 
subsidiary  of  Tsuzuki  Spinning  Co.  Ltd.  of  Japan,  is 
constructing  a  $30  million,  150,000-square-foot  ex- 
pansion at  its  plant  in  Blacksburgh,  S.C.  to  produce 
cotton/polyester  blend  yarn  for  knitters  and  apparel 
manufacturers. 

Duke  Kimbrell  and  Parkdale,  however,  are  in  the 
best  situation  of  all.  Kimbrell  was  the  first  special- 
ized yammaker  in  the  U.S.  to  buy  West  German 
open-end  spinning  technology.  His  supplier,  W. 
Schlafhorst  &  Co.  (1986  sales,  $835  million)  of 
Moenchengladbach,  West  Germany,  is  now  the 
world's  leading  open-end  spinning  textile  machinery 
company,  with  a  large  backlog  of  orders  to  prove  it. 
But  Schlafhorst  takes  good  care  of  Kimbrell's  compa- 
ny. While  others  wait  nearly  a  year  and  a  half  for 
delivery  of  machines,  Parkdale  gets  service  within 
half  that  time. 

No  boom  lasts  forever.This  is  an  industry  that  has 
known  more  than  its  share  of  hard  times.  Which  is 
an  advantage  in  some  ways.  Kimbrell  says,  "When 
times  get  tough,  it  just  gets  down  to  who  can  outdo 
the  other  fellow."— P.B. 


erate  indebtedness,  has  paid  off  the 
entire  loan  and  gone  on  an  acquisition 
spree.  In  a  14-month  blitz  he  picked 
up  six  more  mills,  which  he  describes 
as  "cracked,  not  broken,"  all  within 
an  afternoon's  drive  along  1-85  in 
North  Carolina.  With  13  mills,  today 
his  company  is  the  largest  yam  spin- 
ner in  the  U.S.,  having  surpassed  Ala- 
bama's Avondale  Mills.  And  he  is 
spending  top  dollar  to  reequip  those 
mills  with  the  latest  technology. 

Where  others  in  his  line  of  business 
were  milking  their  companies,  Kim- 
brell was  nurturing  his.  Fifteen  years 
ago  Kimbrell  introduced  new  open- 
end  spinning  technology  made  in  Ger- 
many by  W.  Schlafhorst  &  Co.,  and  he 
has  continued  to  put  updated  versions 
of  it  in  his  new  mills.  The  new  tech- 
nology cuts  labor  costs  by  at  least 
50%,  which  more  than  makes  up  for 
the  fact  that  it  produces  coarser  yarn. 

Having  the  latest  technoL  y  isn't 
the  only  secret  of  success,  Kimbrell 
insists.  You  have  to  use  it  effecl  ely. 
Kimbrell's  method  is  discipline  itself: 
He  refuses  to  change  the  product 
to  chase  all  available  orders.  Ins 


he  runs  his  machines  at  a  constant 
rate,  24  hours  a  day,  except  for  holiday 
shutdowns.  By  operating  this  way  and 
keeping  his  product  line  simple,  Kim- 
brell has  brought  his  costs  of  produc- 
tion down  to  the  minimum.  That,  in 
turn,  allows  him  to  deal  with  custom- 
ers in  a  way  few  of  his  competitors  do. 
In  good  times  he  never  gouges  them, 
and  in  bad  times  he  rarely  offers  them 
cuts.  The  result  so  far  has  been  strong 
customer  loyalty  from  such  big  buy- 
ers as  Hanes  and  Burlington. 

Today  everyone  in  the  mill  is  paid 
not  only  a  base  wage  but  also  on  pro- 
ductivity, which  is  monitored  hour  by 
hour  in  a  central  command  post  at 
each  plant  by  an  elaborate  computer 
system.  The  barebones  staff,  a  total  of 
ten  top  executives,  are  paid  bonuses 
only  if  the  company  hits  its  minimum 
goal  of  8%  aftertax  on  sales. 

Like  most  successful  businessmen, 
Kimbrell  pays  close  attention  to  every 
detail.  He's  as  shrewd  about  the  cot- 
ton market  as  about  technology,  cus- 
tomer loyalty  and  incentive  pay. 
"He's  the  best  cotton  buyer  in  the 
U.S.,"  says  a  competitor.  Kimbrell 


personally  buys  Parkdale's  cotton. 

Kimbrell  realizes  prosperity  doesn't 
last  forever.  He  needs  two  more  good 
years  to  recover  the  money  he  spent 
on  his  acquisition  spree  and  modern- 
ization. He'll  then  be  sitting  with 
30%  or  more  of  the  commodity  cot- 
ton and  cotton  blend  yarn  sold  to  ap- 
parel manufacturers,  and  the  lowest- 
cost  production  in  the  industry.  When 
the  down  cycle  comes,  he'll  be  ready. 
He  won't  need  to  depend  on  customer 
gratitude  alone  when  he  is  the  lowest- 
cost  producer. 

A  final  irony.  This  man  who  never 
benefited  from  family  connections 
brought  his  son-in-law  into  the  busi- 
ness. Kimbrell  is  defensive  about  it. 
"Well,  Anderson  was  at  the  Citadel, 
and  he  did  real  well,  and  then  he  joined 
the  training  program  at  Milliken.  He 
was  in  every  area  in  this  place,  and  then 
he  went  on  to  take  a  course  at  the 
Harvard  Business  School.  Nobody  here 
gets  something  for  nothing." 

Are  there  still  Parkdale  Mills-type 
situations  and  opportunities  for  the 
Duke  Kimbrells  on  the  American 
scene?  One  hopes  so.  ■ 
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NOW,  THE  ONLY 
FREQUENT  TRAVELER 
PROGRAM  THAT  CAN 

GUARANTEE  YOU 
CHRISTMAS  IN  HAWAII 

OR  LONDON.  OR  EVEN  PARIS. 

Introducing  new  Pan  Am  WorldPass?  It's  the  frequent 
traveler  program  that  lets  you  fly  where  you  want, 
whenever  you  want. 

NO  HOLIDA  Y  RESTRICTIONS. 

Unlike  other  frequent  traveler  programs,  we 
don't  limit  the  dates  you  can  travel.  With  a  little 
advance  planning,  you  can  celebrate 
Christmas  in  Hawaii.  With  WorldPass  you 
can  even  celebrate  New  Year's  in  New  Delhi. 
Or  Thanksgiving  in  Turkey! 

NO  SEA  TLIMITA  T/ONS. 

Most  airlines  limit  the  number  of  seats 
per  plane  that  can  be  redeemed  by 
frequent  travelers.  Not  Pan  Am.  If  you've 
earned  your  WorldPass  award  and 
{     there's  a  seat  available  on  the  flight 
I     you  want  to  take,  you're  on. 

FREE  MEMBERSHIP 

Right  now  we've  waived  our  $25 
annual  fee.  Join  WorldPass  by  12/31/87 
and  your  membership  is  free  through 
1988.  And  you'll  get  5,000  miles  in  your 
account  just  for  enrolling.  And  every 
time  you  fly  Pan  Am,  you'll  earn  mileage 
towards  generous  WorldPass  awards. 
Some  award  destinations  are  subject  to 
government  approvals.  To  enroll,  call 
WorldPass  at  1-800-348-8000.  And  join  the  frequent 
traveler  program  that  really  gives  you  something  to 
celebrate:  guaranteed  holiday  travel! 


Pan  Am  WorldPass, 


SANTA  CLAUS 


EXPECT  MORE  FROM 
PAN  AM  WORLDPASS* 


THE  LEADERSHIP  SERIES 


Brunswick/the  vm 


OUR  SUPERB 
LIMITED  EDITION 
COLLECTION 
OF  LEISURE  PRODUCTS 

"When  John  M. 
Brunswick  founded 
this  company  in 
1845,  he  built  it  on 
values  that  have 
stood  the  test  of  time 
and  have  been  the 
driving  force  of  the 
Brunswick  Corpora- 
tion in  recent  years. 
"From  America's  very  first  billiard  table 
to  every  market  we  serve  today,  the  goal  has 
been  to  be  the  best.  To  be  the  leader1. 

"That  goal  has  been  achieved  because 
of  Brunswick's  unswerving  commitment 
to  quality,  a  commitment  that  is  visible  in 
every  product  Brunswick  makes.  In  boating, 
in  marine  power,  in  fishing  tackle  and  in 
bowling;  as  well  as  in  defense,  aerospace 
and  industrial  products. 

"This  special  collection  is  a  celebration 
of  those  values.  It  represents  the  very  best 
of  the  very  best." 

JackF.  Reichert 

Chairman  and  Chief  Executive  Officer 

Mercury  Laser-Powered  Speedboat 

A  2 1  -foot  vee-bottomed  guided  missile. 
The  Seebold  Eagle  Speedboat  is  specially 
designed,  built  and  rigged;  and  powered  by 
the  world's  finest  and  only  fuel-injected  pro- 
duction outboard,  the  Laser  220  XRi  by 
Mercury.  A  2.4  litre  V-6,  the  Laser  delivers 
220  horsepower  to  the  prop.  A  limited  edi- 
tion of  50  rigs,  completely  assembled  and 
ready  to  go!  $25,000. 

Custom  Golf  Clubs  With 
Brunswick  Precision  FM  Shafts 
Precision  FM,  the  tour  standard  in  cus- 
tom-made frequency  matched  golf  shafts, 
fashioned  into  golf  clubs  that  will  be  tailored 
especially  for  you  by  Ram  Golf.  Brunswick 
Golfs  revolutionary  shaft  frequency  system 
and  the  Ram  Golf  Wizard  Computer  custom 
fitting  system  combine  to  create  the  most 
scientifically  fitted  set  of  custom  .  mail- 
able to  maximize  a  golfer's  ability  an*  per- 
finance.  A  set  of  4  stainless  stee!  u 
and  9  Beryllium  Copper  irons.  A  limi 
edition  of  50  sets.  $1125. 

Zebco/Quantum  Collector's  Se 
Quality,  elegance  and  performance  in  a 
matched  set  of  three  superb  reels . . .  a  Q 
turn  spinning  reel,  Quantum  baitcast  ret 


MERCURY  LASER-POWERED  SPEEDBOAT 


and  a  Zebco  33  Classic  spincast  reel . . .  each 
one  precision  engineered.  All  richly  show- 
cased in  a  handsome  walnut  presentation 
case.  Each  reel  engraved  with  the  owner's 
name.  A  limited  edition  of  100  sets.  $250. 
Brunswick  Olympian  Bowling 
Ball  And  Bag 
!ebrating  bowling's  presence  in  the  1988 


Olympics!  With  each  distinctive  ball  and 
bag  ensemble,  you  receive  a  special  com- 
memorative medal,  and  a  $50  donation  will 
be  made  in  your  name  to  Team  USA.  The 
new,  black  high  performance  urethane  ball  is 
designed  for  today's  lane  conditions,  and  the 
luxurious,  two-ball  bag  is  handcrafted  of  the 
finest  leathers.  Both  are  personalized  with 


JEST  OF  THE  VERY  BES 


?our  name.  A  limited  edition  of  500 
msembles.  $300. 

Brunswick  Leadership  Series 
Billiard  Table 

Classic  French  Provincial  styling,  masterful- 
y  handcrafted  in  solid,  select  English  walnut 
md  set  on  a  precision-ground  slate  bed;  then 
ilegantly  accented  with  rail  sights  of  gold 


and  precious  gems,  hand  tooled  leather  pock- 
ets, and  a  gold-plated  name  plate.  A  limited 
edition  of  25  tables.  $20,000. 

Pachanga  32  Powerboat 
By  Sea  Ray 
This  special  edition  of  the  Pachanga  32 
combines  world  class  performance  and 
exceptional  handling  characteristics  with 


sleek  European  styling  and  lavish  appoint- 
ments. The  luxurious  interior  includes  a 
full  air  conditioned  vee-berth  with  every- 
thing from  galley  to  wet  bar.  All  powered  by 
twin  MerCruiser  stem  drives.  A  limited 
edition  of  2.  $90,000. 

A  Lifetime  Of  Open  Bowling  At 
Brunswick  Recreation  Centers 
The  number  one  name  in  family  bowling 
worldwide  offers  a  Lifetime  Pass  good  for 
unlimited  open  bowling,  at  no  charge,  in 
any  full  service  Brunswick  Recreation  Cen- 
ter. Experience  the  very  best  in  equipment, 
service  and  fun!  A  limited  edition  of  500 
passes.  $1000. 

Bayliner  17'  Capri  Runabout 

With  Matching  Ford  Aerostar  Van 
A  specially  color-coordinated  boat,  motor, 
trailer  and  van  ensemble.  Everything  you 
need  to  get  you  to  the  water,  and  in  the 
water,  in  comfort  and  style. 

A  special  version  of  the  top  selling 
Runabout  from  Bayliner,  America's  larg- 
est builder  of  power  boats,  the  1750  Capri 
combines  outstanding  performance  for 
family  use  with  striking  good  looks. 

Designer  exterior  paint  and  striping  plus 
interior  color  schemes  are  matched  in  every 
detail,  with  the  deluxe,  new  1988  Ford  Aero- 
star van.  A  limited  edition  of  100.  $34,000. 

Ordering  Information 
To  place  your  order  or  for  more  information 
on  the  Brunswick  Leadership  Series  prod- 
ucts or  about  Brunswick  Corporation, 
call  the  Office  of  the  Chairman  toll  free, 
800-621-6413  (Illinois  residents 
312-262-7783).  Or  write:  Office  of  the 
Chairman,  Brunswick  Corporation,  One 
Brunswick  Plaza,  Skokie,  Illinois  60077. 

All  items  in  the  Leadership  Series  are 
custom  made  to  order,  following  acceptance 
of  order.  Delivery  time  will  vary  depending 
upon  product  selected.  Orders  accepted 
before  December  18th  will  receive  a  framed 
Certificate  of  Authenticity  suitable  for 
Christmas  giving,  and  signed  by  Jack 
Reichert,  Chairman,  Brunswick  Corporation 

Also  available:  A  complimentary  special 
edition  of  Brunswick: 
The  Story  Of  An 
American  Company,  a 
chronicle  of  Brunswick's 
142  year  history. 

Prices  include  ship- 
ping in  continental 
U.S.,  installation  and 
applicable  sales  tax. 

BRUNSWICK 

SINCE  1845.  AND  STILL  THE  LEADER. 

€  1987  Brunswick  Corporation 


The  chances  of  building  a  major  resource 
company  are  pretty  slim  these  days,  but 
Vancouver's  Keevil  family  seems  to  have 
beaten  the  odds. 

Critical  mass... 
and  momentum 


By  James  Cook 


J^year  or  so  back,  when  Mon- 
AMtreal's  giant  Canadian  Pacific 
A  •Ltd.  decided  to  sell  its  80-year- 
old  53%  interest  in  Cominco,  the 
world's  largest  lead  and  zinc  producer, 
it  shopped  the  property  to  no  fewer 
than  23  mining  companies  around  the 
world.  It  got  one  taker.  The  lead  and 
zinc  markets  were  in  disarray,  and 


Cominco  was  headed  for  a  $48  mil- 
lion loss — on  $1.3  billion  in  sales  (all 
figures  are  given  in  Canadian  dollars). 
In  the  end  only  Vancouver's  Teck 
Corp.,  merely  a  nimble  up-and-comer 
as  far  as  the  Canadian  mining  estab- 
lishment was  concerned,  had  the  te- 
merity to  take  on  Cominco  and  its 
problems.  "It  would  have  been  easy  to 
say  no,"  says  Teck's  able  and  ambi- 
tious chief  executive,  Norman  Keevil 


[r.,  49.  "It  took  us  two  or  three 
months  to  decide  we  wanted  to  do  it 
and  another  two  or  three  months  to 
figure  out  how." 

With  only  $600  million  in  assets, 
there  was  no  way  Teck  could  come  up 
with  nearly  $500  million  on  its  own. 
Instead,  it  worked  out  a  deal  in  which 
22%  of  Cominco  would  be  sold  to  the 
general  public  and,  in  partnership 
with  Germany's  Metallgesellschaft 
(25%)  and  Australia's  MIM  Holdings 
(25%),  Teck  would  pick  up  the  re- 
maining 31%  itself.  The  price  was 
$205  million  in  cash  and  a  four-year, 
$75  million  note.  Cutting  Metall  and 
MIM  in  on  the  deal  reduced  Teck's 
capital  outlay  to  a  manageable  $102 
million  and  still  gave  it  effective  con- 
trol of  the  company. 

The  Cominco  deal  typifies  the 
mounting  skill  with  which  Teck  has 
elbowed  its  way  into  the  front  ranks 
of  Canadian  mining  companies.  The 
company  in  its  present  form  was 
launched  in  the  early  Sixties  by  Nor- 
man Keevil's  father,  Norman  Keevil 
Sr.,  now  in  his  70s,  who  taught  geo- 
physics at  MIT  and  the  University  of 
Toronto.  Keevil  Sr.  couldn't  support 
his  growing  family  on  his  teaching 
salary — he  wound  up  with  ten  chil- 
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■ 


Budget  your  own  data  network's 
monthly  expenses... 


■ 


■ 


: 


or  budget  with 
Sears  Communications  Company! 


Running  your  own  network 
is  rarely  as  easy  as  it  seems. 

You  never  know  when  costs 
will  fluctuate  and  put  those 
hard  to  explain  spikes  on 
your  data  communications 
cost  charts.  You  may  have 
to  add  temporary  data  pro- 
cessing people  because  your 
regular  staff  has  its  hands 
full  "tuning"  your  network. 
You  could  even  incur 
unanticipated  expenses  to 
send  your  traffic  over  alter- 
nate routes  when  your  net- 
work develops  problems 
you  can't  fix  quickly. 


But  when  you  connect  to 
the  Sears  Communications 
NetworkfM  budgeting 
becomes  easier.  Much  easier. 
Your  per-site  charge  includes 
modems,  lines,  maintenance, 
management,  back-up  facil- 
ities, personnel.  All  of  those 
cost  items  that  need  to  be 
controlled  but  just  aren't. 

We  base  your  charge  on  a 
per-site  basis  with  usage 
included.  We  help  insulate 
you  from  fluctuating  tariff 
charges.  We  also  submit 
monthly  reports  to  help  you 
manage  your  network. 


It's  just  easier  to  predict 
monthly  costs  using  Sears 
Communications  Network 
than  using  your  own.  Call 
your  Sears  Communications 
Company  Account  Executive 
for  full  details  without  obli- 
gation. (312)  577-7766. 
Outside  Illinois: 
(800)255-3443. 


Sears 


communications 
company 


Free  24"  x  18"  History  of  Communications  poster  Mail  your  business  card  to  Sears  Communications  Company,  Attn  Mr  Larry  Jellen. 
VP  Marketing  and  Sales,  95  West  Algonquin  Road,  Arlington  Heights  IL  60005-4401  SM  =  Service  mark  of  Sears,  Roebuck  and  Co' 


A  SOPHISTICATED  WAY  TO 

B10W  OFF  DOORS,  CHEAT  THE  WINI 
AND  BREAK  TRADITION. 


That  is  an  Acura  Legend  Coupe  blowing  by 
In  its  wake,  you  may  just  find  the  tarnished  rep- 
utations of  some  of  Europe's  most  renowned 
automotive  marques. 

This  event  is  being  greeted  with  great  en- 
thusiasm by  enthusiasts.  And  grave  concern  by 


the  competition.  That's  the  way  that  it  goes. 

And  with  its  2.7  liter,  24-valve,  programme 
fuel  injected  V-6  engine,  does  the  Legend 
Coupe  ever  go.  All  the  while,  a  full  compleme 
of  electronic  microprocessors  managing  this 
formidable  amount  of  power. 


©American  Honda  Motor  Co.  Inc..  Acura  and  Legend  are  trademarks  ol  Honda  Motor  Co..  Ltd  ®Bose  is  a  registered  trademark  of  Bose  Corporation  Covered  by  patent  rights  issued  and/or  pending.  "L  and  LS  only 


Stopping  the  Coupe  is  a  system  as  soph- 
:icated  as  the  one  that  makes  it  go:four  wheel 
scs  and  an  Anti-Lock  Braking  *(ALB)  system 
^signed  and  developed  by  Honda  R&D. 

The  Coupe's  superior  handling  is  a  result  of 
;  fully  independent  front  and  rear  double 
ishbone  suspension.  The  extraordinarily  low 
30  Cd  helps  it  handle  the  wind. 

Ergonomics  play  as  important  a  role  inside 
5  aerodynamics  do  outside.  An  example:  your 
and  needn't  leave  the  wheel  to  tune  the  radio. 

Opt  for  the  Coupe  LS  and  that  radio  will 
e  part  of  an  Acura/Bose®stereo  music  system. 


You  can  also  choose  to  surround  yourself 
with  a  leather  trimmed  interior.  Have  the 
shifting  electronically  controlled.  Or  the  cabin 
climate  automatically  adjusted. 

After  all,  in  an  automobile  as  sophisticated 
as  the  Acura  Legend  Coupe,  ruffling  feathers 
and  raising  eyebrows  doesn't  have  to  involve 
working  up  a  sweat. 

Call  1-800-TO-ACURA  for  a  dealer  near  you. 

ACURA 

PRECISION  CRAFTED  PERFORMANCE 
A  division  of  American  Honda  Motor  Co.,  Inc. 


Teck-Cororw's  David  Bell  Mine  in  llemlo,  Ontario 
The  trick  is  to  get  in  at  the  beginning. 


dren — so  he  veered  off  into  consult- 
ing. "The  airborne  magnetometer  had 
been  developed  in  World  War  II  as  a 
submarine  hunting  tool,  and  he  was 
one  of  the  first  to  see  the  potential  it 
had  in  looking  for  ore  bodies,"  Keevil 
Jr.  explains.  Then  he  adds,  "When  you 
start  exploring  for  other  people,  you 
really  have  a  dream  of  finding  an  ore 
body  for  yourself."  Keevil  Sr.  inevita- 
bly found  one,  a  high-grade,  low-cost 
copper  deposit  that  financed  his  sub- 
sequent forays  into  a  handful  of  other 
promising  companies. 

Before  he  was  through,  Keevil  Sr. 
had  created  Teck  Corp.,  a  diversified 
natural  resource  company — gold,  coal, 
copper,  zinc,  silver,  niobium,  oil  and 
gas — that  netted  over  $23  million  in 
the  fiscal  year  ended  September  1986, 
and  at  least  $35  million  in  fiscal  1987. 

Canada's  mining  industry,  unlike 
the  U.S.',  is  still  dominated  by  small 
mines.  Prospectors  and  promoters — 
"junior"  mining  companies,  as  Keevil 
Jr.  calls  them — are  out  there  looking 
for  hot  prospects,  and  the  bigger  com- 
panies feed  off  the  discoveries  of  the 
smaller.  Says  Keevil  Jr.,  "We  wanted 
to  accumulate  enough  capital  to  be- 
come a  reasonable  force  in  negotiat- 
ing for  ore  bodies." 

In  the  early  days,  of  course,  Teck 


might  have  been  taken  over  itself.  But 
Teck  had  the  foresight  to  create  two 
classes  of  stock,  with  a  share  of  A 
stock  having  100  times  the  voting 
power  of  a  share  of  B.  This  enabled  the 
Keevils  to  keep  control.  With  less 
than  5%  of  Teck's  outstanding  shares, 
the  Keevils — through  a  51% -owned 
partnership  with  Metallgesellschaft — 
can  exercise  43%  voting  control  of  the 
company.  "If  it  hadn't  been  for  those 
Class  A  shares,"  Keevil  Jr.  explains, 
"we  wouldn't  exist  now." 

All  told,  Teck  has  spent  $600  mil- 
lion over  the  past  decade  developing 
seven  new  mines,  only  one  of  which  it 
discovered  itself.  As  its  reputation  has 
grown,  so  has  its  ability  to  line  up 
partners  as  prestigious  as  Metallge- 
sellschaft, Lornex  Mining,  the  Kuwait 
Investment  Co.  and  Amax.  "These 
connections  bring  us  international 
knowhow  and  international  eyes  and 
ears,"  Keevil  Jr.  says.  "This  is  really  a 
world  business  these  days,  so  I  think 
that's  essential." 

So  far,  however,  Teck's  most  suc- 
cessful project  has  been  a  gold  mine 
developed  in  partnership  with  Inter- 
national Corona  Resources,  a  former- 
ly undercapitalized  Vancouver  com- 
pany. In  1981  Teck  laid  out$l  million 
for  an  interest  (now  50%)  in  a  gold 


prospect  Corona  turned  up  in  Ontar- 
io's Hemlo  district.  Teck  drummed 
up  the  financing  and  provided  the  op- 
erating and  engineering  knowhow 
necessary  to  get  the  $115  million  Da- 
vid Bell  mine  into  production.  Last 
fiscal  year,  the  first  year  its  results 
have  surfaced  in  earnings,  Teck  got  an 
estimated  $25  million  as  its  share  of 
the  company's  operating  profits.  And 
that's  just  the  beginning. 

Last  month  the  courts  again  upheld 
Teck-Corona's  right  to  the  adjacent 
Williams  mine,  which  another  com- 
pany had  put  into  production.  Within 
a  few  years  the  Williams  property 
could  yield  three  times  as  much  as  the 
David  Bell  mine  does.  By  1990  the 
combined  operation  could  be  produc- 
ing over  650,000  ounces  a  year,  twice 
what  it  does  today.  With  production 
costs  at  around  $130  an  ounce,  the 
Teck-Corona  venture  shapes  up  as  the 
largest  gold  reserve  in  Canada,  sur- 
passing even  Homestake  Mining's  fa- 
bled mine  at  Lead,  S.D. 

The  Teck-Corona  venture  alone 
would  have  been  enough  to  turn  Teck 
into  a  major  moneymaker.  Now  the 
Cominco  acquisition  not  only  moves 
the  company  into  smelting  and  refin- 
ing, but  also  opens  still  further  oppor- 
tunities for  development.  "The  thing 
that  really  appealed  to  us  in  Cominco 
was  the  fact  that  it  had  three  substan- 
tial ore  bodies  in  the  process  of  being 
developed,  two  of  them  in  zinc  [Red 
Dog  in  Alaska,  Hellyer  in  Australia), 
one  in  copper  (Valley  Copper  in  Brit- 
ish Columbia]."  Cominco  had  been 
hamstrung  by  the  huge  debt,  $1.1  bil- 
lion, it  had  taken  on  over  the  years, 
but  that's  been  cut  back  to  around 
$300  million,  freeing  capital  for  devel- 
oping those  three  new  mines. 

So,  at  last,  Teck  has  achieved  mo- 
mentum and  a  critical  mass  that 
should  continue  to  accelerate  and  ac- 
cumulate. In  nine  months  of  fiscal 
1987,  Teck  earned  $23  million,  or  45 
cents  a  share,  a  comforting  50%  gain 
over  the  year  before,  and  the  full 
year's  gains  should  be  even  better. 
Under  Keevil  Jr.,  Teck  is  an  active 
development  company,  not  merely  a 
passive  caretaker  of  mature  mines. 

"What  you  need  is  ore  bodies  and 
good  ones,"  says  Keevil,  "and  they're 
by  definition  pretty  rare.  You  can't 
predict  when  you  or  anyone  else  is 
going  to  find  one,  and  if  it's  someone 
else,  you  want  to  be  Johnny-on-the- 
spot,  to  recognize  it  early  and  be  able  to 
negotiate  some  kind  of  development 
contract.  We've  got  the  capital  and 
management  these  days,  but  the  day  a 
mine  starts  running,  it's  started  to 
die — to  run  out  of  ore.  So  we  still  are  as 
hungry  as  ever  for  ore  bodies."  ■ 
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PLAIN  PAPER 
FAXABMTY! 


HALFTONE  photos  are  sent  in 
16  shades  of  gray 


IQUID  CRYSTAL 
ISPLAY  keeps  you 
formed  in  a  clear 
D-character  x 
/o-line  format 


3-232C  INTERFACE 

1PTIONAL)  lets  the 
O<-350work  as  a 
inter  and  scanner 
ith  a  personal 
imputer. 


SUPER  FINE  MODE  transmits 
fmo  print  and  graphics  in 
high  resolution 
(203  pels/in  x  392  lines/in) 


SELECTABLE  TTI  lets  you 
personalize  transmissions  by 
printing  one  of  10  personal  or 
department  IDs 


<  LB 


Cation 


ELEPHONE 


EMORY  RECEPTION 


3ges4  when  the  paper 
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FULL  COMPATIBILITY 

with  G3,  G2  and  most 
North  American 
6-minute  FM  units 


AUTOMATIC 
SPEED-DIALING 

lets  you  reach  32 
locations— 16  fax 
numbers.  16  tele- 
phone— with  one- 
touch  speed-dialing 
Coded  speed- 
dialing  to  50  more 


CONFIDENTIAL 
MESSAGES  can 

be  sent  to  another 
Canon  FAX2  with 
compatible  features 


OOK  MODE  makes  it  easy  to 

ansmit  pages  from  books,  magazines 

id  other  bound  materials 


HIGH  SPEED  TRANSMISSION 

delivers  a  page  in  just  15  seconds4 


STAMP  OF  APPROVAL 

confirms  your  transmissions. 


PLAIN  PAPER  capability  lets  you 
receive  documents  on  paper  you 
can  write  on  and  store  indefinitely 


INCOMING  DOCUMENT  HOLDER 

holds  up  to  30  incoming  pages. 


AUTOMATIC  DOCUMENT  FEEDER 

stacks  and  feeds  up  to  30  letter-size 
sheets  automatically 


RELAY  BROADCAST  COMMAND  tells 
a  receiving  Canon  FAX;  to  send  your 
message  to  as  many  as  150  locations. 


Introducing  the  Canon  FAX-350.  Sophisticated  enough  to  send  print,  graphics— even 
photographs— anywhere  in  the  world  in  seconds.  Yet  simple  enough  to  receive  them  on  plain  paper. 
When  it  comes  to  high-performance  plain  paper  facsimile,  anything  less  isplainly  not  enough. 


.PLAIN 
' PAPER 
FACSIMILE 


1  Available  at  a  later  date 

2  Applicable  10  FAX  L920  and  FAX  730 

3  Thermal  transfer  plain  paper 

*  Based  on  CCITT  »1  Test  Chart 


En|oy  easy  extenrlfcj  payments 
with  the  Canon  Credit  Carri  Ask  lor  details 
at  participating  Canon  dealers  and  rerailers 
Available  only  in  US  ©  1967  Canon  US  A  Inc 


Canon 

THE  FASTEST  WORDS  IN  BUSINESS  COMMUNICATIONS. 


Canon  U.S.A.,  Inc.,  Facsimile  Division 

PO  Box.5210.  Clifton,  New  Jersey  07015  Call  toll-free  1-800-OK  CANON. 

Please  send  me  more  information  about  the  FAX-350 
I   Please  have  a  salesperson  contact  me 


Zip 


ICI  manu  factures  in  40  countries  and  sells  to  over  150. 


an  any  other  company 
ggest) 


Taxing  Matters 


Edited  by  Laura  Saunders 


Everyone,  it  seems,  has  a  horror  story  to  tell 
about  the  IRS — which  is  why  the  Taxpayers 
Bill  of  Rights  is  so  popular  with  politicians. 

The  scariest 
dunner 


On  Halloween  last  year,  grem- 
lins in  an  IRS  computer  played 
a  trick  on  Henry  James  of  Char- 
lotte, N.C.  James,  who  is  general 
counsel  of  a  Pepsi  bottler,  received  an 
IRS  notice  with  big  black  letters  at  the 
top  saying  "Final  Notice"  and  de- 
manding immediate  payment  of 
$7,799.02  that  he  didn't  owe.  "It  came 
totally  out  of  the  blue,"  says  James. 

What  followed  was  Kafkaesque.  De- 
spite numerous  phone  calls  and  let- 
ters to  the  IRS,  James  could  not  unrav- 
el the  problem,  though  he  had  often 
practiced  before  the  IRS  in  his  30 
years  as  a  lawyer.  The  IRS  slapped  a 
lien  on  his  property  in  November 
1986,  potentially  ruining  his  impecca- 
ble credit  rating,  he  says.  It  stayed 
there  for  about  two  months — until 
the  IRS  finally  figured  out  that  it  had 
made  a  mistake,  removed  the  lien  and 
formally  apologized  to  James. 

"The  whole  thing  was  embarrass- 
ing and  humiliating,"  says  James. 
"But  at  least  I  wasn't  alarmed.  I  won- 
der what  something  like  this  would 
do  to  an  average  citizen."  Believe  it  or 
not,  the  IRS  started  to  make  the  same 
mistake  all  over  again  four  months 
later.  It  sent  another  final  notice  be- 
fore realizing  its  error  and  stopping 
the  collection  juggernaut. 

The  cry  of  innocents  in  distress  has 
evoked  a  white  knight  in  the  person  of 
Senator  David  Pryor  (D-Ark.).  Pryor's 
proposed  Taxpayers'  Bill  of  Rights 
aims  to  safeguard  taxpayers  from  the 
worst  excesses  of  the  IRS  collection 
machine. 

A  huge  wave  of  popular  support  for 
the  bill  has  surprised  official  Wash- 
ington. "We  were  shocked,  actually," 
says  an  aide  to  Senator  Alfonse  D'A- 


mato  (R-N.Y.).  A  mention  of  the  bill 
in  a  flier  from  D'Amato  produced  an 
unexpected  11,500  letters  from  con- 
stituents, many  with  similar  tales  of 
IRS  blunders. 

In  part,  Congress  has  only  itself  to 
blame.  It  has  enacted  five  major  tax 
laws  in  the  last  six  years,  confusing 
taxpayers  and  tax  authorities  alike. 
The  tax  changes  have  included  "a  nu- 
clear arsenal  of  penalties,"  as  Peat 
Marwick  Main  tax  expert  Gerald 
Portney  terms  them,  making  it  dan- 
gerous for  taxpayers  to  be  on  the  los- 
ing end  of  an  argument  with  the  gov- 
ernment. Meanwhile,  IRS  computer 
automation  has  ground  relentlessly 


forward,  not  always  smoothly.  The 
U.S.  Chamber  of  Commerce  esti- 
mates that  about  half  of  its  members 
have  suffered  because  of  IRS  adminis- 
trative error. 

Among  other  things,  Pryor's  legisla- 
tion would: 

•  generally  require  that  the  IRS  deal 
with  a  taxpayer's  authorized  represen- 
tative instead  of  the  taxpayer  himself. 
This  has  been  a  sore  point  in  recent 
years,  as  agents  have  often  gone  be- 
hind the  CPA's  back  to  ambush  the 
defenseless  taxpayer. 

•  allow  taxpayers  to  tape-record  au- 
dit sessions. 

•  make  the  IRS  send  two  separate 
notices  of  deficiency  by  registered 
mail  to  taxpayers  at  least  30  days 
apart,  instead  of  just  one.  Too  often 
taxpayers  who  move  find  themselves 
threatened  with  seizure  out  of  the 
blue.  "This  helps  remind  the  IRS  to  do 
more  major  investigation  before  seiz- 
ing assets,  "snorts  David  Burton,  tax 
policy  chief  at  the  U.S.  Chamber  of 
Commerce,  "like  checking  addresses 
in  a  current  phone  book  or  tax  re- 
turn." The  IRS  has  been  known  to 
mail  notices  to  the  address  on  an  old 
return  being  audited,  while  ignoring 
the  current  address  contained  on  a 
return  for  a  later  year. 

•  remove  penalties  and  interest  on 
taxes  owed  as  a  result  of  a  taxpayer's 
reliance  on  incorrect  written  advice 
given  by  the  IRS. 

•  give  taxpayers  the  right  to  recover 
professional  fees  and  costs  when  they 
win  appeals  from  IRS  actions  within 
the  IRS'  own  appeal  channels.  Cur- 
rent law  permits  recovery  of  costs  for 
successful  taxpayer  appeals  to  Tax 
Court,  but  the  vast  majority  of  tax 
disputes  never  go  to  court.  Thus,  bul- 
lying taxpayers  is  all  too  often  a  risk- 
free  proposition  for  the  IRS.  As  with 
the  current  law  covering  Tax  Court 
costs,  the  taxpayer  would  be  reim- 
bursed only  if  the  IRS  agent's  position 
was  unreasonable.  At  the  same  time, 
the  bill  doubles  the  penalty  for  tax- 
payers who  bring  frivolous  suits  un- 
der these  provisions. 

•  empower  officials  in  each  IRS  dis- 
trict and  service  center  to  yell  "Stop!" 
in  cases  like  James'.  "Too  often,"  says 
one  expert,  "you  deal  with  people 
who  see  and  understand  a  problem 
but  are  powerless  to  do  anything 
about  it." 

•  make  the  IRS  itemize  "amount 
owed"  figures  into  tax,  penalty  and 
interest  components,  and  tell  which 
parts  of  a  return  generated  them. 

The  IRS  is  anticipating  some  provi- 
sions of  the  bill,  clarifying  its  publica- 
tions, for  example,  that  outline  tax- 
payer rights  and  obligations.  But  it  is 
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ComputerLand  and  IBM. 
The  big-league  partnership 
that  backs  small  businesses. 


For  years,  ComputerLand  and  IBM  have  been  respond- 
ing to  the  needs  of  small  businesses.  Now,  more 
than  ever,  ComputerLand  is  ready  with  the  IBM 
technology  and  support  to  help  you  grow. 

The  IBM  PS/2™  Family. 
The  new  generation  of 
personal  computers. 

Designed  to  be  compatible  with  both  earlier  IBM 
PCs  and  larger  IBM  systems,  the  PS/2  family  can 
fit  your  immediate  and  long-term  company  needs. 

The  need  for  greater  speed  and  more  reliability.  The 
need  for  advanced  graphics  capabilities  and  new 
avenues  for  connectivity.  And,  the  need  for  superior 
performance.  Made  possible  in  the  three  most  powerful 
PS/2  models  by  a  whole  new  architecture- the 
exclusive  IBM  Micro  Channel?  « 

It's  all  the  result  of  some  big  thinking  at  IBM. 

Service  and  Support 

There's  no  better  place  to  shop  for  your 
PS/2  than  ComputerLand.  Since  we're  a  net- 
work of  IBM  Advanced  Products  Dealers,  each 


Authorized 
Dealer 


participating  store  has  sales  reps  and  technicians 
specially  trained  by  ComputerLand  and  IBM  to  help  you 
select  the  most  suitable  system  and  teach  you  how 
to  use  it. 

To  get  you  started,  your  local  participating 
ComputerLand  dealer  will  be  holding  unique,  newly 
developed  IBM  seminars.  Learn  more  about  the  new 
PS/2  technology  and  the  use  of  computers  in  small 
businesses. 

Special  Values 

From  now  until  December  31, 1987,  when  you  buy 
a  PS/2  you  can  take  advantage  of  budget-conscious 
IBM  offers: 

•  $2500  instant  credit  with  purchase  for  qualified 
buyers  using  the  IBM  Personal  Credit  Card. 

•  No  payment  until  February,  1988  with  purchase 
using  the  IBM  Personal  Credit  Card. 

•  16  free  software  programs  with  the  PS/2  models  25 
and/or  30. 

•  Rebates  of  as  much  as  20%  on  selected  software 
and  hardware  products. 
Stop  by  your  local  store  for  details. 

©  1987  ComputerLand  Corporation.  ComputerLand  and  The  one  thing  to  know  about  computers  are 
registered  service  marks  of  ComputerLand  Corporation  IBM  is  a  registered  trademark  and  Personal 
System/2  and  Micro  Channel  are  trademarks  of  International  Business  Machines  Corporation. 


Advanced 
Products 


- 


Model  25 


Model  30 


Model  50 


Model  60      Model  80^4t 


ComputerLand 
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Sometimes  the  best  wa 


It's  a  very  important  lesson  we  learned  culture  on  local  operations.  It's  won  by  becoming 

early  in  our  65-year  history.  part  of  the  social,  cultural  and  moral  fabric  of  the 

Leadership  in  the  worldwide  insurance  countries  in  which  we  do  business, 
industry  isn't  won  by  imposing  our  corporate         That  idea  is  one  reason  for  our  current  success 


)  stand  out  is  to  blend  in. 

in  providing  a  broad  range  of  commercial  Thinking  more  like  our  customers  than  other 

and  personal  insurance  to  businesses  and  indi-  insurance  companies  is  how  we  won  our  stripes, 

viduals  around  the  world.  To  learn  more,  Insurance  Companies  That  Don't  RITB 

contacl  Aid,  Dept.  A,  70  Pine  St.,  N.Y.,  N.Y.  10270.  Think  Like  Insurance  Companies,  rml \X\ 


HARTMANN'S  TEAM  OF  EFFICIENCY  EXPERTS. 


Hartmann  Hangbags.  Simple  efficient  packing 

for  one  day  or  a  week.  Some  styles  have  an 
ingenious  Grip  Lock  System™  that  allows  you  to 
use  hangers  of  your  choice.  Special  flaps,  pockets  and 
zippers  organize  and  secure  your  belongings.  A  wide 
array  of  fabrics,  colors  and  lengths  are  available. 
Select  the  one  that  meets  your  needs. 

Invest  in  a  Hartmann,  where  the  commitment 
to  quality  has  been  our  tradition  for  over  110  years. 


We  don't  cut  corners? 


Send  for  a  list  of  your  nearest  Hartmann  dealers,  Dept.  11154  Hartmann  Dr..  Lebanon.  Tennessee  37087   ©1987  Hartmann  Luggage 


DU  POIII  TEFLON*  »ater  8c  slain  repeller 


Hartmann  Hangbags  are  available 
at  these  and  other  fine  stores. 


ALABAMA 

Birmingham  Trunk 

Brenner's 

Macy's 

ALASKA 

Klondike  Gold  Company 
ARIZONA 

Broadway  Southwest 
CALIFORNIA 

Bags  and  Baggage-Modesto 
Burk's 

Century  City  Luggage 

H.  Savinar  Luggage 

John's  Fifth  Avenue 
Luggage 

Parisian  Luggage 

Peninsula  Luggage 

Sam's  Luggage  and  Leather 
Goods 

San  Francisco  Luggage- 
Concord 

Weinstock's-Sacramento 

COLORADO 

A.E.  Meek  Trunk  &  Bag  Co. 

CONNECTICUT 

Bloomingdale's 

DISTRICT  OF  COLUMBIA 

Bloomingdale's 
Camalier  &  Buckley 

FLORIDA 

Bentley's  Luggage  &  Gifts 
Myers  Luggage 
Pedigo's  of  Daytona  Beach 
The  Luggage  Shop- 
Jacksonville 
Trafalgar  Square 

GEORGIA 

Bentley's  Luggage  &  Gifts 
Deals  Luggage 
Gayfers 
Macy's 

Participating  Belk  Stores 

ILLINOIS 

Elephant's  Trunk 
Emporium  Luggage 
Guth's  Luggage 
Joseph  Spiess 
Marshall  Field's 

INDIANA 

Brenner  Luggage 
Hans-Rintzsch 
Lazarus 
Luggage  Shop 


IOWA 

Armstrong's 
KANSAS 

Anderson  Leather  Shop 
Busch  Luggage  &  Leather 
Saint  Crispin  Leather  Goods 

KENTUCKY 

Lazarus 
McAlpin's 
Taylor  Trunk  Co. 

LOUISIANA 

Macy's 

Weiss  •  Goldring 

MARYLAND 

Camalier  &  Buckley 

MASSACHUSETTS 

Bloomingdale's 

MICHIGAN 

Baggage  Co.  of  Flint 
Boulevard  Luggage  & 

Handbag  of  Detroit 
Eaton  &  Co.  Leather  & 

Luggage 
Liebermann's 
Wellington  Ltd. 

MINNESOTA 

Exquisite  Leather  & 

Luggage 
Great  Luggage 
Klein's  Luggage  &  Leather 
Thiss  Luggage 

MISSOURI 

Barth's 

Passport  Luggage 

Saint  Crispin  Leather  Goods 

NEVADA 

Broadway  Southwest 
Weinstock's 

NEW  JERSEY 

Bloomingdale's 
Luggage  &  Leather  Goods 

NEW  MEXICO 

Broadway  Southwest 

NEW  YORK 

Bloomingdale's 
Crouch  &  Fitzgerald 

NORTH  CAROLINA 

The  Globetrotter  Luggage  & 
Gifts 


OHIO 

Bankhardts  Luggage  Shop 
Executive  Accoutrements 
Lazarus 

Leather  Express 
Likly&  Rocket 

OKLAHOMA 

Bag  'n  Baggage 

OREGON 

Costley's 
Meier  &  Frank 

PENNSYLVANIA 

Bentley's  Luggage  &  Gifts 
Kaufmann's  of  Pittsburgh 
Specialty  Luggage  of 
Pittsburgh 

PUERTO  RICO 

Bentley's  Luggage  &  Gifts 

SOUTH  CAROLINA 

Belk 
Berlin's 
Bon  Voyage 

TENNESSEE 

Castner  Knott  Co. 
Fischer  &  Evans  Jewelers 
Goldsmith's 
Loveman's 

Participating  Belk  Stores 
Proffitt's 

TEXAS 

Bag  'n  Baggage 
Ferguson's  Map  Travel  & 

Luggage 
Houston  Trunk  Factory 
Jenkins  Jewelry  &  Luggage 
Marshall  Field's 
The  Complete  Traveler 

UTAH 

Shapiro's  Luggage  &  Gifts 
Weinstock's 

VIRGINIA 

Camalier  &  Buckley 

WEST  VIRGINIA 

Bentley's  Luggage  &  Gifts 
Lazarus 

WISCONSIN 

Haddon's 
Marshall  Field's 
Wehrmann's  Luggage  and 
Leather  Goods 


We  don't  cut  corners? 


fighting  most  of  the  bill — arguing  that 
it  could  cost  millions  in  revenue  and 
delay  the  collection  of  taxes.  "I  am 
afraid  this  bill  is  not  going  to  solve 
anything,"  says  IRS  Commissioner 
Lawrence  Gibbs,  noting  that  lawmak- 
ers aren't  promising  any  extra  funds 
to  implement  the  requirements.  "It  is 
a  legislative  solution  to  what  are  es- 
sentially problems  of  management.  It 
could  raise  false  expectations  from 
taxpayers,  and  I'm  afraid  wc  will  be 
unfairly  blamed  as  a  result." 

The  bill,  which  has  55  cosponsors, 
stands  a  good  chance  of  passage  as  a 
whole  or  in  part  this  year,  says  the 
Chamber's  Burton.  That  can't  come 
too  soon  for  John  Owings,  a  self-em- 
ployed insurance  and  mutual  funds 
salesman  from  Bedford,  Mass.  As  this 
was  written,  he  was  still  trying  to  get 
the  IRS  to  return  $2,600  it  wrongly 
seized  from  his  bank  account  in  July. 


Here's  his  story.  In  the  process  of 
changing  accountants  in  1986,  Ow- 
ings missed  remitting  a  quarterly  tax 
payment.  His  new  accountant  found 
the  mistake  when  completing  his 
1986  return  and  sent  in  the  tax — 
about  $3,000.  He  sent  in  the  interest 
and  penalties  later. 

The  IRS,  however,  misapplied  the 
payment  to  1987,  which  Owings  no- 
ticed and  told  the  IRS  about.  But  that 
didn't  stop  a  flurry  of  erroneous  IRS 
letters  demanding  payment  of  the 
1986  withholding.  Each  time  Owings 
explained  the  mistake.  Then,  in  June, 
before  leaving  for  a  two-week  vaca- 
tion in  July,  he  received  a  notice 
threatening  to  seize  the  money  from 
his  bank  account  in  ten  days  if  he 
didn't  pay  immediately. 

Extremely  upset,  Owings  called  the 
IRS  and  again  attempted  to  explain 
the  mistake.  At  this  point  he  received 
assurances — as  he  had  in  all  other 
conversations — that  the  problem  was 
being  corrected,  "  'even  as  we  speak,' 
they  said."  So  he  left  for  vacation. 

When  he  returned,  $2,600  from  his 
bank  account  had  disappeared.  M 
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DODGE  M1MI  RAM  VON 


IF  YOU'RE  LOOKING  FOR  THE  ONLY  MINI-      AVAILABLE  V-6  POWER,  A  CHOICE  < 
VAN  IN  THE  WORLD  THAT  COMBINES      SHORT  OR  LONG  WHEELBASES,  AVAIL ABk 
FRONT-WHEEL  DRIVE  MANEUVERABILITY      NEW  DUAL  REAR  DOORS  OR  AN  EASY 
WITH  ELECTRONIC  FUEL  INJECTION  PLUS      OPENING  LIFTGATE.  UP  TO  A  BIG  176  CUBIC 


FEET  OF  CARGO  ROOM  AND  OUR  7/70 
PROTECTION  PLAN*  THEN  YOU'LL  DRAW 
NLY  ONE  CONCLUSION... IT'S  GOTTA 

A  DODGE  MINI  RAM  VAN.         IT/701      DIVISION  OF  CHRYSLER  MOTORS 


ITS 

GOTTA  BE  A 
DODGE. 


VISIT 
THE  GIRL 
NEXT  DOOR. 

Traveling  to  Asia 
is  as  easy  as  visit- 
ing a  neighbor. 

We  fly  from  over 
200  U  S  cities  to 
more  of  Asia's 
business  centers  - 
like  Hong  Kong, 
Tokyo,  and  Seoul  - 
on  only  747s. 

That  and  our  40 
years  experience 
make  us  the  pre- 
ferred U.S.  airline 
to  the  Far  East. 

So  call  your 
travel  agent  or 
Northwest. 

We  make  Asia  as 
simple  as  a  trip 
around  the  block. 


LOOK  TO  US  ^  NORTHWEST  AIRLINES 

INTERNATIONAL  RESERVATIONS  1-800-447-4747  ©  1987  Northwest  Airl  ines.  Inc. 


In  a  business  where  blockbusters  are  con- 
sidered the  key  to  success,  Schering-Plough 
has  no  blockbusters  coming  on.  Its  bosses 
say  thafs  okay.  The  stock  market  may  have 
a  different  judgment. 

Devour  thy  tail 


By  Gail  Branson 


Robert  Luciano  and  Richard 
Kogan  see  themselves  a  suc- 
cess. As  chief  executive  and 
president,  respectively,  of  Madison, 
N.J. -based  Schering-Plough  Corp. 
(1987  estimated  sales,  $2.7  billion), 
the  two  in  the  last  five  years  have  cut 
the  payroll  by  17%,  reduced  the  prod- 
uct mix  and  pumped  up  return  on 
investment  by  18%. 

A  worthy  achievement?  Short  term, 
perhaps,  but  in  the  long  run,  no  way. 
Though  the  company  is  best  known 
for  its  Coppertone  suntan  lotions, 
Maybelline  cosmetics  and  Dr. 
Schorl's  foot-care  products,  the  bulk 
of  Schering's  business  is  in  pharma- 


ceuticals. Yet  coming  up  with  excit- 
ing new  drugs  is  where  the  company 
lags  its  rivals  most  markedly. 

The  troubles  began  in  1980  when 
the  patent  expired  on  Schering's  $250 
million  antibiotic,  Garamycin,  with 
nothing  in  the  pipeline  to  replace  it. 
As  Garamycin  sales  fell  in  the  face  of 
proliferating  generic  knockoffs,  over- 
all corporate  earnings  suffered — earn- 
ings per  share  in  1981  dropped  25%. 
The  squeeze  was  intensified  by  a  ris- 
ing dollar  that  crimped  foreign  sales, 
which  accounted  for  41%  of  total 
Schering  revenues.  By  1981  Schering 
was  experiencing  negative  cash  flow, 
and  continued  to  do  so  until  1984, 
when  Luciano  and  Kogan  embarked 
on  their  ferocious  cost-cutting  drive. 


Will  Schering-Plough  remain  a 
plodder?  One  hope  is  loratadine,  an 
antihistamine  that  has  stirred  some 
interest  on  Wall  Street  lately.  Anoth- 
er hope  is  the  acquisition  last  year  of 
Key  Pharmaceuticals  Co.,  the  leading 
producer  of  Theo-Dur,  a  popular  asth- 
ma compound.  Key  also  markets  a 
widely  used  skin  patch  for  delivering 
nitroglycerine  to  angina  patients. 

But  except  for  loratadine,  Schering 
has  little  to  show  for  its  R&D,  which 
last  year  totaled  $212  million — at 
15%  of  drug  sales,  roughly  in  line 
with  the  industry  as  a  whole. 

Take  Schering's  research  in  cardio- 
vascular and  anticancer  drugs.  In  1983 
the  firm  began  development  of  spira- 
pril,  a  drug  that  fights  high  blood  pres- 
sure in  heart  failure  patients.  But  it 
will  be  1990  before  the  drug  gets  to 
market.  Meanwhile,  both  Squibb 
Corp.  and  Merck  &.  Co.  have  brought 
competing  products  to  market. 

Schering's  immediate  advantage 
lies  in  the  dermatological  and  respira- 
tory product  fields,  where  its  1,100- 
member  sales  force  gives  it  marketing 
strength  surpassed  only  by  Merck  and 
one  or  two  others.  Take  Proventil,  an 
asthma  product  chemically  identical 
to  Ventolin,  from  Glaxo  Holdings 
Pic,  a  rival  firm.  Both  drugs  were  in- 
troduced around  1982,  but  better  mar- 
keting has  given  Schering  two-thirds 
of  the  U.S.  market. 

With  all  this,  Luciano  and  Kogan 
say  they  are  not  disturbed  by  the  ab- 
sence of  breakthrough  products.  In- 
stead of  swinging  for  the  bleachers, 


Schering-Plough 's  Robert  Luciano  (left),  chief  executive,  and  Richard  Kogan.  president 
Is  selling  several  $50  million  drugs  as  strategically  sound  as  marketing  one  blockbuster? 
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It's  happening  now.  It's  happening  fast.  It's  economic  growth  and 
business  opportunities.  And  it's  all  happening  in  the  nine  Southeastern 
states  of  the  BellSouth  region. 

In  the  nextten  years,  population  will  boom  at  a  rate  44%  faster  than 
the  rest  of  the  nation;  new  jobs  will  be  created  at  a  rate  20%  faster  than 
the  national  average. 

In  the  next  ten  years,  there  will  be  over  4  million  new  housing  starts 
and  about  4  million  new  jobs.  Real  personal  income  in  the  region  will 
rise  by  2.9%  per  year,  compared  to  2.7%  for  the  nation. 

The  BellSouth  management  team  is  prepared  to  capitalize  on  this 
growth.  They're  committed  to  forward-looking  business  strategies  and 
new  technologies.  And  they're  determined  to  stay  ahead  of  the  grow- 
ing need  for  state-of-the-art  products  and  services  to  meet  customer 
needs  in  an  expanding  marketplace. 

Selective  acquisitions  are  a  part  of  BellSouth's  growth  plans. 
BeilSouth  is  already  involved  in  new  business  opportunities  that  will 
lead  to  even  greater  revenues  nationally  and  internationally 

BellSouth  not  only  is  in  the  midst  of  the  action  but  is  helping  to 
make  it  happen. 


To  learn  more  about  BellSouth ,  contact  your  broker  or  write:  Shaping  the  future  of  telecommunications:' 

L.E.  Spradlm,  Director  of  Investor  Relations,  BellSouth  Corporation, 
675  West  PeachtreeSt.,  N.E.,  Atlanta,  Georgia 30375, 404-420-8136. 

©1987  BellSouth  Corporation 


The  BellSouth  family  of  companies  provides  tele- 
communications, information  systems  and  publishing 
services  through  South  Central  Bell,  Southern  Bell, 
BellSouth  Services  and  BellSouth  Enterprises. 


BELLSOUTH 


Luciano  and  Kogan  are  content  to  try 
for  lots  of  bunt  singles,  specifically  to 
squeeze  every  last  dime  out  of  current 
product  lines. 

Schering  is  redoubling  its  efforts  to 
create  new  licensing  opportunities  in 
Japan,  its  second-largest  market,  with 
a  dozen  different  companies.  Scher- 
ing's  Japanese  sales  alone  will  top 
$120  million  this  year,  thanks  to  a 
domestic  Japanese  sales  force  of  400, 
soon  to  be  465. 

This  essentially  short-range  strate- 
gy of  milking  takes  a  big  risk  in  seek- 
ing to  avoid  risks:  One  after  another  of 
Schering's  patented  products  could 
wind  up  going  the  way  of  Garamycin, 
with  nothing  to  replace  them.  That 
would  leave  the  company  a  highly 
efficient  marketing  operation  with 
little  in  the  way  of  big  new  products 


Instead  of  swinging  for  the 
bleachers,  Robert  Luciano 
and  Richard  Kogan  are 
content  to  try  for  lots  of 
bunt  singles. 


to  sell.  Yet  big  new  products  with 
long  market  lives  are  where  the  prof- 
its come  from  that  keep  this  industry 
growing — products  such  as  Pfizer 
Inc.'s  Feldene  or  Squibb's  Capoten; 
both  have  worldwide  sales  in  excess 
of  $500  million  annually  and  contrib- 
ute enormously  to  those  companies' 
earnings. 

"There's  nothing  wrong  with  our 
stable  of  products,"  insists  Kogan,  46, 
a  onetime  executive  with  the  Swiss 
pharmaceutical  giant  Ciba-Geigy 
Ltd.,  who  joined  Schering  in  1982  as 
Luciano's  second-in-command.  "Peo- 
ple who  get  enamored  of  blockbusters 
are  missing  the  boat."  Adds  his  boss, 
Luciano,  54,  a  Bronx-born  attorney 
who  came  to  Schering  in  1978  after 
serving  for  almost  two  years  as  presi- 
dent of  Lederle  Laboratories,  a  unit  of 
American  Cyanamid  Co.,  "Our  strat- 
egies have  enabled  us  to  generate  a 
37%  increase  in  1986  earnings  per 
share  and  a  22%  increase  in  the  first 
half  of  1987.  The  second  half  will 
probably  be  even  better." 

But  the  stock  market  makes  its  own 
judgments.  Schering  shares  have 
climbed  more  or  less  in  tandem  with 
the  rest  of  the  market  and  now  trade 
at  about  505/s.  Hopes  for  loratadine 
have  bucked  up  the  stock,  selling  at 
17  times  earnings  in  recent  weeks, 
roughly  in  line  with  the  drug  group  as 
a  whole.  But  whether  sales  of  these 
smaller  drugs  prove  as  valuable  as  one 
blockbuster  remains  to  be  seen. 
Sometimes  a  cautious  strategy  is  risk- 
ier than  a  bold  strategy.  ■ 


Trust  us 

with 
»ur  dreams. 


For  nearly  30  years,  families  have  looked  to 
Twentieth  Century  for  investments  designed  to 
help  them  reach  their  goals.  Today,  Twentieth 
Century  offers  10  different  no-load,  no-minimum 
mutual  funds  and  a  record  of  outstanding  long- 
term  performance.  In  fact,  two  of  our  funds, 
Growth  and  Select  Investors,  are  currently  rated 
the  #1  and  #2  no-load  mutual  funds  in  the 
country*  If  you're  dreaming  about  your  future, 
let  us  help  make  your  dreams  come  true.  Write 
or  call  toll-free  for  an  Information  Kit  and 
Prospectus.  Please  read  the  Prospectus  carefully 
before  investing. 

Call  toll-free:  1-800-345-2021 


'For  ihe  10-year  period  ending  6-30-87,  as  ranked  by  Lipper  Analytical 
Services  Past  results  do  not  predict  future  performance. 


Please  send  a  free  Prospectus  to: 

Name: 

Address 

City: 

I    S    V     |  WOKS. 

m  Mutual  Funds 

,  MO  64141-6200 

State.  ZIP: 

No-Load,  No-Minimu 

PO.  Box  419200,  Kansas  City 
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Amoco  stayed  out  of  the  merger  nonsense 
that  swept  the  oil  business  a  few  years  back. 
So  why  is  it  now  risking  nearly  $4  billion  to 
bid  for  Canada's  troubled  Dome  Pete? 

Amoco  becomes 
bolder 


By  Charles  Slier 


Back  in  April  Amoco  Corp. 
sought  to  buy  Calgary,  Alta.'s 
troubled  Dome  Petroleum  Ltd. 
for  $3.9  billion.  It  wasn't  just  the  huge 
amount  that  startled  people.  The 
move  was  clearly  out  of  character  for 
the  conservative  Chicago-based  oil 
company.  Amoco  built  its  prosperity 
minding  its  basic  business,  not 
through  financial  wheeling  and  deal- 
ing. Doggedly  exploring  and  develop- 
ing its  reserves,  it  took  no  part  in  the 
mergers  and  acquisitions  that  ab- 
sorbed the  oil  industry  until  recently. 

Has  Amoco  belatedly  caught  merg- 
er fever?  Not  really.  The  Dome  acqui- 
sition is  being  stalled  by  Dome's  cred- 
itors, some  of  whom  are  insisting  on 
more  money  before  they  will  approve 
the  deal.  But  on  closer  examination 
the  deal  is  simply  an  extension  by 
financial  means  of  Amoco's  tradition- 
al emphasis  on  exploration  and  devel- 
opment. Dome  is  essentially  a  collec- 
tion of  oil  and  gas  reserves.  It  is  in 
natural  gas,  owning  3.9  trillion  cubic 
feet,  the  largest  reserves  in  Canada. 
Getting  at  the  stuff  will  take  more 
than  the  mere  scratch  of  a  pen.  Much 
of  Dome's  vast  undeveloped  lands — 
28.7  million  acres — is  in  arctic  re- 
gions hundreds  of  miles  from  the 
nearest  transportation  point.  In  some 
areas,  drilling  can  only  occur  five 
months  out  of  the  year  because  of 
weather  conditions.  And  all  that  acre- 
age may  contain  just  dry,  frozen  holes 
drilled  at  great  cost. 

But  even  looked  at  in  this  light,  the 
Dome  deal  is  an  escalation  of  the  rela- 
tively cautious  scale  on  which  Amoco 
has  traditionally  operated.  The  old 
Amoco  liked  to  drill  in  the  U.S.,  but 
the  U.S.  is  running  out  of  oil.  With  oil 
harder  to  find,  Amoco's  average  per- 
barrel  exploration  costs  in  the  U.S. 


have  surged  to  $12.52,  up  from  $8.35 
in  1982. 

Adapting  the  company  to  changed 
circumstances  has  fallen  to  Richard 
Morrow,  61,  Amoco's  chairman  and 
chief  executive  since  1983.  Morrow,  a 
West  Virginia  native,  joined  Amoco 
in  1948  and  advanced  through  the 
ranks,  working  in  the  company's  oil 
production  and  chemical  units. 

Under  Morrow,  Amoco  has  moved 


lion  in  the  last  four  years  to  buy  bar- 
gain-basement leases  on  reserves 
from  oil  companies.  That  bet  should 
pay  when  prices  rise.  The  question  is 
how  long  that  will  take.  Dome  nearly 
went  broke  waiting  for  the  day.  In  the 
meantime,  the  Dome  deal  is  expected 
to  increase  Amoco's  historically  low 
debt-to-capitalization  ratio,  now  at 
16.4%,  to  31%. 

The  big  hitch  in  the  Dome  deal  is 
Dome's  creditors.  Despite  the  Amoco 
bailout,  they  would  receive  an  aver- 
age of  66  cents  on  the  dollar.  They 
want  more,  and  are  stalling  the  deal 
until  they  get  it.  The  likely  outcome 
is  that  Amoco  will  have  to  pay  more. 

Amoco  is  getting  bold  in  market- 
ing, too.  It  raised  eyebrows  earlier  this 
year  when  it  canceled  its  reciprocal 
credit  card  agreements  with  other  oil 
companies.  Come  1990,  when  the  ex- 
isting agreements  expire,  Amoco 
cards  can't  be  used  to  buy  gasoline 
outside  of  the  company's  marketing 
area,  and  the  cards  of  other  compa- 
nies— Exxon,  Sohio  and  Chevron 
among  them — will  not  be  accepted 
by  Amoco. 

Why?  Amoco  says  it  was  losing  on 
the  deal.  Its  customers  were  buying 
far  more  gasoline  in,  say,  California, 


aggressively  abroad.  It  now  gets  20% 
of  its  supplies  from  Egypt.  Major  drill- 
ing programs  launched  since  last  year 
are  in  places  like  Gabon,  Kenya,  Tan- 
zania and  offshore  China.  "They  have 
to  become  a  risk-taker,"  says  Bernard 
Picchi,  an  analyst  with  Salomon 
Brothers  Inc.  "They  have  exploited 
the  U.S.  about  as  aggressively  as  any 
company  can." 

Amoco  hopes  that  the  Dome  acqui- 
sition will  pay  its  way  on  a  cash  basis, 
with  revenues  from  proven  reserves 
offsetting  the  huge  cost  of  proving  out 
the  rest.  That  probably  won't  work  at 
present  prices,  natural  gas  prices  hav- 
ing dropped  to  $1.65  per  million  Btu 
from  $2.50  two  years  ago.  Besides  the 
Dome  deal,  Amoco  has  spent  $1.2  bil- 


than  Chevron  customers  were  buying 
in  Illinois.  But  the  real  reason  is  more 
likely  Amoco's  push  to  make  credit  a 
profit  center,  not  just  a  consumer 
convenience. 

Amoco  has  been  de-emphasizing  its 
no-fee  gasoline  card  and  pushing  the 
$25-a-year  Multicard,  which  is  good 
for  gasoline,  and  at  Avis  car  rental 
agencies  and  five  hotel  chains.  So  far, 
1.3  million  customers  have  accepted 
the  Multicard,  and  another  400,000 
have  signed  up  for  the  more  expensive 
Torch  Club — actually  just  a  Diners 
Club  card  that  has  an  Amoco  sym- 
bol on  it. 

Amoco  is  the  kind  of  company  that 
changes  slowly,  but  not  the  kind  that 
can't  change  at  all.  ■ 
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American  business 
has  one  word  for  the  way 
we  handle  claims: 


L Liberty  Mu 


Oration: 


tual 


as 

sat  ion 


In  a  recent  national  survey,  more  CFO's  and 
Risk  Managers  rated  Liberty  Mutual  best  for 
workers  compensation  "claims  administration" 
than  the  next  two  insurers  combined. 

As  the  largest  provider  of  workers 
compensation  coverage  to  American  business, 
we  like  to  think  that  our  size  is  a  result  of  our 
quality.  A  result  of  bringing  all  our  experience  and 
expertise  to  bear  in  lowering  the  final  cost  of  this 
vital  form  of  insurance. 

Long  before  the  term  "cost  containment" 
was  coined,  Liberty's  Medical  Advisors  and 


Rehabilitation  Nurses  were  doing  just  that. 
Comprehensive  reviews  and  active  management 
of  the  cases  of  seriously  disabled  workers  have 
shortened  recovery  times  for  thousands  of  injured 
workers.  And  lowered  the  final  cost  of  workers 
compensation  coverage  for  their  employers. 

For  75  years,  America  has  believed  in  Liberty 
Mutual.  Because  Liberty  Mutual  has  always 
believed  that  better  service  to  our  policyholders  is 
simply  better  business  for  us. 

Results  reported  here  are  from  an  independent  telephone  survey  conducted 
among  a  systematic  sample  of  300  respondents  in  selected  industries. 


AMERICA  BELIEVES  IN  LIBERTY  MUTUAL  INSURANCE 


LIBERTY 
MUTUAL 


75th  ANNIVERSARY- 1987 


©  Liberty  Mutual  Insurance  Group/Boston 


Southern  Pacific  needed  more 
from  their  computer  company  than 
a  firm  handshake. 

What  Southern  Pacific  needed  was  something  more  powerful  than  a  locomotiv 

They  needed  a  way  to  manage  literally  tons  of  paperwork.  They  needed  to 
improve  customer  response.  In  short,  they  needed  to  make  their  entire  operation 
more  efficient.  So  they  asked  IBM  to  help. 

Working  together,  Southern  Pacific  and  IBM  developed  an  information  system 
that  revolutionized  the  railroad  industry. 

Put  into  service  in  the  1960s,  the  Total  Operations  Processing  System  (TOPS) 
tracks  every  shipment  from  order  to  delivery  to  billing.  Today,  it  monitors  5  million 
carloads  of  freight  a  year,  and  continues  to  give  Southern  Pacific  a  competitive  edge. 

The  building  block  design  of  TOPS  has  proven  enormously  flexible.  The  systen 
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as  responded  to  Southern  Pacific's  changing  needs  tens  of  thousands  of  times  over 
le  last  twenty  years,  without  a  break  in  service. 

Recentiy,  TOPS  has  expanded  to  support  the  industry's  newest  intermodal 
jntainer  freight  facility,  as  well  as  a  service  customers  can  use  to  call  up  information, 
n  their  own  PC,  about  rates  or  to  locate  a  shipment  en  route. 

This  kind  of  system  flexibility  and  a  continuing  partnership  with  IBM  have 
nabled  Southern  Pacific  to  grow  through  fiercely  competitive  times. 

Since  1960,  the  number  of  major  railroads  in  the  U.S.  has  gone  from  over  100  to 
?wer  than  20.  And  competition  today  is  tougher  than  ever.  But  then,  so  is  Southern 
acific.  After  all,  they've  been  in  training  with  IBM  for  twenty  years.  ===^=s  f=® 


As  I  See  It 


Robert  Litan  has  a  novel  idea  for  freeing 
U.S.  bankers  from  the  restraints  they  com- 
plain about  so  bitterly.  His  idea  might  also 
soothe  congressional  worries  about  the  fed- 
eral deposit  insurance  system  going  bust. 

"I  don't  trust 
regulators" 


By  Janet  Novack 


Brookings' Robert  E.  Litan 

He  has  far  more  faith  in  the  free  market  than  in  the  government. 


BATTERED  BY  THEIR  OWN  lending 
mistakes  and  hobbled  by  out- 
moded regulations  barring 
them  from  investment  banking  and 
commerce,  U.S.  banks  are  screaming 
for  relief.  Still,  despite  a  lot  of  talk  on 
Capitol  Hill  about  repealing  the 
Glass-Steagall  Act,  Congress  fiddles 
while  the  bankers  burn  and  the  pub- 
lic is  denied  the  benefits  of  unfettered 
competition.  In  August  Congress  im- 
posed a  moratorium  until  Mar.  1, 
1988  on  bank  expansion  into  insur- 
ance, real  estate  or  securities  under- 
writing. 

The  lawmakers  are  concerned  that 
deregulating  banks  could  subject  the 
federal  deposit  insurance  system,  al- 
ready strained  by  a  record  number  of 
bank  failures,  to  added  risks.  Lawyer, 
economist  and  Brookings  Institution 
senior  fellow  Robert  E.  Litan  is  a  vocal 
participant  in  this  debate.  In  testimo- 
ny before  Congress  and  in  his  new 
book  What  Should  Banks  Do?  37-year- 
old,  Yale-educated  Litan  argues  that 
all  corporations,  be  they  banks,  bro- 
kers or  automakers,  should  be  able  to 
take  federally  insured  deposits,  offer 
checking  accounts  and  do  any  other 
business  that  suits  them — with  one 
catch.  The  insured  deposits  and 
checking  would  be  handled  through 
new  institutions — "narrow"  banks — 
that  could  invest  their  deposits  only 
in  safe,  liquid  securities  like  Trea- 
surys  or  securities  guaranteed  by  a 
federal  agency. 

As  for  lending  and  the  other  racy 
things  bankers  want  to  do  these  days, 
that,  says  Litan,  "would  take  place 
through  separate  subsidiaries  that  are 
essentially  finance  companies  and  get 
their  funds  through  the  uninsured 
debt  and  equity  markets  just  like  ev- 
ery red-blooded  American  corporation 
does  today."  The  ambitious  financial 
service  players  would  be  free  to  scrim- 
mage on  the  "level  playing  field"  they 
all  claim  to  want,  but  without  the 
protection  of  federal  insurance,  which 
interferes  with  the  normal  market 
penalties  for  foolish  risk-taking. 

Litan  would  not  outlaw  old-fash- 
ioned banks,  however.  Small  banks 
(perhaps  under  $100  million  in  depos- 
its) and  larger  lenders  who  don't  want 
expanded  powers  could  continue  to 
operate  as  they  do  now. 

Forbes:  Do  we  really  need  your  "narrow" 
banks?  After  all,  the  Federal  Deposit  In- 
surance Corp.  claims  it  can  safely  police 
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Ihe  numbers  speak  for 
themselves. 

For  $10.75,  we'll 
deliver  2  full  pounds. 
That's  about  half  what 
most  others  charge. 

And  Express  Mail® 
service  has  overnight 
reliability  that's  close  to 
perfect. 

And  with  13,500 
Express  Mail  collection 
boxes,  26,000  Express 
Mail  post  offices  and 
265,000  letter  carriers 
nationwide,  we  give  you 
more  convenient  places 
to  mail  your  packages 
than  everyone  else 
combined. 

So  for  price,  reliability 
and  convenience,  we're 
the  ones  who  will  give 
you  your  $10.75's  worth. 

And  then  some. 

For  more  information, 
contact  your  local  post 
office. 

When  we  say  overnight, 
we  mean  overnight. 

EXPRESS  MAIL 


NO  OTHER  OVERNIGHT  SERVICE 
DELIVERS  SO  MUCH  FOR  SO  LITTLE. 


©  1987  USPS 


an  expansion  of  bank  powers  with  an- 
other 500  examiners  if  hank  holding 
companies  just  put  their  nonbanking  ac- 
tivities in  separate  subsidiaries  and  a  few 
extra  legal  safeguards  are  enacted. 
Litan.  That's  totally  unrealistic.  The 
FDIC,  with  its  current  examination 
force  of  about  2,000,  is  behind  in  ex- 
amination of  banks  as  it  is.  If  you 
don't  have  narrow  banking,  you're  re- 
lying on  regulatory  supervision  to  in- 
sulate the  bank  from  nonbank  affili- 
ates. I  don't  trust  regulators,  and  I 
think  history  proves  me  right.  Regula- 
tors are  often  unable  to  catch  the  ex- 
treme failures  before  they  happen.  So  I 
prefer  a  clean  separation  of  the  in- 
sured deposit-taking  arm  from  the 
rest  of  the  organization  as  a  substitute 
for  relying  on  regulation. 

The  narrow  bank  wouldn't  be  able 
to  make  loans  to  prop  up  any  nonbank 
affiliate.  And  the  assets  of  the  narrow 
bank  could  withstand  any  run.  So 
there  would  be  no  threat  to  the  bank, 
or  the  banking  system,  or  the  insur- 
ance fund  if  the  nonbank  activities 
went  down  the  tube. 

There's  also  a  political  argument 
for  narrow  banking.  We're  stalemated 
at  the  federal  level  because  the  insur- 
ance, securities  and  real  estate  indus- 
tries have  successfully  argued  that  the 
subsidy  provided  by  deposit  insurance 
gives  banks  an  advantage  over  their 


nonbank  competitors  if  they  go  into 
other  activities.  Narrow  banking  cuts 
the  legs  out  from  under  this. 

But  how  many  banks  would  opt  to  con- 
vert to  narrow  banking?  Could  it  really 
be  profitable? 

A  lot  of  bankers  say:  "Why  would  I 
ever  want  to  own  a  narrow  bank?  I 
can't  make  any  money  on  it  because 


"When  /  talk  to  general 
audiences,  the  reaction  is, 
'Narrow  banking  is  so 
obvious,  why  hasn't  it 
already  been  done?'  " 


federal  securities  pay  lower  interest 
rates  than  loans."  But  a  minority  of 
banks  do  think  they  could  make  mon- 
ey on  it.  And  a  narrow  bank,  even  if  it 
isn't  profitable,  could  be  the  market- 
ing anchor  in  a  successful  financial 
services  organization,  sort  of  like  a 
loss  leader  in  a  grocery  store.  My  pro- 
posal would  allow  crossmarketing  of 
bank  and  other  services,  with  com- 
mon locations  and  employees.  I  say, 
create  the  narrow  bank  option  now 
and  see  what  happens.  Let  the  market 
decide.  I  think  most  banks  oppose 
narrow  banking  at  this  point  because 
they  want  a  deregulated  world  where 
they  don't  pay  any  price. 


Wljat  kind  of  response  has  your  narrow 
banking  proposal  gotten  from  other 
groups? 

The  regulators  are  intrigued,  but  I  can 
claim  only  pockets  of  support.  Radi-  | 
cal  change  isn't  easy  to  swallow  in 
regulatory  agencies.  I'm  getting  a 
great  deal  of  interest  from  industries 
like  securities,  insurance  and  real  es- 
tate that  have  traditionally  opposed 
expansion  of  bank  powers.  Some 
members  of  those  industries  would 
like  to  own  a  narrow  bank. 

When  I  talk  to  general  audiences, 
the  reaction  is,  "Narrow  banking  is  so 
obvious,  why  hasn't  it  already  been 
done?"  Ordinary  people  say:  "Of 
course,  we  don't  want  insured  depos- 
its to  be  placed  at  risk.  Of  course,  we 
want  the  assets  segregated  from  all 
these  other  activities.  Why  is  this 
controversial?" 

In  the  academic  community,  many 
believe  the  separation  requirement  is 
too  onerous.  Some  of  that  opposition 
is  from  people  who  prefer  a  very  tight 
regulatory  regime  to  control  bank  di- 
versification. I  consider  narrow  bank- 
ing a  free-market  approach.  It  says, 
let's  define  what  we  want  insurance 
for  very  narrowly  and  let  the  market 
reign  after  that,  because,  as  I  said,  I 
don't  trust  regulators.  I  place  a  great 
deal  more  faith  in  market  supervision 
of  lending  institutions.  ■ 


FINEST  BLENDED  SCOTCH  WHISKY 

'When  my  son  asked  for  a  few  thousand 
to  put  into  CD's,  I  was  thinking 
Certificate  of  Deposit.  Unfortunately, 
he  was  thinking  Compact  Disc.  Luckily, 
Ballantine's  is  still  a  good  value." 


The  more  you  know  about  Scotch,  the  more  you  like  Ballantine's 


Blended  Scotch  Whisky  86  Proof.  Bottled  in  Scotland  Imported  by  "21"  Brands.  Inc.,  New  York,  NY  S  1987 
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A  couple  of  years  back  J.C.  Penney  Co. 
seemed  determined  to  be  Bloomingdales. 
Floppo.  Now  it  has  calmed  down,  but  that 
gleam  in  the  eye  remains. 

Dressed  to  kill 


By  Steve  Weiner 

It  is  taking  on  Leslie  Wexner  and 
the  junior  fashion  frenzy  that 
drives  the  Limited.  It  is  helping  to 
develop  a  decidedly  artsy,  eye-open- 
ing chain  of  boutiques  that  sell  one- 
size-fits-all  clothing  right  out  of  a 
Soho  loft  in  Manhattan.  And  yet  it 
also  owns  a  nice,  profitable  piece  of  an 
elegant,  staid  haberdashery  for  profes- 
sional women  who  want  that 
straight-from-Harvard-Yard  look. 

Something  distinctly  uppity  is  go- 
ing on  at  stodgy  old  J.C.  Penney  Co., 
the  $14.7  billion  (sales)  general  mer- 
chant that  built  a  sturdy  if  dull  empire 
by  selling  tons  of  priced-to-move 
clothes  and  housewares  to  folks  of 
moderate  income  and  conservative 
tastes. 

Who'd  have  thought  that  just-plain- 
folks  Penney  would  even  attempt  to 
cater  to  the  fashion  needs  of  trendy 
young  women  who  throng  the  Limit- 
ed, Leslie  Wexner's  Columbus,  Ohio- 
based  women's  apparel  empire?  Yet 
early  next  year,  Penney  launches  its 
Limited  killer,  a  100-store  junior 
sportswear  dreadnought  dubbed 
Mixit.  Mixit  will  be  staffed  mostly  by 
former  specialty-store  personnel, 
many  from  the  Limited,  using  suppli- 
ers accustomed  to  the  lightning  turn- 
around times  necessary  to  match 
Wexner's  operations.  The  first  Mixits 
will  be  1,200-square-foot  boutiques  in 
Penney  stores  in  the  Southwest,  but 
plans  call  for  the  division  to  expand 
into  other  Penney  stores  and  into 
stand-alone  units.  And  Mixit  will 
likely  be  just  the  first  of  several  spe- 
cialty chains  launched  from  scratch, 
Penney  executives  say. 

The  company  also  holds  a  40% 
stake  in  Units,  a  fledgling,  futuristic 
chain  that  uses  techniques  from  the 


theater  to  sell  stretchy,  color-coordi- 
nated, one-size-fits-all  knitwear. 
Standing  before  a  mirror  in  full  view 
of  mall  passersby,  customers  are 
shown  how  dozens  of  fashion  looks 
can  be  created  using  just  a  few  of  the 


Illustrations  by  Phil  Huling 


flexible  and  comfortable  Units  gar- 
ments. The  usual  effect:  Crowds  of 
fascinated  shoppers  gawk  outside  as 
customers  inside  buy  a  half-dozen  of 
the  $20-to-$45  pieces  at  a  time.  In  just 
a  year,  sales  have  grown  to  exceed  the 
$700  per  square  foot  considered  the 


top  for  specialty  stores. 

Out  of  character?  Penney  also  holds 
a  20%  stake  in  Alcott  &  Andrews,  the 
New  York-based  chain  selling  upmar- 
ket clothing  for  professional  women. 
And  after  a  $40  million  investment, 
Penney's  Schaumburg,  111. -based  Tel- 
action  subsidiary  is  launching  its 
electronic  shopping  mall — an  interac- 
tive shopping  system  that  sells  goods 
from  outfits  like  Marshall  Field's, 
Neiman-Marcus  and  even  Sears  via 
cable  TV.  Shoppers  will  be  able  to  buy 
concert  and  play  tickets  from  15  cities 
as  well  as  groceries  that  can  be  deliv- 
ered to  their  homes  within  hours. 

Overreaching  lunacy?  Not  at  all. 
New  York-based  J.C.  Penney,  after 
years  of  groping  for  a  modern  look,  is 
"smarter  than  ever"  and  more  of  a 
merchandising  juggernaut  than  at  any 
time  in  its  85-year  history.  Its  recast 
chain  of  about  1,400  stores,  after  near- 
ly five  years  of  tinkering — including  a 
15%  drop  in  earnings  during  the 
tough  1984-1985  period — has  found 
the  right  formula  for  balancing  fash- 
ion with  the  commodity  goods  its 
customers  also  expect.  Profits  have 
grown  for  seven  consecutive  quarters, 
up  33%  in  1986,  to  $530  million,  or 
$3.53  a  share,  and  up  another  66% 
this  year  before  a  $140  million  charge 
to  relocate  headquarters  in  Piano, 
Tex,  just  outside  Dallas.  Not  surpris- 
ing: The  stock  has  recovered,  too,  ris- 
ing recently  to  near  58  from  a  restated 
low  of  near  22  early  in  1985. 

The  man  behind  all  this?  Although 
Penney  runs  more  by  committee  than 
it  does  by  executive  fiat,  the  man  who 
has  sat  atop  the  heap  through  Pen- 
ney's reincarnation  is  William  How- 
ell, 51,  chairman  and  chief  executive 
since  1983.  A  plain-spoken  Oklaho- 
man  who  likes  cowboy  art  and  who 
wears  Penney  suits,  it's  fair  to  say  that 
Howell  has  the  place  in  his  blood.  His 
dad  was  a  store  manager  and  Howell 
himself  started  with  the  company  as  a 
management  trainee  in  Tulsa  29  years 
ago.  More  than  that,  he  has  obviously 
learned  well  how  to  maneuver  among 
the  chain's  many  executive  commit- 
tees. "He  isn't  the  sort  of  guy  who 
says,  'Okay,  this  is  how  it's  going  to 
be,'  "  says  the  manager  of  one  big 
midwestern  store.  "He  listens  to  the 
debate,  then  says,  'This  seems  to  be 
where  we  need  to  go.  You  guys  tell  me 
how  to  get  there.'  "  That  said,  Howell 
was  a  vocal  and  early  advocate  for  the 
chain's  push  toward  more  fashionable 
merchandise. 

Howell's  guiding  principle  has  been 
his  vision  of  Penney  as  the  first  na- 
tionwide department  store,  with  all  of 
the  fashion,  quality  and  service  that 
connotes.  But  that's  a  long  step  from 
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ZECkEDORF  INTRODUCES  THE  NEWEST  JEWEL  \H  THE  CENTRAL  PARK  SEAIINE 


CENTRAL 
PARK 
PUCE. 


Discover  the  most  coveted  new  address  in  Manhattan.  Central  Park  Place.  Here  residences  are  extrava- 
gant, building  services  are  unique  and  the  views  of  Central  Park  and  the  city  skyline  are  absolutely 
beyond  compare  Central  Park  Place  offers  1  bedrooms  from  5205,000;  2  bedrooms  from  $450,000; 
3  bedrooms*  from  S2,600,000  plus  extraordinary  penthouses  to  be  customized  I 
for  purchasers  from  52,850,000.  For  an  appointment  call  (212)  704-9955. 
Telex  353-172  ZEC.  DORF.  Telecopier  (212)  355-0891.  Sales  Office: 
301  West  57th  St.  N.Y.,  N.Y.  10019. 


•Combination  units  **«f*!sgi3«fc»-  Where  (Antral  Park  South  meets  Central  Park  West    central  park  place 

Sponsor:  Columbus  Circle  Development  Co  The  complete  offering  terms  are  in  an  offering  plan  available  from  the  sponsor. 


ADVERTISEMENT 


On  Manhattan's 
Central  Park  South 
is  one  of  the  great 
residential  build- 
ings of  the  world. 
The  prevailing 
mood  is  the  luxury 
and  gracious 
elegance  of  other 
times  with  every 
element  of  modern 
ease,  comfort  and 
convenience  care- 
fully included. 
Even  the  unusual 
ig — Hallmen,  Maid  and  Valet  service,  as  well  as  twenty-four 
Doormen  and  Concierge — recalls  civilities  never  encoun- 
in  a  condominium  today.  A  rare — perhaps  unique — 
•tunity  to  participate  in  residential  ownership  on  Central 
>outh.  Perhaps  the  last  such  opportunity  on  the  Park. 
)s,  one,  two,  three,  and  four  bedroom  residences  priced  from 
two  hundred  thousand  to  over  four  million  dollars.  For 
lation,  please  call  212-247-7000.  Or  write  Trump  Pare  Sales 
:,  1435  Avenue  of  the  Americas,  New  York,  New  York  10019, 
9102406308. 


From 

jNew  York's 
Central 
Park  South 
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to 

v  Palm 
Beach's 
Lake 
Worth. 


The 

ultimate 
in  luxury 
living  is 
called 
'Trump'" 


Overlooking  the  ocean  shore,  Lake  Worth  and  the  celebrated 
Palm  Beach  Yacht  Club,  here  is  more  than  you've  ever  seen  in 
Palm  Beach.  More  views.  And  more  service.  More  comfort 
and  relaxation.  There  is  even  a  morning  pool  and  an  afternoon 
pool  to  catch  every  glorious  ray  of  Florida  sun.  Gracious 
layouts,  spacious  terraces,  a  professional  health  club, 
everything  to  assure  your  daily  comfort.  And  minutes  away, 
the  spectacular  shopping  promenade  of  Worth  Avenue.  Here 
indeed  is  the  ultimate  comdominium  choice.  Two  and  three 
bedroom  condominium  residences,  penthouses  and  grand 
penthouses  priced  from  two  hundred  and  seventy-two 
thousand  to  over  one  million  dollars.  A  selection  of  fully 
appointed,  handsomely  decorated  residences  is  also  available. 
Immediate  occupancy.  Discover  Trump  Plaza  where  Palm 
Beach  comes  to  life. 
For 

information,  please 
call  305-655-2555. 
Or  write 
Trump  Plaza 
of  the 

Palm  Beaches , 

525  South 
Flagler  Drive, 
West  Palm  Beach, 
Florida  33401. 
In  New  York, 
call  212-247-7000. 
Telex:  9102406308. 
Broker 
participation 
invited. 


106  Central  Park  South 


TRUMP  PLAZA  OF  THE  PALM  BEACHES 


JRBES  Guide  to  Homes, 
states  and  Properties 
'aches 

770,000  affluent  adults  who 
~e  right  at  home  with  Forbes 

'%  own  their  residences, 
%  have  other  real  estate  and 
investments,  including 

%  who  own  weekend/ 
vacation  homes 

mch  them  where  they  live. 
\  Forbes:  Capitalist  Tool® 


amatic  Single 
Towmhomes  and  Condominiums 


The  tliLi 


Convenient  Location  at  Crossroads  -of  1-287  and  1-78 
Only  38  Miles  From  New  York  City 
Sales  and  Information  Center  •  Open  Daily  10-5 
Models  for  your, Inspection 
Bedminster,  New 


MMR 


ibound  or  exit  18  il  southbound.  Take  jughandle  to  202C06  SOUTH,  fin  under  i-287, 
to  I- 287  NORTH),  Tutn  tight  oito  Schley  Ml.  Road  Bear  right  onto  *!ten  Road  al 
nghl  onlo  Gale  House  Road  and  lollow  signs  ;o  sales  oltine 


From  1 287  Take  exit  186  il 
take  lirsl  left  turn  (accesi 
entrance  lo  the  Highlands 

from  Fjst  ind  West.  Take  I  78  lo  I  287  NORTH  Mornslown  Take  exit  18U.  Follow 


what  Penney  always  was. 

The  Penney  of  the  1970s  was  a  gen- 
eral merchant  cut  from  the  same 
mold  as  Sears,  with  about  65%  of  its 
merchandise  in  soft  goods,  like  cloth- 
ing and  bedding,  and  the  rest  in  hard 
lines,  like  paint,  hardware,  automo- 
tive goods  and  appliances.  But  its  own 
studies  showed  that  the  balance  was 
wrong  for  the  regional  shopping  cen- 
ters where  Penney  had  most  of  its 
sales  space.  Mall  shoppers  buy  nearly 
three-fourths  of  their  clothing  in  re- 
gional centers,  but  very  little  of  their 
hard  goods.  What's  more,  it  costs  far 
more  for  a  store  to  sell  appliances  and 
tools  than  soft  goods,  and  profit  mar- 
gins on  these  items  are  among  the 
lowest  in  the  store-  -seven  points 
lower  on  average  than  women's  cloth- 
ing, for  instance. 

The  solution?  Get  out  of  that  low- 
return  business.  Penney  did,  but  too 
abruptly,  when  it  dropped  auto  ser- 
vice, appliances,  paint  and  hardware, 
lawn  and  garden  supplies  and  fabrics, 
all  in  1983.  "We  moved  the  stores  too 
far,  too  quickly  into  fashion,"  says 
George  Stasick,  who  directs  customer 


service  programs  for  Penney  stores. 
Penney  promptly  rushed  into  heavy 
promotion  of  designer  names  like 
Halston  and  Alan  Flusser.  It  staged 
Bloomingdale's-style  promotions  of 
goods  from  Italy  and  Great  Britain, 
often  with  merchandise  at  prices  its 
customers  wouldn't  pay,  such  as  $120 
Italian  shoes.  Costs  mounted,  mark- 
downs  ate  profits  and  Penney  was 
something  of  a  laughingstock. 

The  watchword  today  is  balance. 
The  merchandise  mix:  approaching 
80%  soft  goods  and  the  rest  the  most 
popular  hard  lines,  such  as  cameras, 
stereos  and  sporting  goods.  More  than 
that,  the  fashion  merchandise  has 
been  melded  nicely  with  the  "value- 
priced"  goods  that  Penney  customers 
expect.  The  $3.99  basic  bath  towels 
that  two  years  ago  were  hidden  be- 
hind a  partition  are  now  displayed 
alongside  the  new  Penney  standard, 
flashier  $8  towels.  Back-to-school 
jeans  are  stacked  high  on  sale  tables 
wedged  in  between  racks  of  colorful 
house  brands  like  St.  John's  Bay.  Sale 
signs  are  large  enough  to  be  seen,  a 
switch  from  two  years  ago,  when 


company  dictums  prescribed  tasteful 
but  invisible  5x7  signs,  imitating 
department  stores. 

Penney's  is  still  85%  private  label, 
but  its  own  brand  names  are  gaining 
acceptance  similar  to  the  status  en- 
joyed by  many  national  brands.  But 
then  buying  is  sharper  these  days. 
Take  Mixed  Blues,  a  new  line  of  den- 
im-based weekend  wear  for  young 
women.  It's  one  of  the  first  "pro- 
grams" initiated  by  Penney  buyers — 
an  effort  to  focus  on  a  particular  cus- 
tomer and  provide  her  with  a  tightly 
edited  assortment  of  garments  that 
project  her  look.  Sales  in  just  one  year 
have  tripled  at  some  stores. 

And  turnaround  times  on  orders  are 
faster,  too,  reduced  in  some  cases  to 
weeks  from  months  just  a  few  years 
ago.  The  reason:  Penney  has  estab- 
lished a  satellite-based,  televised 
communications  system  that  permits 
buyers  to  show  hot  items  to  stores 
quickly  for  immediate  orders.  Under 
the  company's  old  system,  just  the 
paperwork  alone  could  have  taken  90 
days  to  complete,  never  mind  the 
whole  production  and  distribution 
process. 

And  when  the  new  system  falters, 
as  it  did  early  this  year  by  providing 
too  few  miniskirts,  the  individual 
stores  are  free  to  buy  for  themselves, 
and  many  did.  One  group  of  stores  has 
found  a  supplier  who  cruises  the  Lim- 
ited's  test  stores,  stealing  and  dupli- 
cating the  best  of  Wexner's  experi- 
mental designs  and  supplying  them  to 
Penney  stores,  often  before  the  com- 
pany's buyers  know  the  style  exists. 

More  important,  these  new  systems 
are  making  the  mix  of  goods  more 
profitable.  Inventory  is  turning  over 
13%  faster  this  year  after  a  12%  rise 
last  year.  And  the  stores  are  now  mov- 
ing more  expensive,  higher-margined 
merchandise;  the  gross  margins  rose  a 
full  point  last  year,  to  34.5%. 

Not  everything  is  perfect,  of  course. 
Some  feelings  have  been  hurt  by  the 
decision  to  make  Mixit  a  separate  out- 
fit. Customer  service,  although  great- 
ly improved  during  the  last  two  years, 
still  isn't  up  to  snuff.  The  company  is 
moving  toward  an  all-commissioned 
sales  force  because  surveys  show  the 
obvious — that  clerks  do  a  better  job 
when 'they  make  a  living  wage.  Re- 
search also  shows  that  despite  its 
strenuous  efforts,  Penney  still  isn't 
considered  to  be  a  "real"  department 
store  by  most  of  its  customers.  It  still 
lacks  the  cachet  of  forward  fashion 
and  exclusivity  that  surrounds  such 
high-priced  stores. 

No  matter.  In  its  own  market,  this 
mass  merchant  is  emerging  on  top.  At 
last,  Penney  is  dressed  to  kill.  ■ 
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Head  Office: 
FRANKFURT 

Also  located  in: 

ABIDJAN 

ASUNCION 

ATHENS 

BANJUL 

BARCELONA 

BEIJING 

BEIRUT 

BOGOTA 

BOMBAY 

BOSTON 

BRAZZAVILLE 

BUENOS  AIRES 

BUJUMBURA 

CAIRO 

CARACAS 

CHICAGO 

CONAKRY 

DAKAR 

DOUALA 

GENEVA 

GUATEMALA  CITY 

HARARE 

HONGKONG 

HOUSTON 

ISTANBUL 

JAKARTA 

JOHANNESBURG 

KIGALI 

KINSHASA 

LA  PAZ 

LIBREVILLE 

LIMA 

LOME 

LONDON 

LOS  ANGELES 

LUXEMBOURG 

LYONS 

MADRID 

MANAMA 

MELBOURNE 

MEXICO  CITY 

MIAMI 

MILAN 

MONTEVIDEO 
MOSCOW 
NEW  YORK 
OSAKA 

OUAGADOUGOU 
PANAMA 
PARIS 
QUITO 

RIO  DE  JANEIRO 
ROME 
SANTIAGO 
SAO  PAULO 
SEOUL 
SINGAPORE 
ST-ETIENNE 
STRASBOURG 
SYDNEY 
TAIPEI 
TEHRAN 
TOKYO 
TORONTO 
WINDHOEK 
ZURICH 


We're  redefining  the  limits  of 
international  financial  services. 
And  that  takes  more  than  just 
a  global  presence. 


Dresdner  Bank 

Bank  with  imagina 


Honeywell  knocks  the 
wind  out  ofwindshear. 


Honeywell-* 
leadership  in 
automation  and 

CONTROL. 


Wmdshear  is  a  pilot's 
nightmare.  It's  a  sudden, 
invisible  downdraft  that  can 
attack  a  plane  when  it's  most 
vulnerable . . .  during  take  off  or 
final  approach.  Honeywell's 
Wmdshear  Detection  System, 
the  first  to  be  certified  for 
commercial  aircraft  by  the  FAA, 
warns  pilots  in  time  and  helps 
them  fly  out  of  danger  safely. 
It's  already  in  service  aboard 
60  Piedmont  Airlines  jets. 

But  wmdshear  detection  is 
just  one  way  we're  making  air 
travel  safer  and  more  efficient. 
The  Sperry  Commercial  Flight 
Systems  Group  of  Honeywell 
offers  the 
broadest 
line  of 

sophisticated 
avionics 
available 
including 
systems  for 
flight  man- 
agement, 
automatic  flight  control,  and 
navigation.  And  we  supply 
systems  to  such  leading  aircraft 
builders  as  Airbus  Industrie, 
Boeing,  British  Aerospace, 
Fokker,  and  McDonnell  Douglas. 
Honeywell  systems  fly  on 
virtually  every  commercial 
plane  in  the  world. 

Our  business  is  making  your 
business  more  productive 
through  automation  and  control. 
From  aerospace  to  manufactur- 
ing, from  building  control  to 
process  control,  Honeywell 
technology  and  teamwork  are 
ready  to  work  for  your  company. 
Call  800-328-5111,  ext.  1594. 


Together,  we  can  find  the  answers. 

Honeywell 


Free  enterprise  and  foreign  investment 
have  pulled  nearly  1  million  people  to  a 
city  1,000  miles  up  the  Amazon  River  in 
Brazils  fiery -hot  interior.  There  s  a  lesson 
here,  if  only  the  politicians  will  heed  it. 

Up  the  river 


By  Edwin  A.  Finn  Jr. 


Describing  the  Amazon  jungle, 
Brazilians  speak  in  the  hal- 
lowed tones  that  fishermen  re- 
serve for  the  sea:  mysterious,  alluring, 
unconquerable.  The  Amazon  has 
beaten  back  an  impressive  array  of 
would-be  settlers.  In  1560  swash- 
buckling Spanish  conquistador  Lope 
de  Aguirre  lost  men  as  well  as  his 
sanity  on  a  disastrous  expedition. 
Nearly  four  centuries  later  Henry 
Ford  failed  in  a  costly  attempt  to  carve 
a  giant  rubber  plantation  called  Ford- 
landia  from  the  jungle.  U.S.  shipping 
tycoon  Daniel  Ludwig  lost  more  than 
$1  billion  on  the  Jari  project,  an  ill- 
fated  15-year  effort  to  pro- 
duce pulp  in  the  Amazon 
(Forbes,  Oct.  19). 

Today's  conquistador  is 
the  Brazilian  government  it- 
self. The  centerpiece  of  Bra- 
zil's strategy  lies  in  Manaus 
(pop.  1.1  million),  a  city  just 
below  the  equator  and  nearly 
at  the  geographical  center  of 
the  Amazon  jungle.  If  indus- 
try is  expanded  in  Manaus, 
the  theory  goes,  then  the 
forces  of  civilization  can  gain 
a  foothold,  from  which  roads 
and  modernity  can  radiate 
outward.  Where  will  the 
money  come  from?  Largely 
from  foreign  companies  that 
are  eager  to  do  business  in 
Brazil. 

For  now  at  least,  the  Ma- 
naus project  is  working. 
Whether  it  will  do  so  over 
the  longer  haul  remains  to  be 
seen,  given  the  isolation  of 
the  place  and  given  Brazil's 
intractable  bureaucracy  and 
economic  xenophobia. 

Over  the  past  15  years  the 


Waterfront  of  Manaus,  Brazil 
Buzzing  like  a  tiny  Hong  Kong. 


city  has  attracted  nearly  $3  billion  of 
investment  from  hundreds  of  compa- 
nies, including  Sanyo,  Sony  and  A.G. 
Telefunken.  In  fact,  through  a  combi- 
nation of  tax  breaks,  laws  and  finan- 
cial incentives,  Manaus  has  become 
the  manufacturing  capital  for  Brazil- 
ian televisions,  radios,  watches,  toys, 
eyeglasses  and  motorcycles. 

In  all,  there  are  nearly  300  manufac- 
turing companies  in  Manaus.  The 
number  is  expected  to  double  or  triple 
over  the  next  ten  years.  NV  Philips  is 
enlarging  the  size  of  its  radio  and  TV 
plant  in  Manaus,  and  Gillette  is 
sharply  expanding  its  factory,  which 
turns  out  disposable  razors  and  ball- 
point pens.  Manaus  factories  already 
make  $5  billion  of  goods  each  year,  or 
2%  of  Brazil's  gross  domestic  product. 
That's  up  from  next  to  nothing  ten 
years  ago. 

The  achievement  gains  even  more 
luster  when  one  considers  that  about 
90%  of  the  market  for  those  goods  is 
3,000  miles  away,  in  Brazil's  southern 
cities  such  as  Sao  Paulo  (pop.  16  mil- 
lion) and  Rio  de  Janeiro  (pop.  10  mil- 
lion). Although  the  government  is 
pressuring  companies  to  make  more 
and  more  components  in  Manaus,  it 
isn't  at  all  unusual  today  to  have  parts 
made  in  Sao  Paulo,  transported  for 
seven  to  eight  days  over  treacherous 
jungle  roads  to  be  assembled  in  Ma- 
naus and  then  returned  to  Sao  Paulo 
the  form  of  finished  products, 
transportation  to  and  from 
can  add  as  much  as  10%  to 
the  cost  of  goods  sold. 

"It's  crazy,"  says  Sebastiao 
Rosas,  director  in  charge  of 
Philips'  Manaus  factory.  "I 
have  to  ship  my  color-TV 
tubes  3,000  miles  from  Sao 
Paulo  to  Manaus,  and  then 
ship  almost  all  the  TVs  back 
to  Sao  Paulo  to  sell."  In  the 
end,  consumers  in  Sao  Paulo 
and  Rio  pay  about  what  they 
would  have  if  the  goods  had 
been  made  in  southern  Bra- 
zil, but  the  debt-ridden  gov- 
ernment gives  up  tax  reve- 
nues to  get  the  companies  to 
do  at  least  part  of  the  produc- 
tion in  Manaus. 

The  Manaus  project  is  the 
latest  gesture  in  an  effort  to 
assert  an  unchallengeable 
sovereign  claim  over  various 
stretches  of  the  resource-rich 
Amazon  basin.  Countries 
surrounding  Brazil,  includ- 
ing Venezuela  and  Guyana, 
have  been  embroiled  for 
years  in  legal  wrangling  over 
territories  in  the  Amazon. 
Not  entirely  by  accident,  the 
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WE  WEREN'T  VOTED'1 
IN  OWNER  SATISFACTION  BY 
FOCUSING  ON  CAMERAS. 


At  Mita,  we're  not  interested 
in  developing  cameras.  Or  TVs. 
Or  toasters.  The  truth  is,  we  get 
great  satisfaction  from  only  mak- 
ing great  copiers.  Which  just 
may  have  something  to  do  with 
why  in  a  recent  survey  Mita 
owners  said  they  were  more 
satisfied  with  their  copiers  than 
owners  of  any  other  brand. 

And  the  new  Mita  DC -4085 
is  bound  to  make  a  lot  more 
copier  owners  happy  It  makes 
40  copies  per  minute.  And  it's 
loaded  with  features.  Including 
special  "one-touch"  duplexing 
that  can  reduce  paper  con- 
sumption by  as  much  as  50%. 

So  if  your  present  copier  is 
giving  you  very  little  to  smile 
about,  why  not  give  us  a  call  at 
1-800-ABC-MITA.And  find  out 
just  how  good  it  feels  to  own  a 
copier  made  by  a  company  with 
a  single  focus. 

i  

For  more  information  call:  1-800-ABC-MITA  or  write: 
Mita  Copystar  America.  Inc. 

Post  Office  Box  599,  West  Paterson.  New  Jersey  07424 
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£1987  MITA  COPYSTAR  AMERICA,  INC, 


ALL  WE  MAKE  ARE 
GREAT  COPIERS. 


\bu*re  wrong  if  you  think  this  is 
everything  we  mate. 


The  little-known  truth  about  Coleman:  We're  a  $500,000,000  company  making  and  selling  hundreds 
of  different  products  all  over  the  world.  And,  thanks  to  careful  acquisition  of  related  companies  and 
c<  >nstant  product  innovation,  most  are  leaders  in  their  categories.  F<  >ra  more  com-  JP^waHHHHB 
plete  st(  >ry  <  >f  <  >ur  activities  in  <  >utd<  k  >r  recreati<  >n,  marine  sp<  irts  an<  1  heating  and  air  H miJl^JiiTmWf 

conditioning,calll-800-521-8434,extension50.InMN,  1-800-962-6996,  extension  50.  13=3/ 

NYSE  Symbol:  CLN 


In  the  heart  of  the  Amazon,  Honda's  motorcycle  plant 

Forced  up  the  river  by  government  pressure  and  import  restrictions. 


\bnl/Gamma-Liaison 


necessary  road-building  and  border- 
patrolling  has  kept  the  Brazilian  army 
busy  since  it  ceded  power  to  a  civilian 
government  nearly  three  years  ago. 

The  civilian  government,  for  its 
part,  seems  to  be  shedding  its  image  of 
a  hidebound  bureaucracy — at  least  in 
regard  to  Manaus.  The  gov- 
ernment recently  extended 
tax  breaks  in  Manaus  for  an 
additional  ten  years,  from 
1997  to  2007,  which  has  trig- 
gered a  flurry  of  new  plant 
proposals.  Also,  the  govern- 
ment continues  to  exempt 
Manaus  from  onerous  import 
duties  on  foreign  machinery. 
Outside  Manaus,  these  stiff 
duties  run  to  more  than 
100%  of  a  machine's  cost,  if 
the  equipment  can  be  im- 
ported at  all. 

One  manager  at  a  U.S. 
company  in  Sao  Paulo  was 
repeatedly  denied  govern- 
ment permission  to  buy  a 
U.S. -made  film-cutting  ma- 
chine; instead  he  was  forced 
to  settle  for  a  Brazilian  model 
at  twice  the  price  and  half 
the  efficiency. 

hi  duty-free  Manaus,  by 
contrast,  factories  hum  with 
German  injection-molding 


machines,  Swiss  metal-cutting  equip- 
ment and  automated  circuit-board 
presses  from  the  U.S.  Managers  say 
that  even  with  Manaus'  high  trans- 
portation costs,  these  foreign  ma- 
chines— coupled  with  tax  breaks — 
can  allow  Manaus  factories  to  make 
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Local  labor  in  electronics  plant 
What  happens  when  incentives  expire? 


triple  the  profits  that  would  be  possi- 
ble in  Sao  Paulo. 

For  many  foreign  firms,  Manaus  is 
the  only  way  to  get  access  to  the  fast- 
developing  Brazilian  market,  with  its 
141  million  consumers  and  potential 
consumers.  Why?  Because  competi- 
tors often  are  already  enjoy- 
ing Manaus'  tax  breaks,  and 
in  certain  industries  the  gov- 
ernment effectively  prevents 
fresh  investment  anywhere 
but  in  Manaus. 

Yet,  once  established,  for- 
eign firms  enjoy  an  economy 
that  is  traditionally  more  vi- 
brant than  elsewhere  in 
South  America.  In  Sao  Paulo 
state  alone,  340,000  small 
businesses  were  established 
last  year,  more  than  double 
the  amount  in  all  of  the  U.S. 

Even  so,  when  it  comes  to 
foreign  investment,  the  Bra- 
zilian government  often 
seems  more  concerned  about 
yoking  it  than  attracting  it 
(see  box,  p.  110) — and  this  has 
put  a  brake  on  the  pace  of  the 
nation's  development. 

Nothing  demonstrates  this 
more  clearly  than  Manaus. 
Even  with  government  in- 
centives, the  hassles  of  doing 
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Any  size  business  I 

with  the  righ 


AT&T  comes  through 
with  the  PRO  America 
calling  plans. 


Since  making  long  distance  calls  can  be  a 
big  part  of  doing  business,  AT&T  offers  a  full 
range  of  volume  discount  calling  plans  that 
make  your  long  distance  calling  (and  your 

business) 
more  effi- 
cient— no 
matter  how 
many 
phones  you 

have,  how  much  calling  you  do  or  how  big  or 
small  your  business  is. 

Whether  you  spend  $125  a  month  or  $10,000 
a  month  on  long  distance  calling,  you  proba- 
bly qualify  for  one  of  our  plans*  Also,  if  you're 
presently  a  WATS  customer,  you  may  find 
our  calling  plans  more  cost-effective,  flexible 
and  accountable. 

We  call  these  plans  AT&T  PR(X  America  I,  II 
and  III.  Each  one  offers  your  business  the 
usual  high-quality  AT&T  connections,  plus  a 
discount  on  your  direct-dialed,  out-of-state, 
long  distance  calls  and  your  AT&T  Card  calls. 

What's  more,  if  your  business  is  located  in  a 
state  that  offers  an  AT&T  PRCT  State  plan,  you 
may  qualify  for  a  discount  on  your  in-state 
AT&T  Long  Distance  calls  as  well. 

Yet,  offering  volume  discounts  is  just  one 
way  PRO  America  can  make  your  business 
more  cost- efficient.  It  also  offers  you  itemized 
billing,  so  you  can  account  for  all  the  calls 
your  people  make.  And  it  helps  you  save  time 
managing  your  telecommunications  because 
you  don't  need  dedicated  lines.  You  can  use 
your  regular  phone  lines,  which  gives  you 

©1987  AT&T  *For  availability  in  vour  area,  call  an  AT&T  account  exec  utive 
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greater  flexibility  as  your  calling  patterns 
change  and  your  business  grows. 

To  find  out  which  plan  will  work  best  foi 
your  business,  just  do  one  very  efficient  thii 
talk  with  your  AT&T  account  executive.  Or 


ti  be  more  efficient 
ailing  plan. 


ir  sales  representatives  at 
3  222-0400,  Ext.  230. 
□m  equipment  to  networking, 
i  computers  to  communi- 
>ns,  AT&T  is  the  right  choice. 


AT&T 

The  right  choice. 


business  in  Manaus  are  enormous: 
Engineers  are  scarce  and  sometimes 
difficult  to  lure  from  the  cosmopoli- 
tan cities  of  Rio  and  Sao  Paulo.  Roads 
south  are  known  to  wash  out  com- 
pletely in  the  rainy  season.  Raw  mate- 
rials must  sometimes  be  ordered  with 
60-day  lead  time — a  lag  that  gets  cost- 
ly with  inflation  and  interest  rates 
running  at  more  than  200% .  Says  one 
plant  manager,  "If  the  incentives  end, 
everyone  will  leave." 

Honda's  Manaus  motorcycle  plant, 
its  largest  outside  Japan,  illustrates 
how  Manaus  is  a  response  more  to 
government  fiat  than  to  free-market 
forces.  Before  1975  Honda  imported 
its  motorcycles  into  Brazil — and  did  a 
lucrative  business.  But  then  the  gov- 
ernment, in  a  fit  of  nationalism, 
banned  all  motorcycle  imports,  forc- 
ing Honda  and  its  competitor,  Ya- 
maha, to  set  up  shop  in  Manaus.  Like 
other  manufacturers  in  Manaus, 
Honda  is  still  under  government  pres- 
sure to  use  fewer  parts  from  abroad 
and  more  from  Brazil. 

Right  now  70%  of  each  Honda 
450cc  motorcycle  is  made  in  Brazil. 
That  compares  with  93%  for  color 
televisions,  93%  for  portable  radios 
and  35%  for  photocopiers.  Says  Ter- 
umi  Shibasaki,  a  Honda  official,  "We 
have  quality  problems  with  some  Bra- 
zilian parts,  so  we  have  to  make  our 
own.  But  in  Manaus  it  is  difficult  to 
find  skilled  machinists." 
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Manaus  storefronts 

Duty-free  bargains  in  the  jungle. 


In  the  end,  the  dream  of  taming  the 
Amazon  basin  may  fade  again.  For 
now,  though,  Manaus  buzzes  like  a 
tiny  Hong  Kong.  The  city's  narrow 
side  streets  are  jammed  with  stalls 
offering  televisions,  stereos,  VCRs, 
toys  and  watches — all  at  prices  about 
20%  lower  than  in  Rio  de  Janeiro  or 
Sao  Paulo.  Visitors  from  other  parts  of 


Brazil's  schizy  economy 


Brazil  are  allowed  to  take  home  $600 
worth  of  foreign-made  goods  duty- 
free, and  it  is  rare  to  see  a  passenger 
boarding  a  flight  at  Manaus'  modern 
airport  without  a  stereo  or  television 
in  tow. 

What  will  happen  to  Manaus  when 
the  incentives  expire  in  the  year 
2007?  Will  it  degenerate  into  another 
Jari  or  Fordlandia? 

A  ready — and  typically  Brazilian — 
reply  comes  from  Jadyr  Carvalhedo 
Magalhaes,  head  of  the  government 
commission  that  runs  the  free-trade 
zone:  "I  have  no  doubts.  In  the  year 
2007  the  incentives  will  be  extended 
for  another  20  years." 

Perhaps  the  biggest  lesson  to  be 
learned  from  Manaus  is  the  one  Latin 
American  politicians  least  want  to 
hear:  that  a  free  market,  open  to  for- 
eign investment  and  relatively  free 
from  bureaucratic  hassles,  is  the  sur- 
est road  to  economic  development. 
Many  people  have  migrated  to  Ma- 
naus from  surrounding  jungle  settle- 
ments, sending  the  city's  population 
mushrooming  from  200,000  to  1.1 
million  in  the  past  15  years. 

What  stronger  vote  for  a  free  market 
could  Brazilians  send  their  govern- 
ment? If  a  free  market  can  drag  people 
into  the  wilderness,  what  could  it  not 
do  in  the  more  settled  areas  of  the 
country?  But  will  the  politicians  un- 
derstand? And  if  they  understand, 
will  they  respond?  ■ 


Many  developing  countries  like  to  bluster  about 
defaulting  on  their  foreign  debts  and  dropping 
out  of  the  world  trading  system,  but  Brazil  is  unique- 
ly capable  of  doing  both. 

Of  the  goods  and  services  the  country  consumes 
each  year,  only  5%  come  from  abroad.  By  con- 
trast, a  comparable  figure  for  the  U.S.'  is  10%, 
whereas  both  Britain  and  Germany  import  27%. 
Such  economic  isolationism  helped  embolden  Bra- 
zil to  stop  paying  interest  on  its  $110  billion 
foreign  debt  early  this  year,  sending  U.S.  banks 
into  turmoil. 

All  this  encourages  Brazil's  economic  national- 
ism, allowing  the  country  to  slap  100%  duties  on 
many  imports — and  to  ban  other  imports  complete- 
ly. Foreign  personal  computers,  for  example,  are 
forbidden  under  the  nation's  informatics  law 
(Forbes,  Dec.  15,  1986].  If  this  helps  force  the  pace  of 
development  somewhat,  it  comes  at  a  high  price. 
Brazilians  must  either  pay  up  for  Brazilian  knockoff s 
or  buy  an  Apple  or  IBM  that  has  been  smuggled  past 
a  compliant  customs  official.  The  Brazilians  have 
launched  a  gasohol  program  that  substitutes  alcohol 
for  gasoline,  limiting  Brazil's  dependence  on  foreign 
oil.  But  the  program  forces  consumers  to  pay  twice 


the  global  market  price  for  gasoline. 

To  understand  Brazil's  bizarre  business  climate,  it 
helps  to  know  about  two  traits  of  the  country's 
national  character,  both  of  them  hangovers  from 
history.  First,  there  is  its  paranoid  strain  of  antico- 
lonialism,  whose  modern  form  is  a  ferocious  preju- 
dice against  foreign  investment.  Second,  and  more 
pernicious,  is  the  unspoken  attitude  that  Brazilian 
businessmen  should  somehow  be  protected  from 
competition — a  throwback  to  the  days  when  Europe- 
an merchants  operated  under  exclusive  license  from 
the  crown. 

Here's  how  the  system  works  to  frustrate  benefi- 
cial competition:  After  fighting  through  govern- 
ment red  tape  for  almost  a  year,  a  foreign  business- 
man got  reduced  from  90%  to  10%  the  duty  on 
imported  equipment  that  he  needed  to  start  an 
electronics  business  in  Brazil.  Once  he  received  the 
waiver  he  was  informed  of  an  added  benefit:  He 
could  now  petition  the  government  to  raise  tariffs 
on  similar  imports  by  any  would-be  competitors  to 
140%.  Closing  the  barn  door  after  him  goes  against 
this  executive's  free-market  philosophy.  But,  says 
he,  "It's  tempting.  I  did  spend  nine  months  getting 
approval . " — E.  A.F. 
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We  helped  one  of  the  world's 
leading  makers  of  controls 
control  their  cost. 

Sometimes  too  much  workspace  can  be  as  much 
of  a  problem  for  a  company  as  too  little. 

That's  what  happened  to  Honeywell,  Inc.  at  one  of 
its  R&D  facilities.  They  were  using  only  80,000  square 
feet  of  the  144,000  square  foot  facility,  leaving  the 
rest  lying  idle  and  unproductive. 

They  came  to  Cushman  &  Wakefield  for  help  in  sell- 
ing their  building  and  leasing  new  space  in  another. 

But  we  were  able  to  offer  them  a  highly  interesting 
and  money-saving  alternative.  Why  not  sell  the  building, 
we  proposed,  but  remain  there  as  a  tenant  on  a 
lease-back  basis?  Because,  in  addition  to  being  more 
attractive  to  prospective  buyers,  the  guaranteed 
income  from  an  occupied  building  would  command 
a  higher  purchase  price. 

Honeywell  agreed.  And  with  our  help  they  were  able 
to  sell  the  building  and  lease  back  83,000  square  feet 
at  a  substantially  lower  cost  than  leasing  new  space. 

Which  is  another  way  we've  earned  a  reputation  for 
being  Business  America's  Real  Estate  Firm. 

And  for  being  the  best  in  the  business. 


A  ROCKEFELLER  GROUP  COMPANY 

Business  America's  Real  Estate  Firm 
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Rykoff -Sextons  Roger  Coleman  is  finally 
making  headway  with  what  he's  bought 
over  the  last  four  years.  Now  he  wants  to 
start  acquiring  again. 


What's  the  hurry? 


By  Ellen  Paris 


If  you've  dined  elegantly  at  the 
celebrity-packed  Bistro  in  Beverly 
Hills  or  stuffed  down  a  burger  at 
Hooper's  Choice  in  New  York,  you 
have  likely  tasted  some  of  Roger  Cole- 
man's spices  or  perhaps  sipped  a  cup 
of  his  special-blend  coffee.  Coleman 
runs  $1.1  billion  (1987  sales)  Rykoff- 
Sexton,  a  reasonably  happy  1983  join- 


ing of  two  decades-old  food  service 
supply  companies  that  is  fast  becom- 
ing a  national  powerhouse. 

In  a  business  that  is  dominated  by  a 
couple  of  giants — the  leader  is  Hous- 
ton-based Sysco  Corp.,  with  $3  billion 
in  sales  last  year — and  scores  of  small 
regionals,  Coleman  has  nearly  qua- 
drupled the  size  of  his  operation  since 
1983.  His  $85  million  purchase  of 
Sexton  four  years  ago  gave  him  a  taste 


for  the  acquisition  action,  and,  by  his 
own  admission,  he  found  it  hard  to 
quit.  "It  was  a  marriage  made  in 
heaven,"  beams  Coleman.  For  fiscal 
1987  (ended  May  2),  Rykoff-Sexton 
reported  sales  of  $1.1  billion  on  some 
38,000  different  products,  ranging 
from  salad  dressings,  sauces,  soups 
and  canned  fruits  to  detergents,  din- 
nerware  and  paper  napkins. 

So  far,  despite  six  quarters  of  earn- 
ings drained  by  Coleman's  shopping 
spree,  the  stockholders  have  little  to 
complain  about.  Trading  recently  at 
29,  up  from  last  year's  high  of  22,  the 
stock,  with  a  multiple  of  around  21, 
remains  relatively  cheap  compared 
with,  say,  Sysco,  with  a  P/E  of  around 
26.  Analysts  say  doubts  about  Cole- 
man's growth-through-acquisition 
strategy  has  kept  the  stock  from  run- 
ning up  more  smartly.  Perhaps  then  it 
is  fair  to  ask  whether  Rykoff's  chief 
executive  could  do  even  better  by  his 
shareholders  if  he  stopped  cruising  for 
new  companies  and  concentrated 
more  on  managing  what  he's  got. 

Coleman  is  only  the  second  chief 
executive  in  Rykoff's  76-year-history 
(he  joined  the  company  in  1950  after 
marrying  the  founder's  daughter). 
Since  1985  he  has  picked  up  a  Seattle- 


Rykqff-Sexton  President  Roger  Coleman 

Why  not  take  the  time  to  digest  acquisitions? 
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FOR  YOUR 
INFORMATION. 

A  funny  thing  about 
the  Information  Age. 
Progress  is  taking  a 
lot  of  people  back- 
wards. The  more  pro- 
ductive computers 
become  at  processing 
information,  the  less 
productive  business 
becomes  at  handling 
it.  And  all  that  data 
has  to  go  somewhere. 
Talk  to  Anacomp. 
We  can  show  you  a 
more  productive  way 
to  manage  informa- 
tion. 317  844-9666. 

anacomp 

(for  your  information) 


Thanks  to  modern  medicine, 
he'll  now  be  able  to  outlive  his  savings. 


Advancements  in  medicine  are  helping 
Americans  live  longer.  But  not  everyone 
is  financially  prepared  for  a  longer  life. 

The  costs  of  retirement  health  care, 
especially  long-term  care,  can  seldom  be 
covered  by  personal  savings.  Medicare, 
Medicaid  and  company  retirement  health 
benefits  provide  only  a  partial  solution. 

Unless  additional  ways  are  found  to 
address  retirement  health  care  costs,  the  issue 
will  ultimately  affect  every  person, 
company  and  institution  in  our  country 


At  NWNL  Group,  we're  developing  an 
employee  benefit  program  called  LifeScope* 
that  would  provide  for  a  person's  working 
and  retirement  years.  The  LifeScope 
program  is  a  comprehensive  approach  that 
goes  well  beyond  life  insurance  and  nursing 
home  policies. 

Many  elements  of  the  LifeScope  program 
have  already  been  put  into  place  through 
current  NWNL  Group  benefit  programs. 
Using  our  resources  as  the  nation's  10th 
largest  group  insurance  company,  we  will 


soon  be  adding  more  elements. 

To  find  out  more  about  the  LifeScope 
program  contact  Ginny  Patrick,  NWNL 
Group,  Box  20,  Minneapolis,  MN  55440  or 
call  '(612)  372-5784. 

Sources  for  Statistics:  National  Underwriter.  1986. 


fifi  NWNL  GROUP 

The  right  benefits  for  today. 
The  right  ideas  for  the  Jutun 


A  division  of  Northwestern  National  Life  Insurance  Company.  Minneapolis.  MN  (not  admitted  in  the  State  of  New  York  I. 
The  North  Atlantic  Life  Insurance  Company  of  America,  Jericho.  NY  (a  memher  of  the  NWNL  Companies) 


based  company  that  designs  and 
builds  restaurants  (like  the  Trapp 
Family  Lodge  in  Stowe,  Vt.  and  the 
kitchen  at  the  Southampton  Princess 
Hotel  in  Bermuda)  and  two  small  dis- 
tributors of  institutional  foods  with 
operations  in  Albuquerque,  Sacra- 
mento and  Reno,  and  one  larger  Los 
Angeles  distributor.  Result:  Long- 
term  debt  jumped  to  58%  of  total  cap- 
ital last  year,  up  from  33%  in  1983. 
Absorbing  the  acquisitions  more 

"Sure  it  puts  a  strain  on  us, 
because  all  four  were 
unprofitable,  sick 
companies.  But  they  were 
all  old  companies  with 
surprisingly  good 
reputations  that  had  been 
terribly  mismanaged." 

:han  offset  increased  sales.  Since  1985 
Rykoff-Sexton's  net  income  has  fallen 
rom  $11  million  to  $8  million,  and 
let  margins  have  been  squeezed  from 
1.3%  to  0.7%.  "If  Rykoff  hadn't  done 
ill  these  small  acquisitions,  it  would 
lave  realized  more  out  of  Sexton 
>ooner,"  gripes  Alan  Greditor,  an  ana- 
yst  at  Drexel  Burnham  Lambert. 

Coleman  figures  that's  just  near- 
iighted.  "Sure  it  puts  a  strain  on  us, 
?ecause  all  four  were  unprofitable, 
iick  companies,"  he  explains.  "But 
:hey  were  all  old  companies  with  sur- 
prisingly good  reputations  that  had 
)een  terribly  mismanaged.  We  got 
:hem  for  a  good  price — basically  just 
or  the  net  tangible  assets." 

So  now,  after  six  down  quarters, 
lykoff-Sexton's  earnings  are  finally 
>eginning  to  pick  up.  For  the  first 
marter  of  fiscal  1988  the  company 
eported  earnings  of  $3.3  million,  up 
rom  $1.6  million  a  year  earlier.  Just 
is  important  to  Coleman,  Rykoff-Sex- 
:on  can  now  supply  restaurant  cus- 
omers  (who  account  for  67%  of  his 
iales)  with  everything  from  a  design 
earn  to  refurbish  the  place  to  the  food 
lerved  there  and  the  place  settings  on 
he  tables. 

That  done,  Coleman  is  on  the  ac- 
misition  trail  again.  In  September  Ry- 
t;off-Sexton  redeemed  $59.3  million 
>f  convertible  debentures,  bringing  its 
lebt-to-equity  ratio  down  to  0.5  from 
.5.  With  a  cleaner  balance  sheet, 
loleman  says  he  may  be  making  an- 
)ther  small  acquisition  in  the  $5-mil- 
ion-to-$25-million  range  by  year-end. 
'The  industry  is  consolidating,  but 
here  is  still  room  for  others  like  us  to 
expand,"  he  says. 

Fair  enough.  But  Roger  Coleman 
vill  have  to  keep  showing  that  he's  as 
;ood  a  manager  as  he  is  a  shopper.  ■ 
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Fly  In  to  true  wilderness  fishing  .  .  . 


Canada's  best  .  .  .  .Accessible  only  by  air! 


For  personal  vacation  .  .  .  Business  meetings  .  .  . 

Client  entertainment  or  Sales  incentive  .  .  . 

DONT  GAMBLE  ON  YOUR  NEXT  FISHING  TRIP 

*  World  Class  Trophy  Fishing  —  Exciting  Action 

*  Executive  Class  Facilities  and  Service 

*  Deluxe  —  Modern  2  Bedroom  Log  Cabins 

*  Each  with  private  shower  and  bath 

*  AMERICAN  PLAN  -  GOURMET  FOOD 


Please  send  your  Illustrated  brochure. 


NAME  

ADDRESS  

CITY/STATE/ZIP_ 
TELEPHONE  


Mail  to: 

32500  Highway  101.  Dept.  87-F 
Gold  Beach.  OR  97444 


THE  STRONG  APPROACH 


OPPORTUNITY 
FOR  GROWTH 


¥  ooking  for  stocks  with  exciting  growth  potential? 
"  Then  look  at  the  Strong  Opportunity  Fund.  This 
Fund's  outstanding  investment  record  reflects  its 
success  in  identifying  high-growth  stocks.  It's  de- 
signed for  investors  willing  to  accept  the  volatility 
of  aggressive -growth  investing.  Consider  putting 
Strong's  research  to  work  for  you.  Call  or  write  today. 


1  800  368-3863 


Strong 
Opportunity  Fund 

1986  +56.8% 

1987  +40.8%* 

(through  10/1) 

Inception  1 2/30/85 


CALL  ANY  TIME,  ANY  DAY! 


For  more  complete  information,  including  charges  and  expenses  (no  redemp- 
tion fee),  call  the  toll-free  number  or  write  for  a  free  prospectus.  Please  read  it 
carefully  before  you  invest  or  send  money. 

I  am  also  interested  in:     DlRAs     □  Pension  or  Profit  Sharing  Plans 


FBO021 187 


STRONG  OPPORTUNITY  FUND 

815  East  Mason  Street,  Milwaukee,  WI  53202 


"These  investment  returns  include  changes  in  share  price,  effects  of  the  2%  sales  charge,  and 
reinvestment  of  all  dividends  and  capital  gains  distributions.  See  the  prospectus  for  details, 
and  remember  that  past  performance  doesn't  guarantee  future  success. 
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It  used  to  be  called  the  British  disease,  but  it  seems  Germany  has 
caught  it.  The  symptoms  are  excessive  caution,  no  growth  and  a 
preoccupation  with  social  welfare  without  regard  to  cost. 

The  low-energy 
German  economy 


By  Richard  C.  Mora  is 


T|  he  Germans  have  a  wonderful 
word  for  it:  Erneuerungsenergie, 
the  energy  of  economic  renewal. 
France  has  Erneuerungsenergie.  So  do 
Italy,  Spain,  Britain — and,  of  course, 
the  U.S.  and  Japan. 

Who  doesn't  have  it? 
West  Germany.  The  one- 
time workshop  miracle 
has  become  one  of  West- 
ern Europe's  most  slug- 
gish economies.  "Other 
European  nations  are 
working  hard,  going 
through  a  restructuring 
with  a  vigor  and  energy 
that  is  widely  overlooked 
here,"  worries  Count  Otto 
Lambsdorff,  a  member  of 
parliament  for  the  liberal 
party  (FDP)  and  econom- 
ics minister  from  1977  to 
1984.  "We  are  in  danger  of 
missing  the  boat." 

"Even  in  socialist  Spain 
there  is  much  more  entre- 
preneurial swing,"  agrees 
Gerhard  Eberstadt,  senior  managing 
director  of  the  $15  billion  asset  man- 
agement operations  of  Frankfurt's 
Dresdnerbank.  "The  spirit  is  just  not 
here." 

West  Germany,  the  new  sick  man 
of  Europe?  How  can  that  be?  In  vola- 
tile global  financial  markets,  the 
deutsche  mark  has  become  a  symbol 
of  serene  strength.  Buoyed  by  falling 
import  prices,  consumer  spending  is 
up  nearly  4%.  Consumer  price  infla- 
tion has  averaged  under  2%  annually 
for  the  last  four  years;  for  the  last  12 
months,  consumer  prices  haven't 
budged.  The  country's  $1  trillion 
gross  national  product  will  probably 
grow  around  1.5%  this  year. 

That's  the  good  news,  and  it  lulls 


Germans  into  economic  complacen- 
cy. The  bad  news — and  it  isn't  widely 
recognized — is  summarized  in  the 
charts  opposite.  The  bottom  chart 
shows  that  Germany's  unemploy- 
ment rate  is  stuck  at  9%  after  climb- 
ing almost  without  interruption  since 
1970.  The  top  chart  shows  how  few 


Count  Otto  Lambsdorff,  member  of  parliament 
"We  are  in  danger  of  missing  the  boat." 


jobs  have  been  created  since  1970. 

In  Spain,  unemployment  is  high  but 
falling,  and  employment  has  in- 
creased by  560,000  since  1 985,  to  1 1 . 1 
million.  In  Italy,  the  same  pattern — 
even  on  the  official  figures  Italy  has 
created  410,000  new  jobs  in  the  last 
two  years.  France  is  starting  to  create 
jobs  rapidly.  Britain  has  added  1 .3  mil- 
lion to  its  employment  rolls  since  its 
1982  low  point;  its  GDP  is  expected  to 
grow  4%  this  year  as  Margaret 
Thatcher  begins  to  reap  the  benefits  of 
deregulation,  privatization  and  other 
forward-thinking  fiscal  policies. 

In  fact,  there  are  now  25.7  million 
jobs  in  West  Germany,  1.2  million 
fewer  than  in  1973. 

If  anything,  that  understates  the 


depth  of  Germany's  malaise.  Subtract 
the  number  of  government  jobs,  and 
the  nation's  private  sector  has  actual- 
ly lost  jobs  in  the  last  20  years. 

What  happened  to  Erneuerungsener- 
gie? Elsewhere  in  Europe  political 
leaders  have  actively  encouraged  the 
restructuring   of    their  economies. 

West  German  Chancellor 
Helmut  Kohl  has  talked  of 
reform,  but  done  little  to 
effect  it. 

Take  tax  reform.  Chan- 
cellor Kohl's  coalition 
promised  to  cut  taxes  by  a 
modest  $33  billion  by 
1990.  After  tax  hikes  else- 
where, the  net  cut  will 
come  to  just  $23  billion. 
While  the  Reagan  Admin- 
istration cut  top  personal 
income  tax  rates  by  22 
percentage  points,  to 
28%,  Kohl's  administra- 
tion will  cut  the  top  Ger- 
man rate  by  all  of  3  per- 
centage points,  to  53%. 
The  bulk  of  the  cut  arrives 
in  1990,  and  the  govern- 
ment has  yet  to  decide  how  it  will 
finance  it.  "With  these  marginal 
changes,  one  can  seriously  doubt  that 
such  a  reform  has  a  stimulative  sup- 
ply-side effect,"  says  Wolfgang  Ger- 
stenberger,  an  economist  with  IFO,  a 
Munich-based  think  tank. 

In  countries  infused  with  Erneuer- 
ungsenergie, the  service  sector  mops 
up  workers  thrown  out  of  work  by 
restructuring.  But  according  to  a  re- 
cent study,  Germany  absorbed  only 
28%  of  its  unemployed  into  service 
industries  between  1973  and  1983. 
That  compared  with  67%  in  the  U.S., 
89%  in  Japan.  The  OECD  attributes 
Germany's  poor  showing  to  two 
things:  the  heavy  regulation  of  Ger- 
many's retail,  telecommunications, 


116 


FORBES,  NOVEMBER  2,  1987 


German  metal  workers  threatened  with  layoffs 
"Firms,"  says  a  union  leader,  "have  to  go  where  the  workers  are.' 


transportation,  insurance  and  other 
service  industries;  and  to  the  dis- 
placed industrial  workers'  unwilling- 
ness to  take  lower-paying  service  jobs. 

There  have  been  half-hearted  stabs 
at  deregulation.  Last  year,  for  exam- 
ple, members  of  the  FDP  tried  to  loos- 
en store  hours,  which  are  fixed  be- 
tween 7  a.m.  and  6:30  p.m.  A  relax- 
ation would  certainly  create  jobs  and 
benefit  consumers.  But  the  unions 
claimed  the  hours  were  inhuman,  and 
the  big  stores  beefed  it  wouldn't  bring 
more  business.  The  liberalizing  politi- 
cians backed  off.  Government  is  now 
in  the  process  of  watering  down  pro- 
posals that  would  modestly  deregu- 
late the  Bundespost,  which  controls 
all  telecommunications  equipment 
and  lines  that  pass  through  Germany. 
And  there's  talk  of  opening  the  Ger- 
man insurance  industry  to  foreign 
competition. 

When  he  came  to  office,  Kohl  prom- 
ised to  slash  the  subsidies  West  Ger- 
many pays  to  industries  like  coal, 
shipbuilding,  steel  and  agriculture. 
But  these  subsidies  have  shot  up  25%, 
to  $71  billion  a  year,  since  Kohl  came 
to  power. 

Why  the  lack  of  movement  of  de- 
regulation and  cutting  wasteful  subsi- 
dies? Take  a  walk  down  Bonn's  Aden- 


auerallee.  The  sturdy,  low-rise  office 
blocks  are  crammed  with  every  imag- 
inable special-interest  group,  from  egg 
farmers  to  electricians.  There  is  no 
political  leadership  akin,  say,  to  Ron- 
ald Reagan  or  Margaret  Thatcher — or, 
in  his  way,  Mikhail  Gorbachev — to 
take  on  the  special  interests.  The  spe- 
cial-interest groups  make  hay  out  of 
all  attempts  at  significant  reform. 
Warned  Karl  Jiittemeier,  an  econo- 
mist at  the  prestigious  Kiel  Institute 
in  January:  "The  [economy's]  capabil- 
ity to  adjust  has  been  weakened  by 
the  government's  readiness  to  meet 
the  demands  of  organized  special  in- 
terest groups,  some  of  which  behaved 
in  the  best  German-guild  tradition  of 
the  Middle  Ages." 

The  media  have  shown  the  other 
lobby  groups  how  to  play  the  game: 
Journalists  are  openly  subsidized  by 
the  federal  government  in  that  Ger- 
man journalists  are  allowed  a  15%  tax 
deduction  of  gross  salary.  (Journalists 
in  Bonn  are  allowed  to  deduct  30%.) 
The  current  economic  minister,  Mar- 
tin Bangemann,  mentioned  the  possi- 
bility of  cutting  the  subsidy.  Re- 
sponse? Threats.  Wrote  the  powerful 
daily  Suddeutsche  Zeitung  early  last 
month:  "If  Bangemann  touches  our 
modest,  small  change  [deduction]  he 


will  receive  a  slice  of  truth  about  the 
business  of  politics." 

Germany's  unions  are  as  deter- 
mined as  its  journalists  to  take  none 
of  the  pain  restructuring  entails.  Dur- 
ing the  1980s  era  of  near-zero  infla- 
tion, the  unions  have  gotten  mini- 
mum annual  raises  of  around  4% — 
that's  real  money.  That  does  not  in- 
clude the  wage  increase  resulting 
from  the  two-stage  national  reduction 
of  the  40-hour  workweek  to  35  hours 
by  1990  without  any  reduction  in  pay. 

Rigid  labor  laws  are  strangling  busi- 
ness. Wages  are  negotiated  on  an  in- 
flexible national  level,  between  the 
unions  and  the  national  associations 
of  that  particular  industry.  It's  as  if 
the  UAW  worked  out  an  agreement 
with  the  Automobile  Manufacturers 
Association  rather  than  individually 
with  troubled  AMC  and  profitable 
Ford.  Thus  does  a  German  welder  at  a 
heavily  subsidized,  moneylosing  ship- 
builder on  the  depressed  North  Sea 
coast  make  only  about  10%  less  than 
a  similar  worker  at  a  Mercedes-Benz 
plant  in  the  prosperous  south,  a  differ- 
ential that  economists  think  should 
be  much  larger. 

Unemployment  in  Germany's  in- 
dustrial north  is  12%,  nearly  double 
what  it  is  in  the  south.  Why  don't 
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nd  higher  intelligence 
created  a  copying  machine 
that  would  adjust  images 
and  text  electronically.. 


...and  the  "cutting  and  pasting" 

was  left  to  school  children 
everywhere. 

The  Minolta  570Z  copier  with  electronic  image  repositioning.  For  document 
editing  without  time-consuming  "cutting  and  pasting,"  plus  time-saving 
features  like  auto-duplexing  for  quick  two-sided  copies,  wide  zoom  capability 
for  copy  reducing  and  enlarging  and  an  extra  large  cassette  to  hold  2,000  sheets 
of  paper.  Visit  your  Minolta  dealer,  or  call  1-800-237-8087  and  bring  higher 
intelligence  to  your  office. 


MINOLTA 


ONLY  FROM  THE  MIND 
OF  MINOLTA 


©  1987  Minolta  Corporation 


Good  News: 

American  car  prices  up 
less  than  the  Japanese, 


AMERICAN 


8% 


JAPANESE 


20% 


Better  News: 

Chrysler  prices  up 
least  of  all. 


*  Based  on  an  average  of  the  published  sticker  price  increases  for  comparably  equipped  cars  from  October  1985  through  May  1987 
"ii  ii  i  II  it  iTnnnn  n  mi  ii  Minimum 


Best  News; 

Of  all  these  prices, 

Chrysler's 
are  lowest  by  far. 


Plymouth  Reliant  America  4-dr.  $  6995 
Dodge  Aries  America  4-dr.       $  6995 

Toyota  Camry  4-dr.  $  10798 

Honda  Accord  DX  4-dr.  $  10795 

Nissan  Stanza  E  4-dr.  Notchback  $  10949 
Mazda  626  4-dr.  Deluxe  $  10149 

Mercury  Topaz  GS  4-dr.  $  8814 

Chevy  Celebrity  4-dr.  sedan       $  10265 


Plymouth  Sundance  4-dr.  $  7799 

Dodge  Shadow  4-dr.  $  7699 

Toyota  Camry  4-dr.  $  10798 

Honda  Accord  DX  4-dr.  $  10795 
Nissan  Stanza  E  4-dr.  Notchback  $  10949 

Mazda  626  4-dr.  Deluxe  $  10149 

Ford  Tempo  GL  4-dr.  $  8310 

BuickSkyhawk4-dr.  $  8559 


Plymouth  Horizon 

America 

$ 

5799 

Dodge  Omni  America 

$ 

5799 

Nissan  Sentra  E  4-dr.  Sedan 

$ 

8349 

Toyota  Corolla  Sedan  Deluxe 

$ 

8478 

Isuzu  l-Mark  S  Hatchback 

$ 

7339 

Ford  Escort  Pony 

$ 

6586 

Chevy  Nova  Notchback 

$ 

8258 

Dodge  Daytona  $  9799 

Toyota  Celica  GT  Liftback  $  12888 

Nissan  200  SX  Notchback  $  1 1649 

Chevy  Camaro  $  9995 

Pontiac  Firebird  $10359 


Published  base  sticker  prices  as  of  9  9  87  excluding  title,  taxes  and 
destination  charges.  Standard  equipment  levels  may  vary. 


And  our  protection  is  still  the  longest. 
Only  Chrysler  backs  the  quality  of  every  car 
and  truck  it  builds  for  7  years  or  70,000  miles/ 


,  CHRYSLER 
W  MOTORS 

CHRYSLER  •  PLYMOUTH  •  DODGE  CARS  •  DODGE  TRUCKS 


We  just  want  to  be  the  best. 

t  Protects  engine,  powertain  and  against  outerbody  rust-through  See  limited  warranty  at  dealer  Restrictions  apply. 
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workers  move  to  where  the 
jobs  are?  Because  that  threat- 
ens too  much  change  for  the 
workers,  and  loss  of  power  for 
the  unions.  "Firms  have  to  go 
to  where  the  workers  are,"  de- 
clares Karlheinz  Blessing,  a 
union  leader  at  IG  Metall. 
Only  they  don't  and  won't  and 
indeed  couldn't. 

Worst  of  all  are  the  laws  gov- 
erning hiring  and  firing,  which 
further  fossilize  the  economy. 
Take  the  problems  of  Zettler, 
a  $165  million  (sales)  Munich- 
based  maker  of  telecommuni- 
cations equipment.  When  a 
Hong  Kong  competitor  with 
plants  in  mainland  China 
started  making  telephone-an- 
swering machines,  Zettler  was 
forced  to  refocus  on  the  top 
end  of  the  answering-machine 
market  and  throw  in  the  towel 
on  cheaper  machines — its  $12- 
an-hour  unskilled  labor 
couldn't  compete  with  $l-a- 
day  mainland  Chinese  labor. 
This  meant  that  Zettler's  Leo 
Benz,  executive  vice  president, 
had  to  lay  off  80  workers  from 
one  plant. 

A  routine  decision  in  the  U.S.,  lay- 
ing off  80  workers  in  Germany  is  a 
major  undertaking.  Benz  couldn't  just 
fire  the  poorest  performers.  According 
to  German  labor  law,  Benz  could  fire 
only  those  that  were  hired  in  the  last 
six  months.  After  that  he  drew  up  a 
list  of  workers  on  a  welfare  basis: 
Those  with  the  most  dependents  were 
safe,  regardless  of  their  productivity. 
He  then  had  to  prove  to  his  workers 


Wolfgang  Gerstenberger,  economist 
Marginal  tax  reform,  questionable  results 


the  list  was  socially  fair.  They  could 
veto  his  choices  if  they  wished. 

"You  always  end  up  with  the  old- 
est, least  efficient  workers,"  says 
Benz,  shaking  his  head.  "The  only 
ones  I  can  get  rid  of  are  the  young, 
well-educated.  I  can  understand  it 
from  a  social  point,  but  it's  ruinous  to 
the  company.  You  are  forced  to  slim 
down  in  the  wrong  way." 

Since  people  are  impossible  to  fire, 
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Zettler  's  executive  vice  president,  Leo  Benz 

"You  are  forced,  to  slim  down  in  the  wrong  way. 


employers  are  reluctant  to 
hire — hence  the  lack  of  overall 
job  creation.  "We  need  more 
flexibility,"  says  Zettler's 
Benz. 

All  this  further  discourages  a 
group  that  has  never  numbered 
very  many:  German  entrepre- 
neurs. According  to  Ma tuschka 
Group,  the  largest  venture  capi- 
tal manager  in  Germany,  with 
$92  million  under  manage- 
ment, there  is  a  pool  of  only 
about  $550  million  available 
for  startup  financing,  and  most 
of  that  is  basically  government 
handouts.  The  private  sector  in 
Holland,  by  comparison,  has 
more  than  $1.1  billion  under 
management. 

"Germany  does  not  yet  have 
a  proper  structure  for  the  hold- 
ing company  of  venture  capi- 
tal investments,"  says  Rolf 
Dienst,  a  partner  at  Ma- 
tuschka.  "The  private  investor 
who  wants  to  put  his  money 
into  venture  capital  must  use 
entities  that  are  taxed  at 
around  60% .  Yet,  if  he  put  it  in 
any  other  fund,  capital  gains 
would  be  tax-free." 
Germany's  first  unlisted  securities 
market  opened  on  the  eight  regional 
exchanges  in  May.  Last  year  27  Ger- 
man companies  went  public:  27 — a 
record.  But  this  compares  with  184  in 
London  and  955  in  the  U.S. 

"In  Germany  it  is  still  dirty  to  be  an 
entrepreneur,"  says  Lu  Haas,  a  con- 
sultant for  startups.  "At  a  cocktail 
party  you  can  boast  how  you've  been 
promoted  at  your  company,  but  to  say 
you  made  some  money  on  some 
shares  is  still  taboo." 

Meanwhile,  a  demographic  time 
bomb  ticks.  According  to  Werner 
Tegtmeier,  a  director  of  Germany's 
ministry  of  work  and  social  order,  the 
share  of  Germans  over  60  will  have 
nearly  doubled  by  the  year  2030, 
while  the  share  of  under-20-year-olds 
will  have  fallen  over  a  third.  What 
new  workers  in  which  new  jobs  will 
support  the  social  security  payments 
to  the  retired  Germans?  Increasing 
the  number  of  migrant  workers,  al- 
ready at  7.7%  of  the  work  force,  is  one 
solution  being  mentioned.  That  way, 
however,  lies  the  potential  for  social 
strife — especially  if  the  economy  has 
to  support  the  guest  workers,  rather 
than  the  other  way  around. 

Does  Germany  have  the  political 
will  for  change — as  Britain  has  shown 
it  has  in  supporting  Margaret  Thatch- 
er, as  the  U.S.  showed  in  twice  elect- 
ing Ronald  Reagan?  There  are  no  signs 
of  it.  ■ 
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Once  again, 
Compaq 
raises  the  standard 
of  performance 
for  personal  computers. 


This  time 
by  a  factor  of  two . . . 
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The  new  COMPAQ  DESKPRO  386/20 


Last  year,  we  introduced  the 
COMPAQ  DESKPRO  386™  the 
most  advanced  personal  com- 
puter in  the  world.  Now  the  world 
has  two  new  benchmarks  from 
the  leader  in  high-performance 
personal  computing.  The  new 
20-MHz  COMPAQ  DESKPRO  386/20 
and  the  20-lb.,  20-MHz  COMPAQ 
PORTABLE  386  deliver  system 


performance  that  can  rival 
minicomputers'  Plus  they  intro- 
duce advanced  capabilities, 
without  obsoleting  your  invest- 
ment in  software,  hardware 
and  training. 

Our  new  computers  employ 
an  industry-standard  20-MHz 
80386  microprocessor  and  so- 
phisticated 32-bit  architecture. 


But  to  make  these  two  of  the 
world's  fastest  PC's,  we  did 
more  than  just  increase  the 
clock  speed. 

For  instance,  both  are  built 
around  a  concurrent  bus  archi- 
tecture. Two  buses— one  for 
memory  and  one  for  peripherals- 
eliminate  information  bottle- 
necks, allowing  each  component 


It  simply  works  better. 


aost  powerful  PC's 
nd  off. 


and  the  new  20-MHz  COMPAQ  PORTABLE  386 


to  run  at  its  maximum  speed. 
Together,  they  insure  the  highest 
system  performance  without 
sacrificing  compatibility  with 
industry-standard  peripherals. 

Both  computers  offer  disk 
caching.  Both  offer  the  most 
memory  and  storage  within  their 
classes.  Both  let  you  run  soft- 
ware being  written  to  take  ad- 


vantage of  386  technology.  And 
both  run  new  MS-DOS7BASIC 
Version  3.3  as  published  by 
Compaq.  With  it,  our  new  porta- 
ble and  our  new  desktop  can 
break  the  32-megabyte  limit  on 
file  sizes  that  handcuffs  other 
PC's,  allowing  you  to  build  files 
up  to  the  size  of  your  entire  fixed 
disk  drive. 


And  from  now  until  December 
31,  1987,  both  computers  come 
with  a  free  package  of  new 
Microsoft*  Windows/386  Presen- 
tation Manager.  It  provides  multi- 
tasking and  switching  capabilities 
with  today's  DOS  applications  to 
make  you  more  productive.  But 
that's  just  the  beginning.  To  find 
out  more,  read  on. 


COMPAQ. 


The  question  wasn 
but  how  to  get  th 


System  Board  with  20-MHz  Cache  Memory  Controller 


The  most  powerful  personal 
computer  in  the  world 


The  COMPAQ  DESKPRO  386/20 
is  an  impressive  50%  faster  than 
16-MHz  386-based  personal 
computers.  Even  more  impres- 
sive is  the  fact  that  it's  up  to  25% 
faster  than  other  20-MHz  386's. 
That's  because  the  processor  is 
just  one  small  part  of  how  the 
COMPAQ  DESKPRO  386/20 
outperforms  every  other  PC 


in  the  world  today  and  even 
many  minicomputers. 

The  big  reason  is  the  new 
COMPAQ  Flexible  Advanced 
Systems  Architecture,  which 
optimizes  overall  system 
throughput  while  maintain- 
ing full  compatibility  with 
industry-standard  peripherals 
It  does  this  by  combining  an 


advanced  memory  caching 
scheme  with  memory  and 
peripheral  buses  that  operate 
concurrently. 

Complementing  the  speed  of 
the  microprocessor  is  the  new 
advanced  20-MHz  Intel*  82385 
Cache  Memory  Controller.  Like 
an  efficient  secretary  that  keeps 
frequently  used  information 
close  at  hand,  it  allows  the 
microprocessor  to  operate  at 
0-wait  states  95%  of  the  time. 

While  one  bus  handles  these 
high-speed  operations,  another 
simultaneously  handles  periph- 


It  simply  works  better. 


3W  to  get  to  20  MHz, 
lost  out  of  20  MHz. 


erals  operating  at  the  industry- 
standard  8  MHz. 

This  flexible  approach  allows 
you  to  dramatically  increase 
system  throughput  while  pre- 
serving your  investment  in  mon- 
itors, disk  drives,  and  expansion 
boards.  It  can  also  accommodate 
today's  and  tomorrow's  most 
advanced  peripherals  without 
constraining  their  performance. 

Take  options  like  our  new 
Weitek™  Coprocessor  Board. 
Never  before  offered  in  a  PC, 
it  can  increase  the  speed  of 
calculation-intensive,  engineer- 


ing and  scientific  applications 
by  a  factor  of  six,  giving  the 
COMPAQ  DESKPRO  386/20 
the  performance  of  a  dedicated 
engineering  workstation  at  a 
fraction  of  the  cost. 

Compaq  also  provides  130- 
and  300-Megabyte  Fixed  Disk 
Drives  with  some  of  the  indus- 
try's fastest  access  times.  And 
when  used  with  disk  caching 
software,  they  represent  the 
highest-performance  storage 
subsystems  available. 

As  for  memory,  Compaq 
offers  32-bit  high-speed  RAM. 


One  full  megabyte  comes  stan- 
dard and  is  expandable  to  16 
megabytes  without  using  an 
expansion  slot.  Plus,  we  in- 
cluded the  COMPAQ  Expanded 
Memory  Manager.  It  supports 
the  LIM  standard  so  your  soft- 
ware can  break  the  640-Kbyte 
barrier  even  before  OS/2™  is 
released. 

As  tasks  become  more  com-  . 
plex  and  users  demand  more 
advanced  capabilities,  Compaq 
responds  by  raising  the  standard 
of  performance  in  personal 
computing. 

comma 


Everyone  expected  Compai 

But  no  on 


Pound  for  pound,  it  is  the 
world's  most  powerful  computer 


Compaq  has  long  been  recog- 
lized  as  the  world  leader  in  both 
50386  technology  and  portable 
:omputing.  So  it  isn't  surprising 
hat  we  would  combine  the  two. 

But  no  one  expected  the  new 
:OMPAQ  PORTABLE  386  to  run 
it  20  MHz.  And  no  one  even 


dreamed  that  it  would  offer  100 
megabytes  of  storage,  disk  cach- 
ing, and  much,  much  more. 

Our  newest  20-lb.  portable 
computer  goes  far  beyond  an 
80386  microprocessor  with  a 
handle.  It's  not  just  the  most 
advanced  portable  in  the  world. 


Pound  for  pound,  it's  the  world's 
most  powerful  computer.  Period. 

Like  the  recent  COMPAQ 
PORTABLE  III™  which  changed 
the  shape  of  full-function  porta- 
ble computing,  the  COMPAQ 
PORTABLE  386  makes  no  com- 
promises. It  offers  more  speed, 
memory- storage  and  features 
than  any  other  portable  PC.  It 
runs  your  current  software  up  to 
25%  faster  than  16-MHz  386 
PC's.  Beyond  that,  its  perform- 
ance in  calculation-intensive 
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I  introduce  a  386  portable  PC. 
[pected  all  this. 


applications  is  increased  even 
more  when  you  add  an  optional 
20-MHz  80387  coprocessor. 

Memory?  Get  one  megabyte 
of  32-bit,  high-speed  RAM  stan- 
dard or  go  as  high  as  10  MB  inter- 
nally. And  like  all  of  the 
COMPAQ  386-based  PC's,  it  fea- 
tures the  COMPAQ  Expanded 
Memory  Manager. 

With  our  high-performance 
100-megabyte  internal  fixed  disk 
drive,  you  can  actually  fit  500  lbs. 
of  data-filled  pages  into  a  20-lb.  PC, 


unsurpassed  storage  for  a  porta- 
ble. If  that's  too  much  for  you,  we 
also  offer  a  40-megabyte  model. 

We've  become  famous  for  build- 
ing desktop  computer  capabilities 
into  our  portables  without  leav- 
ing anything  out.  The  COMPAQ 
PORTABLE  386  is  more  proof.  It 
has  a  high-resolution,  640  X  400, 
10-inch  plasma  display;  a  full- 
size,  portable  enhanced  key- 
board; two  industry-standard 
expansion  slots  in  a  lightweight, 
optional  plug-on  unit;  a  choice 


between  an  optional  2400-  or 
1200-baud  Hayes-compatible 
modem;  a  full-size  5V4-inch  1.2- 
MB  diskette  drive;  even  an  op- 
tional 40-MB  tape  backup. 

These  features,  combined 
with  the  ultimate  in  portable 
performance,  make  the 
COMPAQ  PORTABLE  386  the 
biggest  PC  this  small. 


comma 


Compaq  moves  you  ahead 
without  leaving  you  behind. 


Compaq  offers  the  most  complete 
line  of  high-performance  386 
solutions.  They  all  run  industry- 
standard  software  and  hardware, 
protecting  the  investments  you've 
already  made. 

At  the  same  time  you  won't  be 
left  behind  when  other  technolo- 
gies become  important.  Multi- 
task with  existing  applications 
using  Microsoft  Windows/386 
Presentation  Manager.  Add  VGA 


graphics  if  you  wish.  Run  OS/2 
when  it's  available.  And  now 
3V2-inch  drives  are  even  an  op- 
tion for  our  desktops. 

We  optimize  the  most  ad- 
vanced technology  while  main- 
taining compatibility  with  the 
past,  present  and  future.  This 
makes  COMPAQ  PC's  a  wise 
decision  for  serious  business 
users.  Because  at  Compaq,  we 
don't  burn  bridges,  we  build  them. 


See  the  COMPAQ  DESKPRO  386/20 
and  COMPAQ  PORTABLE  386  at  an 
Authorized  COMPAQ  Computer  Dealer. 
And  from  now  through  December  31,  1987, 
get  Microsoft  Windows/386  Presentation 
Manager  free  when  you  buy  a  386-based 
COMPAQ  computer.  For  more  informa- 
tion, call  1-800-231-0900,  Operator  40. 
In  Canada,  call  416-733-7876,  Oper- 
ator 40. 

Weitek™  Lotus,"  Intel*  Microsoft"  MS-DOS* 
Hayes"  and  OS/2™  are  trademarks  of  their 
respective  companies. 
©1987  Compaq  Computer  Corporation. 
All  rights  reserved. 
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Boating  sales,  fueled  by  easy  credit,  are 
booming  as  never  before.  Is  it  the  last  hurrah  of  the 
great  consumer  binge?  Or  is  boatings  prosperity 
a  demographic  inevitability)? 


Dollars  ahoy! 


By  Howard  Rudnitsky 
and  Richard  L.  Stern 


Last  year  J.  Orin  Edson,  54, 
sold  his  Bayliner  Marine 
Corp.  to  Brunswick  Corp. 
for  a  quick  $425  million 
and  walked  away  with  al- 
most $400  million  of  it  in  cold  cash. 
Only  weeks  later  Cornelius  (Connie) 
Ray,  62,  sold  his  Sea  Ray  boat  compa- 
ny, Ray  Industries,  to  Brunswick,  for 
$350  million.  Edson  joined  the  exclu- 
sive Forbes  Four  Hundred.  (Ray,  who 
shared  ownership  of  the  company 
with  his  employees,  didn't  quite 
make  the  list.) 

America's  current  prosperity  has 
been  fueled  by  tax  cuts  and  the  most 
exuberant  consumer  spending  in  his- 
tory. Surfeited  with  other  consumer 
goods,  affluent  Americans  have 
turned  increasingly  to  buying  boats. 
On  easy — very  easy — credit,  of 
course. 

Orin  Edson  and  Connie  Ray  were  a 
couple  of  smart  businessmen  in  the 
right  place  at  the  right  time.  Over  the 
last  five  years  the  two  have  been  at 
the  center  of  boating  industry  changes 
that  have  put  fancy  yet  affordable  rec- 
reational powerboating  within  the 
economic  reach  of  more  Americans 
than  ever  before.  By  streamlining 
boatbuilding  and  by  transforming  it 
into  the  low-labor-cost,  high-volume 
business  it  is  now,  Edson  and  Ray 
bave  helped  create  a  healthy  and  prof- 
itable manufacturing  sector  that  is 
bringing  jobs  to  small  towns  and  cit- 
ies throughout  America. 

The  country's  passion  for  boating  is 


obvious  on  any  fair-weather  weekend 
on  waterways  from  New  York's  ma- 
jestic Hudson  River  to  California's 
Avalon  harbor  off  Catalina  Island.  At 
marinas  across  the  country  the  short- 
age of  docking  space  has  produced 
long  waiting  lists  of  boat  owners  look- 
ing for  somewhere  to  tie  up.  The  slip 
scarcity  has  also  created  an  only-in- 
America  phenomenon,  the  docko- 
minium,  where  boat  owners  can  buy 
their  slips  for  prices  ranging  from 
$1,000  per  square  foot  to  $3,000 
(Forbes,  Sept.  21). 

An  estimated  100,000  Americans 
bought  their  first  powerboats  last 
year,  most  spending  less  than 
$12,000.  But  boating  turns  out  to  be  a 
particularly  seductive  addiction. 
Once  they've  bought  in,  people  tend 
to  keep  on  buying,  so  long  as  their 
money  or  credit  holds  out.  So  350,000 
to  400,000  boat  owners  last  year  trad- 


ed up  to  more  elaborate  and  usually 
more  powerful  craft. 

It  wouldn't  be  modern  America  if 
these  were  all  basic  open  boats  with 
outboard  engines  for  dedicated  sports 
people.  Most  are,  but  an  increasing 
number  are  much  more.  The  new 
trend  is  toward  boats  as  family  recrea- 
tion centers.  For  the  price  of  a  good 
car  Americans  can  buy  a  20-foot-plus 
boat  with  a  head,  galley  and  cuddy 
cabin  that  will  sleep  mom  and  pop 
and  a  couple  of  kids.  Beyond  that,  but 
still  short  of  the  traditional  yacht,  is 
the  floating  living  room,  replete  with 
heating  and  air-conditioning.  Air-con- 
ditioning? Absolutely.  And  a  full  ar- 
ray of  electronics  from  satellite 
uplinks  for  navigation  and  communi- 
cations, to  radar,  sonar  fish  finders 
and  anticollision  warning  devices. 

Joseph  Yablonsky,  a  47-year-old 
partner  in  the  Minneapolis  office  of 
Laventhol  &  Horwath,  a  national  ac- 
counting firm,  has  an  air  conditioner 
and  heating  system  in  his  boat.  These 
amenities  extend  the  boating  season 
on  Lake  Minnetonka,  20  minutes 
from  downtown  Minneapolis,  where 
he  docks  his  luxurious  43-foot  Well- 
craft  Portofino.  "It's  so  restful  and 
wonderful,"  he  says. 

Add  it  up:  air-conditioning,  fish- 
finding  equipment  and  the  craft  itself. 
It  turns  out  that  Americans  spent 
more  than  $7  billion  last  year  on  boats 
and  another  $7  billion  or  so  on  boat- 
ing equipment  and  services.  That  $14 
billion  is  more  than  they  spent  on 
cosmetics  or  dog  food  or  rock  music, 
and  boating  is  growing  faster  than  any 
of  these.  Motorboat  sales  have  in- 
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creased  at  least  15%  a  year  since  1982. 

In  boating,  only  sailboats  are  lag- 
ging, with  total  sales  last  year  of  about 
half  a  billion  dollars.  What's  the  mat- 
ter with  sailing?  Too  much  effort  and 
training  required.  And  industry  mar- 
keting surveys  show  that  most  buyers 
see  sailboating  as  an  elitist  sport  that 
is  just  too  much  trouble  for  most  peo- 
ple. Powerboating,  on  the  other  hand, 
is  regarded  as  an  upwardly  mobile, 
prestigious  leisure-time  activity.  No 
mystery  here.  People  buy  boats  to 
fish,  water-ski,  socialize  and  cruise 
America's  waterways. 

Is  all  this  one  more  sign  of  the  grow- 
ing self-indi4gence  of  the  American 
people?  Maybe,  but  the  boating  phe- 
nomenon has  solid  demographic  un- 
derpinnings. The  people  of  the  so- 
called  baby  boom  generation  are  mov- 
ing into  their  boat-buying  years.  The 
rule  of  thumb  is  that  folks  catch  boat- 
ing fever  between  35  and  45  as  their 
incomes  grow.  First,  people  buy  new 
cars,  and  then  they  start  renovating 
their  homes  or  buying  new  ones.  After 
that  they  begin  coveting  boats.  Buy- 
ing boats  is  like  eating  peanuts:  You 
can't  stop  at  one.  The  urge  is  toward 
faster  and  bigger.  There's  even  a  name 
for  this,  says  Jeffrey  Napier,  head  of 
the  National  Association  of  Marine 
Manufacturers:  the  "five-foot-a-year 
disease." 

Robert  Zubrin,  49,  of  Cherry  Hill, 
N.J.,  runs  a  window  replacement 
business.  He  bought  his  first  power 
boat  less  than  a  year  ago — a  relatively 
modest  21 -foot  Bayliner  that  cost  him 
about  $18,000,  with  trailer.  Early  this 
summer  he  moved  up  to  a  $35,000  25- 
footer  that  sleeps  six.  Zubrin,  once  an 
avid  golfer,  now  spends  weekends 
with  his  family  cruising  the  Chesa- 
peake Bay  and  is  haunting  boat  shows 
in  search  of  the  right  32-foot  craft. 

Zubrin,  most  atypical  for  boat  buy- 
ers, paid  cash.  But  lenders,  from  your 
friendly  local  bank  to  GMAC,  have 
found  that  boat  loans  are  among  their 
safest.  So  they  are  throwing  money  at 
aspiring  commodores.  More  than 
that,  Shearson  Lehman  Brothers  in- 
tends to  offer  boat-loan-backed  secu- 
rities, just  as  it  already  does  with 
mortgage-backed  securities. 

A  majority  of  boat  buyers  this  year 
will  finance  their  purchase  with  an 
average  loan  of  $25,000.  As  with  sec- 
ond homes  and  recreational  vehicles, 
the  interest  on  boat  loans  is  tax-de- 
ductible so  long  as  the  boat  has  a  head 
and  cooking  facilities.  That's  right: 
From  the  tax  collector's  point  of  view, 
a  boat  with  a  toilet  and  a  galley  is 
indistinguishable  from  a  second 
home.  No  surprise,  then,  that  some 
boats,  even  under  20  feet,  come  with 


heads  and  galleys. 

Lenders  are  knocking  each  other 
over  in  the  rush  to  lend  to  boat- 
hungry  consumers.  Banners  over 
some  finance  company  booths  at  Sep- 
tember's Norwalk,  Conn,  boat  show 
were  advertising  9.75%  fixed-rate  fi- 
nancing with  10  to  15  years  to'pay, 
depending  on  the  size  of  the  loan.  Try 
to  get  those  terms  on  a  home  loan 
these  days. ' 

Who's  cashing  in  on  this  nice  little 
bonanza?  Though  just  about  anybody 
who  makes  a  boat  today  is  making  a 
profit,  the  big  money  is  made  by  a 
relative  handful.  Fifteen  years  ago 
boating  was  a  small  industry  with 
hundreds  of  boatmakers  churning  up 
maybe  a  quarter  of  today's  revenues. 
Today  maybe  150  of  these  powerboat 
makers  remain,  and  it  is  likely  that  in 
a  few  short  years  many  of  those  will 
be  gone  as  well.  Changes  in  manufac- 
turing methods  have  taken  boats  into 
the  mass-production  age. 

In  a  few  years  a  handful  of  compa- 
nies will  account  for  about  half  of 
industry  volume  as  economies  of 
scale,  and  the  ability  to  spend  big  on 
advertising,  innovation  and  dealer 
networks  allow  the  survivors  to  shut 
out  smaller,  undercapitalized  rivals. 
Certainly  there  will  be  small,  inde- 
pendent boatmakers,  but  they  will 
compete  for  regional  markets  or  as 
niche  players  with  specialized  craft. 

Already,  four  companies,  Skokie, 
111. -based  Brunswick,  Genmar  Indus- 
tries in  Minneapolis,  Outboard  Ma- 
rine in  Waukegan,  111.  and  Miramar 
Marine  Corp.  out  of  Dallas,  account 
for  30%  of  some  industry  sales,  and 
next  year  it  could  be  40% .  The  indus- 
try's transformation  happened  so 
quickly  that  a  couple  of  major  players, 
the  country's  biggest  enginemakers, 
almost  got  left  at  the  dock. 

Just  a  year  ago  it  suddenly  dawned 
on  Brunswick,  which  makes  the  in- 
dustry's top-selling  Mercury  power 
plants,  and  Outboard  Marine  Corp., 
maker  of  Johnson  and  Evinrude  mo- 
tors, that  the  boating  boom  was  run- 
ning away  from  them.  The  growing 
strength  and  profitability  of  the  boat- 
builders  meant  that  companies  like 
Bayliner  and  Sea  Ray  were  beginning 
to  influence  the  price  of  engines  used 
in  their  boats.  That  meant  shrinking 
margins  for  the  enginemakers. 

So  late  last  year  Brunswick  up  and 
bought  Bayliner  and  Sea  Ray,  paying 
$775  million  for  the  two  largest  boat- 
makers  in  the  business.  Brunswick 
accordingly  became  the  giant  of  the 
industry.  This  year  some  $2  billion,  or 
two-thirds,  of  Brunswick's  revenues 
and  an  estimated  70%  to  75%  of  the 
company's  profits  will  come  from  en- 


gines and  boats. 

Outboard  Marine  Co.  quickly  fol- 
lowed suit,  paying  just  under  $125 
million  for  five  smaller  boatmakers, 
including  Four  Winns,  which  had  tri- 
pled sales  in  the  three  previous  years. 
Outboard  Marine  is  the  third-largest 
boatmaker,  with  boating  sales  of  $200 
million  this  year. 

There  are  two  other  big  players.  In 
Texas  the  Thompson  family,  which 
has  been  running  Southland  Corp. 
and  the  7-Eleven  chain,  runs  Mira- 
mar. Miramar  now  owns  three  boat 
companies,  including  family-cruiser 
maker  Carver  Boat  Corp.,  with  a  little 
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under  $200  million  in  revenues. 

The  second-largest  boatmaker  is 
Minneapolis-based  Irwin  Jacobs  and 
his  Genmar  Industries.  Jacobs,  better 
known  as  Irwin  the  Liquidator  for  his 
company's  selling  of  surplus  stocks, 
as  well  as  for  his  habit  of  buying  and 
stripping  businesses,  is  serious  about 
building  a  major  boat  company.  Over 
the  last  few  years  he  has  snapped  up  a 
number  of  well-known  companies, 
including  Hatteras,  long  counted 
among  the  Rolls-Royces  of  produc- 
tion yachts.  His  fleet  also  includes  the 
$250-million-plus  Wellcraft  Co., 
which  makes  a  full  line  of  power- 


boats— including  the  high-perfor- 
mance Scarab,  of  Miami  Vice  fame.  All 
told,  Genmar's  revenues  this  year  will 
be  about  $460  million,  second  only  to 
Brunswick  in  boatbuilding. 

The  growing  power  of  the  big  four  is 
impressive.  While  revenues  for  the 
powerboat  industry  have  been  grow- 
ing at  about  15%  a  year  for  the  last 
five  years,  revenues  at  the  big  four  are 
growing  by  two  to  three  times  that.  At 
Brunswick  it  is  likely  that  Bayliner's 
sales  for  1987  will  come  in  at  $550 
million,  nearly  a  30%  rise  over  1986, 
according  to  President  Vinton  (Slim) 
Summerville.    Sea    Ray's  revenues 


should  be  up  at  least  30%,  to  $450 
million,  says  Connie  Ray. 

What  paved  the  way  for  the  emer- 
gence of  major  boatbuilders  were  the 
changes  in  manufacturing  methods. 
This  made  it  possible  to  mass-pro- 
duce boats  with  low  labor  costs.  Orin 
Edson  was  a  Seattle  boat  dealer  who 
realized  in  the  1970s  that  he  would 
make  more  money  if  he  manufac- 
tured the  boats  he  sold.  With  the  ad- 
vent of  fiberglass  as  a  construction 
material,  boatbuilding  had  become  a 
likely  candidate  for  mass  production 
with  relatively  unskilled  labor,  and 
without  a  huge  investment  in  plant 
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Outboard  Marine  Corp.  Chairman  Charles  Strang  piloting  a  Four  Winns  on  Lake  Michigan 
He  almost  missed  the  boat. 


Richard  Derk 


and  equipment.  A  typical  boatbuild- 
ing plant  of  Bayliner  or  Sea  Ray  costs 
only  $2  million,  and  most  of  these 
plants  are  situated  in  small  towns 
where  nonunion  labor  is  reasonable 
and  cooperative. 

Tooling?  Not  dear.  Most  new  boat 
models  cost  $50,000  to  $100,000  to 
create.  Fashioned  first  in  wood,  the 
model  is  sprayed  with  fiberglass  and 
sanded  smooth  to  create  a  plug.  The 
plug  is  then  coated  with  fiberglass  to 
make  a  hollow  mold.  Waxed  and 
sprayed  with  fiberglass,  the  mold  is 
used  again  and  again  to  make  hulls 
and  decks  that  are  then  assembled 
into  finished  boats. 

Need  increased  manufacturing  ca- 
pacity and  another  assembly  line? 
Just  make  another  set  of  molds.  Con- 
nie Ray  appreciated  the  appeal  of  fi- 
*  berglass  for  boatmaking  early  on.  He 
maintains  he  started  building  boats 
because  he  found  his  original  busi- 
ness, manufacturing  fiberglass  cof- 
fins, too  depressing. 

Throughout  the  1970s  Edson  built 
boats  for  other  dealers  as  well,  and 
Bayliner  began  moving  east.  By  1980 
revenues  were  $80  million,  which 
then  was  enormous  for  a  boat  compa- 


ny. But  in  1981,  as  interest  rates  hit 
near  20%,  Bayliner 's  revenues  sank  to 
$50  million  and  profits  almost  disap- 
peared. Edson's  solution  was  pat- 
terned after  Henry  Ford  and  the  Japa- 
nese automakers. 

As  late  as  1980,  a  lot  of  boats  were 
built  to  order.  The  buyer  had  a 
huge  choice  of  options,  which  includ- 
ed color,  seating,  engine  size,  radio, 
depth-finder,  etc.  Large  and  varied  in- 
ventories were  the  costly  rule.  Edson 
changed  that.  Like  the  Japanese,  Ed- 
son loaded  his  boat  with  options,  in- 
cluding a  trailer,  and  made  them  stan- 
dard equipment.  Like  Henry  Ford,  he 
offered  a  very  limited  selection  of  col- 
ors. (Ford,  as  you'll  recall,  once  de- 
creed customers  could  have  any  color 
car  they  wanted  so  long  as  it  was 
black.) 

At  first,  Bayliner's  dealers  groaned 
and  insisted  they  could  never  sell 
cookie-cutter-produced  boats  like 
that.  They  were  wrong.  Buyers  were 
delighted.  They  got  more  boat  for 
their  buck.  They  took  delivery  faster 
and  in  most  cases  could  be  on  the 
water  the  same  day  they  signed  the 
papers.  Perfect  for  the  Dr.  Spock 
generation. 


Equally  important,  standardization 
reduced  the  cost  of  producing  the 
boats.  The  cost  of  labor  alone,  with- 
out those  work-intensive  special  or- 
ders, dropped  from  around  20%  of  the 
cost  of  the  boat  down  to  8%  to  12%. 
One  result:  Between  1982  to  1986 
Bayliner  boat  sales  improved  from 
5,000  to  47,000  units,  ranging  from 
$5,000  15-footers  that  come  with 
trailer  and  50hp  engines  to  45-foot 
diesel-powered  craft  that  cost  almost 
$300,000. 

While  Edson  was  building  a  Ford, 
Connie  Ray  was  building  a  reputation 
for  a  more  expensive,  well-engi- 
neered, high-quality  craft,  with  a 
price  tag  of  up  to  $350,000,  but  also 
produced  in  volume.  Ray,  smartly, 
not  only  targeted  the  right  lucrative 
audience  but  also  made  sure  his  deal- 
ers got  rich.  He  earned  their  loyalty  by 
producing  a  fine  product  and  letting 
his  dealers  open  in  as  many  as  three 
different  locations.  Most  companies 
restrict  their  dealers  to  one  showroom 
apiece. 

Today  a  Sea  Ray  dealership  (there 
are  only  130)  is  easily  one  of  the  most 
sought  after  in  the  industry.  When 
Ray  sold  out  to  Brunswick  last  year, 
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Full  steam  ahead 


The  powerboat  business  has  become  increasingly  domi-  some  of  the  biggest  and  best-known  names  in  the 

nated  by  four  major  companies,  which  this  year  should  industry.  Their  boat  lines  range  from  simple  craft,  af- 

account  for  30%  of  industry  sales.  The  four  have  ac-  fordable  family  boats,  all  the  way  up  through  yachts 

quired  15  boat  manufacturers  altogether,  among  them  costing  over  $1  million. 


Size  range 
(in  feet) 


Prices " 


Brunswick  Corp. 
(estimated  1987  boat  sales: 
$1  billion) 


19-foot 

Bayliner  Capri 


Bayliner 

15  to  45 

$5,000  to  $250,000 

Largest  pleasure-boat  maker.  Family  boats:  runabouts  to 
diesel  yachts 

Sea  Ray 

16  to  46 

$8,000  to  $345,000 

Sportier,  higher-pnced  craft.  Runabouts,  high-performance 
speedboats,  fishing  boats,  cruisers 

Genmar  Industries  Inc. 
(estimated  1987  sales: 

43-foot  ^^H^ElraKHHHHi^^l^^l 

Wellcraft                     jffl  ftWjjjl L  HffB^fW  B 

Size  range 
(in  feet) 

Prices* 

Lund 

12  to  21 

$900  to  $20,000 

Aluminum  and  fiberglass  fishing  boats 

Glasstron 

16  to  23 

$5,000  to  $28,000 

Runabouts  and  powerboats 

Larson 

15  to  30 

$4,000  to  $58,000 

Family  boats:  runabouts  to  small  cruisers 

Wellcraft 

1 7  to  50 

$4,000  to  $200,000 

Sportier  craft:  family  cruisers,  high-performance 
speedboats  and  sleek  cruisers 

Hatteras 

32  to  77 

$1 17,000  to  $1.8  million-plus 

Rolls-Royce-class  motor  yachts,  sport  fishing  boats 

Miramar  Marine  Corp. 
(Thompson  family) 

Ranger's 
Comnianche 
bass  boat 

(estimated  1987  sales: 
$175  million) 

Size  range 
(in  feet) 

Prices" 

Ranger  Bass  Boats            15  to  20 

$12,000  to  $20,000 

Fiberglass  bass  boats 

Carver                          21  to  42 

$21,500  to  $252,000 

Sports  and  family  boats  and  cruisers 

Californian  Yachts          42  to  55 

$209,500  to  $458,000 

Luxury  yachts 

Outboard  Marine  Corp. 
(estimated  1987  boat  sales: 
$200  million) 

tour  Winns 
Candia 

Size  range 
(in  feet) 

Prices" 

Lowe                             8  to  30 

$1,000  to  $30,000 

Aluminum  fishing  boats,  general-utility,  aluminum 
pontoon  boats 

Stratos                          16  to  21 

$7,000  to  $20,000 

Runabouts,  high-performance  bass  boats 

Sunbird                        16.5  to  23 

$8,400  to  $20,000 

Runabouts,  performance  boats 

Seaswirlt                       16  to  22 

$9,800  to  $21,000 

Small  powerboat 

s 

Four  Winns                    16  to  33.5 

$9,600  to  $78,000 

Runabouts  to  family  cruisers 

'Base  prices    tMade  by  Bramco. 
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14  of  his  executives  be- 
came millionaires — 8 
of  those  became  multi- 
millionaires. 

Jacobs,  perhaps  be- 
cause of  his  mass-mer- 
chandising back- 
ground, took  a  different 
tack.  Jacobs'  dealers 
blanket  the  country, 
the  more  the  merrier. 
With  the  acquisition  of 
Glastron  Boats,  Gen- 
mar  now  has  more 
than  1,000  outlets. 

"Dealers  are  the  key 
to  selling  boats,"  says 
Jacobs.  And  having  five 
boat  lines,  with  differ- 
ent brand  names,  is  a 
way  of  getting  more 
dealers  without  offend- 
ing existing  dealers. 
Outboard  Marine 
knows  this,  too.  Its 
Evinrude  and  Johnson 
brands  are  identical  engines  that  are 
sold  by  different  dealers.  Bayliner  is 
now  introducing  a  new  upmarket  line 
of  boats  called  Maxum  that  will  be 
sold  through  an  entirely  new  dealer 
network. 

The  surprise  in  all  this  was  that,  as 
sales   began   escalating,    the  boat- 


Brunswick  Chairman  Jack  Reichert 
Almost  overnight,  a  giant. 


builders  were  picking  up  most  of  the 
profits  and  the  engine  builders  were 
eating  low  on  the  hog.  Customers 
shopped  for  boats,  not  engines,  so  the 
boat  dealers  were  able  to  play  one 
enginemaker  off  against  another  for 
the  biggest  discounts.  The  shrinking 
margins  on  engines  hurt  the  manufac- 


turers badly,  because 
they  were  all  putting 
out  much  the  same 
product  and  engine- 
making  is  a  capital-in- 
tensive business. 

Then,    as    if  they 
didn't    have  enough 
problems,  U.S.  manu- 
facturers in  1983  sud- 
denly    had  Yamaha 
breathing  down  theii 
necks.  The  nervy  Japa- 
nese made  a  better  en- 
gine;   more  reliable 
more  economical  and 
more    impervious  tc: 
saltwater  corrosion 
than  anything  then  put 
out   in   this  country. 
Now,  even  though  the 
rising  value  of  the  yen 
has  pushed  its  prices 
higher,    Yamaha  has 
m^^^^^^^    built  a  reputation  for 
**^*—^m—m    excellence     akin  tc 
Honda  and  Toyota  in  cars.  "Yamaha 
came  in  here,  looked  at  what  was 
wrong  with  American  engines  and 
then  proceeded  to  make  a  better  one,'' 
says  Reggie  Fountain  of  high-perfor- 
mance Fountain  Powerboats. 

Which  is  why  Brunswick  and  Out- 
board Marine  began  buying  boat- 


Genmar's  Irwin  Jacobs 

Blanketing  the  country  with  dealers,  the  more  the  merrier. 


I 
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AKT  brings  you 

a  program 
that  continues  to 


make  history 


Tour  years  ago, 
The  MacNeil/Lehrer  NewsHour 
made  history  as  the  first  hour- 
long  evening  news  program 
;     on  national  television. 

It  continues  making 
history  every  week- 
i  night  on  PBS  as  an  ever- 
increasing  audience 
3oks  to  the  program  as  "The  Nation's  Hour  of  Evening  News." 

Consult  your  local  listings  and  join  the  millions  of  dedicated  viewers  who 
ount  on  Robert  MacNeil  and  Jim  Lehrer  to  give  them  the  news  of  the  day  in  depth. 

We  at  AT&T  began  our  association  with  the  award- winning  MacNeil/Lehrer 
ipproach  to  the  news  in  1980.  We're  still  continuing  it  today. 

We  believe  it's  one  more  reflection  of  our  commitment  to  excellence.  In  the 
juality  of  life.  In  the  quality  of  our  products  and  services. 

If  it's  outstanding  performance  you  want,  AT&T  will  see  that 
ou  get  it. 


lW.  AT&T 


AT&T 

The  right  choice. 


makers,  it  would  give  them  a  captive 
market  foi  theii  engines  and  a  profit 
on  the  whole  sale,  not  just  on  the 
most  capital  intensive  and  low-profit 
part  of  it.  The  boatbuilding  part, 
moreover,  is  pretty  safe  from  Japanese 
competition.  Except  at  the  high  end  of 
the  boat  market,  freight  costs  arc  too 
high  to  permit  shipping  tin  product  a 
long  distance. 

Watch  out  for  the  Koreans,  though 
Hyundai  recently  announced  that  it 
would  begin  selling  luxury  yachts,  35 
feel  and  up,  hy  ncxi  summer.  Hut  even 
the  Koreans  admit  that  they  can't 


compete  in  the  main  segment  of  the 
market,  smaller  boats. 

No  doubt  boating  does  have  two 
things  going  for  it:  the  demographics 
of  an  aging  population  with  more  dis- 
cretionary income,  and  the  psycholo- 
gy of  self  indulgence. 

but  how  long  can  the  buying  con- 
tinue at  the  present  pace?  How  much 
more  debt  can  U.S.  consumers  take- 
on''  What  will  happen  when  the  econ- 
omy turns  down? 

Answers  Irwin  Jacobs,  boasting  of 
the  advantages  of  size:  "We  can  make 
a  small  profit  even  it  there's  a  40%  to 


What  might  have  been 


50%  downturn."  During  the  1970s  oil 
embargo,  he  recalls,  the  boating  busi- 
ness turned  down  about  25%,  and  yet 
well-run  companies  still  made  a  little 
money.  "When  the  next  downturn  co- 
mes," says  Richard  Genth,  chairman 
of  Donzi  Marine,  known  for  high-per- 
formance speedboats,  "the  big  boys 
will  catch  a  cold,  but  the  smaller  guys 
will  get  pneumonia." 

In  any  case,  when  it  docs  come, 
neither  Orin  Edson  nor  Connie  Ray 
will  feel  any  pain.  They  were  smart 
enough  to  sell  out  at  what  could  well 
be  the  top  of  the  market.  ■ 


Perhaps  this  country's  best-known  name  in  boating, 
I  In  is  Craft  shows  what  can  go  dcprcssingly  wrong 
when  a  family-owned  business  gets  gobbled  by  the 
wrong  conglomerate. 

Two  years  before  Carl  Friedrich  Benz  patented  the 
automobile  in  1886,  Christopher  Columbus  Smith 
built  the  powerboat  in  Algonac,  Mich.  Ten  years  before 
that,  be  hat!  founded  Chris-Craft.  For  generations, 
graceful,  wood  hulled  Chris-Crafts  dominated  the  mar- 
ket, even  more  than  General  Motors  once  towered  over 
the  automobile  business.  At  one  time  Chris  Craft  sold 
more  pleasure  powerboats  than  the  next  70  companies 
combined. 


By  1960  sales 
powered   up  to 
million 
million 
dollars. 


A  1940s  Chris  Craft  runabout 

Almost  swamped  by  the  wrong  conglomerate. 


had 

$48 

maybe  $180 
in  current 
The  Smith 
family  finally  cashed 
in  and  sold  out  foi 
$40  million  to  the 
Delaware-based  Nati 
Corp.,  a  conglomer- 
ate that  also  made 
auto  parts,  was  in  oil 
and  gas,  and  owned 
TV  stations.  Nafi  be- 
came Chris-Craft  In- 
dustries, Inc.  For  the 
next  nine  years  ('bus-  ZZZZZIZZZZZZZZIZZZZZZZZZZZ 
Craft  clung  to  its  number  one  spot  in  the  industry  and 
boosted  sales  to  nearly  $70  million. 

Then  the  dealsters  moved  in.  In  1969  financial  man 
Herbert  Siegel  acquired  control  ot  the  company  and 
later  ousted  Nafi's  management. 

From  then  on  it  was  downhill.  The  Siegel  team 
seemed  little  interested  in  profitably  running  a  boat 

company,  it  was  more  interested,  on  the  othei  hand,  in 
using  the  company's  $10  million  cash  in  an  extended 
but  unsuccessful  attempt  to  buy  Piper  Aircraft. 

By  the  1970s  liberglass  had  come  into  its  own  as  a 
boatmaking  maunal,  but  Chris-Craft  was  slow  to  get 
the  message.  It  steadily  lost  money  and  market  share, 
and  by  1981  sales  had  fallen  to  $26  million  and  the 
company's  dealer  network  was  down  to  M),  from  a  high 
ot  at  least  MM). 

By  the  end  of  that  \  eai  Siegel  had  amassed  a  conglom 


crate  of  television  and  entertainment  properties.  By  the 
terms  of  a  complex  deal  set  in  December  1981,  he  sold 
off  Chris-Craft  boating  operations  for  some  $8  million. 

'I'he  buyers  were  a  group  of  investors  led  by  G.  Dale 
Murray,  a  real  estate  and  coal  mining  dealmakcr,  and 
attorney  F.  Lee  Bailey,  who  talked  Murray  into  buying 
the  sick  company  and  then  joined  the  board.  Richard 
Genth,  who  had  briefly  run  Chris-Craft  for  Siegel,  also 
put  money  into  the  company. 

Though  little  else  was  left,  Chris-Craft  still  had  a 
magic  name,  and  Murray  and  Genth  capitalized  on  that. 
They  poured  money  into  the  company,  hired  a  top-notch 

boat  designer,  added 
new  dealers  (now  225) 
and  bought  two  small 
boat  companies.  Their 
timing  was  exquisite. 
The  boat  business  be- 
gan booming,  and  by 
the  end  of  1984  sales 
had  risen  to  about 
$120  million. 

But  running  a  tight 
operation  apparently 
was     not     Genth 's 
strong  point.  Chris- 
Craft  had  an  inven- 
tory "shrinkage" 
problem  that  cost  the 
■^h^^hh^^hm^^^^^^^m    company  most  of  its 
profit  that  year.  Murray  finally  eased  him  out  in  August 
1984,  and  Genth  went  off  to  form  his  own  company, 
Donzi  Marine. 

Since  that  time  sales  increased  more  modestly,  to  an 
estimated  $175  million  last  year.  But  difficulties  per- 
sist. Last  year  Chris-Craft  had  a  quality  control  problem 
involving  over  $1  million  worth  of  boats.  The  problem, 
according  to  other  industry  executives,  was  a  familiar 
one:  distracted  management.  "Murray  was  distracted 
by  a  problem  in  a  Florida  real  estate  venture,"  says  one 
top  executive.  "He's  involved  in  too  many  deals.  He's 
not  in  the  boating  business  every  day."  As  a  result, 
Murray  sold  44%  of  the  company  to  the  near-billionaire 
Saudi  investor  Ghaith  Pharaon  in  December  1986. 
Now,  Murray  says,  things  are  picking  up,  but  that 
remains  to  be  seen.  No  matter  what  happens  now, 
lis  Craft  is  unlikely  to  be  what  it  once  was. — H.R. 
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INTELLIGENT  COLOR 

he  most  revolutionary  advance  in  copying.  Since  the  copier. 


Introducing  the  Canon  Color  Laser 
Dier.  The  world's  first  full-color  digital 
n  paper  copier. 

So  advanced,  its  full-color  reproduc- 
i  of  originals  is  remarkably  lifelike  in 
tlity.  So  unique,  its  digital  intelligence 
lances  copying  creativity  to  the  limits  of 
ir  imagination. 

With  Canon's  exclusive  Digital  Image 
cessing  System,  you  can  now  make 
iant  true-to-life  copies  in  up  to  64  gra- 
10ns  per  color.  Or  change  any  color  of 
Driginal  to  any  color  you  like. 

Only  the  Color  Laser  Copier  lets  you 
lenment  with  different  color  combina- 
is  in  designs  and  illustrations.  Or  add 
ir  favorite  color  to  create  documents 
t  really  stand  out.  What's  more,  the  wide 


H  Enjoy  easy  extended  payments 

m  with  ihe  Canon  Credit  Card  Ask  lor  details 

I at  participating  Canon  dealers  and  retailers 
Available  only  mUS  ©  1987  Canon  U  S  A  ,  inc 


range  of  intelligent  editing  features  lets  you 
digitally  create  entirely  new  images.  Right 
on  the  copier.  All  of  which  makes  your  busi- 


ness communications  a  lot  more  effective. 

To  further  expand  your  creativity  you 
can  reduce  or  enlarge  by  50%  to  400%. 
Make  poster-size  copies  for  exciting 
displays  and  dramatic  presentations. 
Combine  text  and  illustrations  together  in 
a  single  copy.  Even  make  11"  x  17"  color 
prints  from  35mm  slides  or  negative  film 
with  the  optional  film  projector. 

All  on  the  same  plain  paper  you  use 
every  day. 

The  Color  Laser  Copier.  It's  giving 
business  a  whole  new  way  to  look  at 
copying.  And  copying  will  never  look  the 
same  again.  Only  from  Canon. 

For  more  information,  call  toll  free 
1-800-OK  CANON.  Or  write  Canon  USA 
Inc.,  PO.  Box  5023,  Clifton,  N.J.  07015. 
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HOW  THE  BANK'S  TRANSACTIONS  STACK  UP  &  UP 


In  the  business  of  government  securities  clearance,  if  you  can't  complete  a  transaction  on 
^mand,  you  stand  to  lose  thousands,  even  millions,  of  dollars.  And  sometimes  clients  as  well. 

So  it's  not  surprising  that  a  predictable,  responsive  computer  network  can  be  a  huge  asset, 
he  Bank  of  New  York  knows  it  for  a  fact.  With  the  help  of  a  network  from  Digital,  they've  become 
tie  of  the  leading  banks  in  the  government  clearance  business. 

According  to  the  bank's  Jorge  Brathwaite,  Senior  Vice  President  Government  Securities 
learance,  "We  compete  by  serving  the  client  faster,  better,  and  more  dependably.  There,  the 
stwork  is  critical." 

In  effect,  the  bank's  network  hooks  up  to  their  clients'  own  back  office  systems.  Even  multi- 
^ndor  systems.  This  way,  clients  can  enter  trades  directly,  have  instant  access  to  clearance  infor- 
lation,  and  make  better  decisions,  fester  than  ever. 

Of  course,  the  network's  flexibility  is  also  something  the  bank  has  come  to  count  on.  As  Brathwaite 

"A  computer  network 
that  helped  yield  a  3000% 
increase  in  government 
securities  transactions  for 
The  Bank  of  New  York." 

Dints  out,  "Digital's  single  architecture  lets  us  add  computers  by  simply  plugging  them  in.  And  their 
MS™  operating  environment  lets  us  streamline  the  process  of  modifying  applications  software. 
U  very  crucial  when  you  have  to  react  quickly  to  growth  and  new  opportunities." 

And  The  Bank  of  New  York  has  been  fast  on  the  uptake.  In  feet,  Brathwaite  remarks,  "Every  day, 
•e  handle  over  20,000  transactions  and  clear  more  than  $100  billion  That's  thirty  times  the  volume 
re  did  ten  years  ago.  What's  more,  we  just  had  our  ninth  consecutive  year  of  record  earnings.  And  that's 
iiy  I  say  a  network  from  Digital  is  money  in  the  bank." 

To  find  out  how  a  network  from  Digital  can  give  you  a  competitive 
ivantage,  write:  Digital  Equipment  Corporation,  200  Baker  Avenue, 
/est  Concord,  MA  01742.  Or  call  your  local  sales  office. 
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Numbers  Game 


Want  to  sell  an  insurance  company  the 
Brooklyn  Bridge?  It  just  might  buy  (so 
long  as  the  investment  could  be  carried 
on  the  books  at  cost). 

The  big  easy 


By  Jill  Andresky 

T|ake  a  stroll  down  Poydras 
Street,  the  main  business  drag 
of  New  Orleans,  and  you'll  pass 
Metropolitan  Life's  towering  Energy 
Centre  (60%  vacant)  as  well  as  the 
insurer's  Foydras  Center  (30%  emp- 
ty). Nearby  stand  other  white  ele- 
phants, courtesy  of  Mutual  of  New 
York  and  Prudential  Life. 

Similar  displays  of  insurance  com- 
pany largesse  can  be  found  in  virtually 
every  major  city  in  the  country.  Flush 
with  billions  in  premium  dollars,  in- 
surance companies  have  become  the 
proverbial  drunken  sailors  of  the 
1980s  investment  scene,  gambling  on 
everything  from  commercial  real  es- 
tate deals  in  cities  that  are  already 
overbuilt  to  leveraged  buyouts  of 
troubled  industries.  The  binge  is  be- 
ing made  possible  by  vague  account- 
ing rules  that  fail  to  provide  the  firms 
with  disciplined  standards  for  valuing 
their  investments. 

According  to  an  arcane  accounting 
standard,  designed  for  the  simpler  in- 
vestment scene  just  after  the  Depres- 
sion, insurance  companies  must 
"mark  to  market"  only  their  invest- 
ments in  common  and  in  some  pre- 
ferred stocks.  All  other  holdings — no 
matter  how  risky  or  troubled — get 
carried  on  the  books  at  cost  (or,  in 
the  case  of  real  estate,  cost  minus 
depreciation).  Yet  such  investments 
often  account  for  60%  of  an  insurer's 
total  portfolio.  That  makes  it  diffi- 
cult to  differentiate  between  good 
and  bad  companies,  says  Elizabeth 
Malone,  an  insurance  analyst  at 
Alex.  Brown  &  Sons. 
The  only  time  any  of  these  invest- 


ments must  be  marked  to  market  is 
when  accountants  rule  that  a  "perma- 
nent impairment"  has  occurred. 
"That's  a  pure  judgment  call,"  says 
John  Meyer,  a  partner  in  Arthur 
Young  &  Co.'s  insurance  practice. 
Companies  can  also  set  up  loss  re- 
serves to  prepare  for  eventual  prob- 
lems. But  again,  standards  are  vague. 
Result:  The  1986  investment  loss  re- 
serve for  Travelers  Insurance  Co.  was 
only  $91.6  million,  or  0.3%  of  a  total 
portfolio  of  $35  billion.  By  compari- 
son, loan-loss  reserves  for  all  com- 
mercial banks  that  year  totaled  1%  of 
total  bank  assets.  Can  insurers  really 
be  that  much  shrewder  investors? 
Not  likely. 

Insurance  companies  confronted 
the  question  of  how  to  value  their 
assets  once  before  in  the  1980s,  when 
rising  interest  rates  at  the  turn  of  the 
decade  seriously  eroded  the  value  of 
their  bond  portfolios.  But  because 


there  was  never  any  real  doubt  that 
most  bond  indentures  would  ulti- 
mately be  repaid,  or  that  issuers 
would  be  able  to  continue  making 
their  interest  payments  on  time,  the 
Financial  Accounting  Standards 
Board  decided  not  to  fool  with  the 
status  quo. 

But  what  of  the  current  crop  of  in- 
vestments, in  which  the  underlying 
assets  often  consist  of  little  more  than 
the  speculative  hope  of  income  some 
time  in  the  distant  future?  Though 
Aetna  Life  &  Casualty  Co.  currently 
has  $125  million  invested  in  lever- 
aged buyout  pools,  listed  on  its  books 
at  cost,  most  companies  follow  the 
example  of  Cigna  and  Travelers  and 
refuse  even  to  say  how  much  they 
have  invested  in  this  way. 

About  all  the  companies  will  say  is 
that  such  investments  are  consistent 
with  the  need  to  match  premiums  to 
obligations  over  the  long  haul,  and 
that  periodic  fluctuation  in  the  value 
of  those  assets  in  the  meantime  really 
doesn't  matter  much  one  way  or  the 
other.  "If  insurers  have  a  book  of  long 
liabilities — policies — that  will  be  paid 
out  over  20  years  or  so,  we're  tolerant 
of  an  asset  like  real  estate  that  will 
vary  over  time,"  says  Terence  Len- 
non,  chief  of  the  life  insurance  bureau 
for  the  New  York  State  Insurance 
Department. 

But  R.  Fred  Richardson,  president 
of  $5.9  billion  (assets)  Hartford  Life 
insurance  Co.,  a  subsidiary  of  ITT, 
says  that  the  only  accurate  way  to 
judge  an  insurance  company's  assets 
against  its  liabilities  is  at  current 
market  prices  on  both  sides  of  the 
balance  sheet. 

"It's  the  real  world,"  he  says.  "Man- 
agement makes  the  best  decisions  for 
the  company  and  its  shareholders 
when  its  decisions  are  based  on  real 
numbers,  real  values.  The  way  things 
stand  now,  management  isn't  ac- 
countable for  an  investment  that  goes 
bust  later.  It's  just  one  more  problem 
for  the  next  generation  of  managers  to 
deal  with." 

Bob  Posnak,  an  Ernst  &  Whinney 
partner  and  insurance  industry  spe- 
cialist, agrees.  "People  will  tell  you 
they  don't  have  the  technology  or 
don't  have  the  stomach  for  marking 
assets  and  liabilities  to  market.  But  an 
economic  model  can  be  developed. 
And  the  fact  is,  even  an  estimated 
market  value  that  is  close  to  the  mark 
is  better  for  everyone  than  a  cost  val- 
ue that's  way  off." 

In  Great  Britain,  insurance  compa- 
nies have  been  forced  to  mark  assets 
and  liabilities  to  market  for  years. 
Isn't  it  time  for  U.S.  insurers  to  start 
doing  the  same?  ■ 
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SPECIAL  ADVERTISING  SUPPLEME 


San  Diego:  A  New 
of  Sophistication 

In  :i  metropolitan  area  growing  as 
dynamically  as  San  Diego,  ii  can  be 
difficult  to  single  out  the  signposts 
of  change.  Where  do  the  interested 
observers  look  to  best  comprehend 
the  brave  new  directions  in  which  San 
Diego  is  heading? 

Perhaps  they  look  to  the  University 
ot California  at  San  Diego,  where 
some  of  the  finest  research  facilities  in 
the  world  fuel  the  success  of  the  high- 
tech firms  in  San  Diego's  North  City 
and  North  County  regions.  The  S  100 
million  San  Diego  Supercomputer 
Center  is  one  of  only  five  such  centers 
established  at  select  American 
universities  by  the  National  Science 
Foundation;  the  two-year-old  Center 
for  Magnetic  Recording  Research  is  the 
first  laboratory  outside  Japan  devoted 
to  research  in  the  $30  billion-a-year 


'.'Together,"  explains  UCSD  Chancellor 
Richard  C.  Atkinson,  "these  facilities 
draw  top  scientists  to  San  Diego  and 
generate  a  lot  of  spinoff  activity ." 

Perhaps  they  look  to  Otay  Mesa,  an 
area  of  explosive  development  in  San 
Diego's  South  Bay.  Otay  Mesa  has  its 
own  Mexican  border  crossing,  which 
opened  in  January  of  1985  to  relieve 
congestion  at  the  San  Ysidro  site, 
but  is  only  20  minutes  by  car  from 
downtown  San  Diego.  It  has  proven 
the  perfect  location  for  American 
and  Japanese  companies  engaged  in 
production-sharing  activities  with 
Mexico — companies  like  Sanyo  E&E, 
which  directs  the  assembly  of 
compact  refrigerators  at  its  Tijuana 
plant  from  an  Otay  Mesa 
administrative  headquarters. 

Or  perhaps  they  simply  look  to 
downtown  San  Diego.  Within  the  last 
decade,  inner-city  San  Diego  has  been 


to  a  sparkling  urban  showcase 
featuring  the  $230  million  Morton 
Pla/a  shopping  center,  Seaport  Village, 
2,300  new  hotel  rooms  and  more  than 
2  million  square  feet  of  new  high-rise 
office  space.  Moreover,  construction 
recently  began  on  the  S  125  million 
San  Diego  Convention  ('enter,  which 
will  occupy  a  harborfront  site  on 
downtown's  southwestern  tip  "  The 
new  Convention  Center  is  an 
important  part  of  downtown  s 
resurgence,''  says  San  Diego  Mayor 
Maureen  O'Connor,  "and  the 
resurgence  of  downtown  is  an  integral 
part  of  San  Diego's  emergenc  e  as  a 
world-class  city." 

UCSD,  Otay  Mesa  and  downtown 
all  provide  the  interested  Observer 
with  glimpses  of  the  new  era  San 
Diego  is  entering.  It  will  be  an  era  of 
scientific  breakthrough,  of  inter- 
national business  leadership,  of  urban 
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renaissance.  It  will,  in  short,  be  a  new 
era  of  sophistication,  and  it  will 
confirm  San  Diego's  stature  among  the 
front  rank  of  American  metropolitan 
areas. 


Visual  feast:  Horton  Plaza, 
downtown's  $230  million  retail  and 
entertainment  center,  incorporates 
nine  different  architectural  styles  and 
uses  a  49-color  palette  borrowed  from 
the  Los  Angeles  Olympics. 

A  Booming, 
Balanced  Economy 

San  Diego  has  long  been  a 
population  center  for  the  West  Coast, 
and  today  San  Diego  County,  which 
comprises  18  cities,  is  home  to  more 
than  2  million  people.  Roughly  half  of 
those  people  reside  in  the  city  of  San 
Diego  itself,  making  it  the  seventh 
largest  metropolis  in  the  United  States 
and  the  second  largest — behind  Los 
Angeles — in  California. 

San  Diego's  continuing  growth  is 
driven  by  a  booming  economy.  In 
1986,  San  Diego's  Gross  Regional 
Product  grew  to  $39.1  billion,  a  7.6 
percent  increase  over  the  1985  figure. 
At  the  same  time,  San  Diego's 
unemployment  rate  dropped  to  5.0 
percent,  marking  the  fifth  consecutive 
year  in  which  San  Diego  has  created 
jobs  for  a  greater  portion  of  its  eligible 
workforce  than  either  California  or 
the  United  States  has.  In  terms  of 
income,  San  Diego's  household 
average  of  $40,307  was  13  percent 
above  the  nation's. 

San  Diego's  prosperity  rests  oi 
diversified,  balanced  economy  that 
business  and  political  leaders  have 
worked  hard  to  bring  to  the  area. 
Little  more  than  a  decade  ago,  San 


A  NEW  ERA  OF  SOPHISTICATION 


Diego's  economic  health  pivoted  on 
the  boom-and-bust  cycles  of  the 
aerospace  industry,  and  military 
spending  represented  the  largest 
contributor  to  the  GRP.  Today, 
however,  manufactured  goods  bring 
the  most  money  into  San  Diego.  And 
while  the  region's  manufacturing 
activity  still  includes  the  aerospace 
industry  (Rohr,  Teledyne  Ryan,  the 
Convair  division  of  General 
Dynamics),  it  also  comprises  an  array 
of  enterprises  from  shipbuilding  to 
publishing. 

Says  Lee  Grissom,  president  of 
the  Greater  San  Diego  Chamber  of 
Commerce,  "It's  been  remarkable  to 
watch  the  maturing  of  San  Diego's 
economy.  The  economy  used  to  be 
like  a  one-legged  stool,  at  the  whim 
of  decisions  made  thousands  of  miles 
away  in  the  Pentagon.  Not  anymore." 

San  Diego's  job  market  has  changed 
along  with  its  industrial  base.  Only 
nine  years  ago,  government  provided 
San  Diegans  with  the  greatest  number 
of  work  opportunities.  Today,  how- 
ever, it  ranks  far  behind  the  fast- 
growing  service  and  trade  sectors  of 
employment.  San  Diego's  service 
sector — banks,  accounting  firms, 
hospitals,  hotels — is  the  county's 
largest  employer.  In  1986,  it  provided 
211,100  jobs,  an  increase  of  seven 
percent  over  the  previous  year. 
Business  services  in  particular 
expanded,  creating  roughly  half  of  all 
new  service-sector  jobs  last  year. 

"The  business  infrastructure  here 
is  definitely  growing,"  says  Michael 
Dingman,  chairman  and  CEO  of  the 
$7  billion  Henley  Group,  which  is 
headquartered  in  North  San  Diego. 
"I  think  this  will  continue  to  happen, 
and  as  it  does,  more  companies  will 
move  to  San  Diego." 

One  index  of  the  growth  in 
business  services  is  the  increasing 
number  of  San  Diego  institutions 
looking  beyond  county  boundaries. 
Take  San  Diego  banking  giants  Home 
Federal  and  Great  American,  both 
of  which  rank  among  the  10  largest 
savings  and  loan  institutions  in  the 
nation.  Since  its  founding  in  1934, 
Home  Federal  has  established  168 
branches  throughout  California,  not 
to  mention  lending  offices  as  far  away 
as  Washington,  D.C.  Predicts  Home 
Federal  chairman  and  CEO  Kim 
Fletcher,  "Within  five  years,  I'm  sure 
we'll  expand  the  number  of  full- 
service  branches  throughout  the 
West." 


Great  American's  230  branches 
already  include  locations  in 
Arizona,  Colorado,  and  the  state  of 
Washington.  "'Our  strategy  has  been  to 
grow  in  the  West  while  keeping  our 
strong  base  in  San  Diego,"  says 
Gordon  Luce,  chairman  and  CEO  of 
Great  American.  "We  find  San  Diego  a 
fine  place  to  be  headquartered.  It's  a 
dynamic,  forward-looking  community 
devoted  to  progress.  It's  a  city  on 
the  move." 

International 
Business  Leader 

As  homegrown  companies  make 
their  presences  felt  far  outside  San 
Diego,  corporations  engaged  in 
international  business  activities 
increasingly  view  San  Diego  as  the 
perfect  location  for  their  operations. 
With  Mexico  touching  its  southern 
border  and  the  dynamic  Pacific  Rim 
countries  sharing  the  same  ocean, 
San  Diego  is  an  economically  strategic 
place  to  be. 

Since  1965,  the  Mexican 
government  has  encouraged  the 
spread  of  'maquilas,"  or  foreign- 
owned  light-assembly  plants,  within 
Mexico.  Under  the  maquiladoras 
agreement,  companies  can  ship  raw 
materials  into  Mexico  duty-free,  then 
bring  finished  products  back  into  the 
U.S.  and  pay  taxes  only  on  the  value 
added  in  Mexico.  Because  of  Mexico's 
inexpensive  labor,  assembling  goods 
there  costs  one-tenth  of  what  it  would 
in  the  U.S.  And  it's  less  expensive 
to  transport  finished  goods  to  the 
U.S.  from  Mexico  than  from  Latin 
American  or  Asian  production  sites. 

That  kind  of  cost-cutting  has 
enticed  some  1,100  firms  to  assemble 
in  Mexico.  Many  have  taken  advantage 
of  the  "Twin  Plant"  concept,  moving 
operations  to  border  areas  like  San 
Diego/Tijuana  and  setting  up 
administrative  headquarters  on  the 
U.S.  side,  assembly  plants  on  Mexican 
soil.  Ln  Tijuana  alone,  more  than  330 
maquilas  employ  some  35,000 
Mexican  workers. 

San  Diego  also  benefits  from  its 
position  on  the  Pacific  Rim,  luring 
overseas  firms  interested  in  establishing 
U.S.  toeholds.  Sanyo  E&E,  Sony, 
Fujitsu  and  Kyocera  International  all 
have  local  operations.  Six  Japanese 
banks  have  branches  in  San  Diego.  At 
the  same  time,  American  companies 
recognize  the  Pacific  Rim  as  the 
world's  fastest-growing  market  and 
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February  1988  begins 
our  year  long  100th 
anniversary  celebration. 
For  complete  detaib 
contact  M.  Larry  Lawrence, 
Chairman  of  the  Board, 
Hotel  del  Coronado 
Corporation. 


Seems  Like 
Only  Yesterday. 

Eyebrows  must  have  raised  when,  in  1888, 
railroader  Elisha  Babcock  announced  that 
he  would  build  a  hotel  to  be  "  the  talk  of  the 
western  world"  on  Coronado  Island  across 
San  Diego  Bay.  A  century  later  the  venerable 
Hotel  del  Coronado  is  world-renowned... 
ideal  for  vacations,  meetings  or  a 
combination  of  both. 


WORLD  RENOWNED 


Call  Maryann  Bigham  for  corporate  account  information. 

1500  Orange  Avenue,  Coronado,  CA  92118    (619)  522-8000 


"//  enjoys  more  fame  and 
historical  significance 
than  perhaps  any  other 
hotel  in  north  America." 
(Rand  McMally) 
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LOOK  WHAT  350  DINS 
OF  SUNSHINE  HAS  DONE 
TO  OUR  BRAINS. 


Dr.  Francis  Crick  I"* 

Nobel  laureate,  co- discoverer  of  the 
double  helical  structure  of  DNA. 


Helen  Copley   • .« ||J 

Publisher  of  41  newspapers  including  The 
San  Dieeo  Union  and  The  Tribune. 


For  those  who  still  think 
San  Diego  is  inhabited  only  by 
surfers  and  sun  worshippers, 
we  invite  you  to  meet  a  few  of 
our  other  residents. 

The  Nobel  laureates, 
Pulitzer-Prize  winners  and 
world-class  business  leaders. 

Because  here  in  the 
shadows  of  an  enviable  resort 
climate  lies  one  of  the  world's 
leading  intellectual  climates. 
San  Diego  has  the  highest 
proportion  of  college  gradu- 
ates of  any  major  U.S.  city. 
It's  an  oasis  for  the  fine  arts. 
One  of  the  nation's  premier 
scientific  communities.  And 
America's  (sorry,  Silicon  Valley) 
number  one  rated  hi-tech 
environment. 

It  seems  things  just  grow 
a  little  faster  in  the  sunshine. 
Like  ideas.  And  businesses. 
All  of  which  have  helped  San 
Diego  grow  to  become 
California's  second  largest 
city.  And  the  eighth  largest 
city  in  the  U.S. 

If  your  business  could 
use  a  little  growth,  why  not 
find  out  more  about  San 
Diego.  Call  the  San  Diego 
Economic  Development 
Corporation  at  (619)  234-8484 
or  write  to  701 B  Street,  Suite 
1850,  San  Diego,  California 
92101.  It's  the  smartest  move 
you  could  make. 

SAN  DIEGO 

America's  Bright  Spot 


A  NEW  ERA  OF  SOPHISTICATION 


San  Diego  as  a  gateway  to  it.  One  of 
the  five  leading  general  cargo  ports  in 
California,  San  Diego  is  an  essential 
player  in  the  state's  nearly  S  100  billion 
worth  of  annual  trade  with  the  28 
countries  bordering  the  Pacific. 
International  trade  through  San  Diego 
grew  more  than  400  percent  between 
1970  and  1982. 

"To  take  advantage  of  the  global 
economy,  there's  probably  no  better 
location  in  the  world  than  San  Diego,'' 
says  Daniel  Pegg,  president  of  the 
San  Diego  Economic  Development 
Corporation  (EDC). 

The  High-Tech  Revolution 
and  UCSD 


But  the  greatest  change  that  San 
Diego's  economy  has  undergone  is  in 
the  area  of  high  technology.  Between 
the  years  of  1972  and  1982,  high-tech 
employment  increased  85. 3  percent 
in  San  Diego  but  only  27. 3  percent 
nationally.  Today,  there  are  nearly 
1,000  high-tech  firms  operating  in 
San  Diego,  including  such  electronics 
giants  as  TRW  and  Hughes,  and  such 
biotechnology  leaders  as  IVAC,  IMED 
and  Hybritech. 

No  single  factor  has  been  more 
influential  in  San  Diego's  high-tech 
revolution  than  UCSD.  In  the  span 
of  its  brief  25-year  history,  UCSD 
has  grown  into  one  of  the  nation's 
most  respected  scientific  research 
institutions.  It  currently  ranks  among 
the  top  10  U.S.  universities — ahead  of 
such  schools  as  Harvard,  Yale  and  UC- 
Berkeley — in  the  amount  of  federal 
research  money  it  is  awarded. 

UCSD  boasts  world-class  research 
facilities  and  a  commitment  to  sharing 
them  with  San  Diego  businesses. 


High-tech  wizardry:  UCSD's  $  100 
million  San  Diego  Supercomputer 
Center  features  the  Cray  X-MP/48,  a 
machine  capable  of  solving  in  less 
than  two-tenths  of  a  second  a  problem 
that  would  take  eight  hours  on  an  IBM 
personal  computer. 


Aerojet  General,  Hewlett-Packard- 
and  Rohr  are  just  a  few  of  the  local 
corporations  that  have  consulted  or 
trained  employees  on  the 
Supercomputer  Center's  CRAY 
X-MP/  »8;  Aerojet  is  using  the  machine 
to  design  and  develop  engines  for  a 
new  generation  of  "hypersonic" 
airplanes.  The  work  done  at  the 
Center  for  Magnetic  Recording 
Research  has  elicited  interest  from 
such  corporate  sponsors  as  IBM, 
Eastman  Kodak  and  3M. 
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Life-sciences  leader:  Researchers 
compare  notes  in  front  of  the  Salk 
Institute  of.  Biological  Studies  in  North 
San  Diego.  The  Salk  Institute  is  one 
of  the  world's  largest  independent 
centers  for  life-sciences  research. 

Meanwhile,  San  Diego's  biotech- 
nology firms  collaborate  with  UCSD's 
three-year-old  Center  for  Molecular 
Genetics,  where  experiments  into 
such  areas  as  gene  manipulation 
complement  the  life-sciences  research 
conducted  at  the  Salk  Institute, 
Scripps  Clinic  and  Research 
Foundation  and  Scripps  Institute  of 
Oceanography.  "The  Center,  Salk  and 
the  Scrippses  are  all  at  the  forefront  of 
advances  in  molecular  biology, 
immunology  and  molecular  genetics, 
and  they  bring  some  of  the  most 
significant  scientists  in  the  world  to 
San  Diego,"  says  biotechnical 
entrepreneur  David  Hale.  "By  being  in 
San  Diego,  companies  have  access  to 
these  scientists,  their  ideas  and  the 
people  they  train." 

In  fact,  companies  in  San  Diego 
benefit  from  students  trained  in  a 
wide  variety  of  disciplines  at  the  area's 
four  universities  and  30  colleges  in 
addition  to  UCSD.  San  Diegans  are 
young — the  median  age  for  the 
county's  population  is  31.6 — and  very 
school-minded:  Some  170,000  are 
enrolled  full-  or  part-time  in  higher 
education. 

San  Diego  State  University's  35,000 
students  make  it  the  largest  school  in 


the  California  State  University  system. 
It  offers  degrees  in  more  than  70  fields 
and  boasts  a  highly  regarded  business 
administration  program  that  graduates 
more  than  1,000  students  annually.  At 
the  University  of  San  Diego,  business 
stands  alongside  law  as  one  of  the  two 
most  popular  fields  of  study  among 
the  roughly  4,200  students. 

Room  to  Grow 


As  San  Diego's  educational 
institutions  have  fueled  the  region's 
economy  with  science  and  business 
talent,  the  construction  boom  of 
recent  years  has  created  ample  space 
— at  affordable  prices — for  local 
companies  to  expand  and  new  ones  to 
move  into  the  area.  According  to  a 
recent  survey  by  the  EDC,  San  Diego 
County  boasts  nearly  43  million 
square  feet  of  industrial/research-and- 
development  space.  Another  9  million 
are  currently  under  construction  or 
on  the  boards. 

In  the  Central  and  North  City 
sections  of  the  county,  26.5  million 
square  feet  of  space  are  spread 
throughout  such  areas  as  Miramar, 
Kearny  Mesa,  the  Sorrento  Valley  and 
the  Interstate  15  corridor.  Another  10 
million  are  available  or  in  development 
in  San  Diego's  booming  North  County, 
where  the  communities  of  Carlsbad, 
Vista  and  Escondido  all  ranked  among 
the  10  fastest-growing  cities  in 
California  in  1986.  In  San  Diego's  East 
County,  home  to  the  cities  of  El  Cajon 
and  Lakeside,  industrial  space 
expanded  by  20  percent  last  year. 


North  County  Tech:  Carlsbad 
Research  Center,  one  of  the  world's 
finest  research  facilities,  is  just  one 
example  of  the  growth  taking  place 
in  San  Diego's  North  County. 


The  competitive  land  prices  in  San 
Diego's  South  Bay  have  fostered  such 
ambitious  developments  as  EastLake,  a 
3,000-acre  planned  community  in  the 
city  of  Chula  Vista  that  will  include 
11,300  homes  and  5  million  square 


WEAPPUED 

THE  SAME  IDEA 
TO  FINANCING. 


single  source  financing  can 
an  exceptionally  useful  tool, 
d  it's  precisely  what  makes 
me  Federal  so  unique. 
We  can  offer  what  most  other 
iders  can't.  The  wide-ranging 
ancial  expertise  necessary  to 
wide  loans  for  virtually  any 
ed.  Anywhere  in  the  country. 
Which  means  that  we  can  cut 
ough  unnecessary  delays  and 


fund  loans  faster.  Loans  for 
leveraged  buy  outs.  Corporate 
restructuring.  Business  loans 
and  equipment  leasing. 

We  make  permanent  real 
estate  loans.  Apartment  loans. 
Loans  for  land  acquisitions 
and  construction  projects.  We 
even  participate  in  real  estate 
development  joint  ventures. 

Consider  all  your  financing 


needs.  Then  call  Home  Federal 
at  1-800-327-7998.  We'll  show  you 
just  how  handy  a  multifaceted 
financial  partner  can  be. 


HOME  FEDERAL 


87  Home  Federal  Savings  and  Loan.  San  Diego,  California 
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feet  of  industrial  and  commercial 
space.  "In  Chula  Vista,  we  found  the 
land  we  needed  at  a  price  that  v.  as 
reasonable,"  says  Jeff  Phair,  \  ice 
president  of  the  East  Lake  Development 
Company.  "We  also  found  an  intelli- 
gent city  council  and  adept  city 
planners  w  ho  had  the  desire  and 
expertise  to  work  with  us." 

As  w  ith  industrial/R&D  space,  the 
amount  of  office  space  throughout 
San  Diego  is  growing  rapidly.  The  25 
million  square  feet  currently  available 
is  double  the  figure  from  five  years 
ago.  Another  3  million  square  feet  are 
under  construction.  Two  hot  areas  of 
development:  Mission  Valley  and  the 
so-called  "Golden  Triangle"  around  La 
Jolla,  Mira  Mesa  and  University  City. 

The  lion's  share  of  office  space, 
however,  remains  downtown,  where 
6.8  million  square  feet  represent  more 
than  one  quarter  of  the  county  's  total. 
Downtown  has  been  a  focus  of 

What  Makes 

San  Diego  Special? 


According  to  Tom  Page,  chair- 
man and  CEO  of  San  Diego  Gas 
&  Electric,  it's  the  community's 
ability  to  attract  motivated  work- 
ers of  every  kind,  from  w  hire  to 
blue  collar.  Says  Page,  "San  Diego 
is  a  wonderful  place  to  live. 
Workers  want  to  live  here,  so  we 
have  access  to  a  very  large  and 
very  intelligent  workforce." 

In  the  eyes  of  San  Diego 
Mayor  Maureen  O'Connor,  it's 
the  cooperation  between  San 
Diego  government  and  business. 
"We're  jointly  making  possible 
the  expansion  and  prosperity  of 
our  economy,"  says  the  Mayor 
"And  we're  making  sure  that  that 
happens  without  any  sacrifice  to 
our  quality  of  life." 

For  Richard  A.  Cramer. 

chairman  and  CEO  of  the  North 
San  Diego-headquartered  Fisher 
Scientific  Group,  it's  the 
remarkable  scientific  community 
that  has  emerged  since  the 
founding  of  the  University  of 
California  at  San  Diego  25  years 
ago.  "San  Diego  is  at  the  point," 
Cramer  states,  "where  we  can  say 
without  doubt  that  we  are  one  of 
the  eminent  life-sciences  centers 
in  the  world." 


Beacon  of  progress:  The  brightly- 
lit  Naiman  Tech  Center,  a  colorful 
landmark  in  San  Diego's  Sorrento 
Valley,  serves  such  high-tech  firms 
as  M/A  Com  Telecommunications 
and  ISSCO. 

construction  activity  ever  since  1975, 
when  the  Centre  City  Development 
Corporation  was  created  to  make 
downtown  a  place  where  people  not 
only  w  orked  but  shopped,  played  and 
lived.  CCDC's  first  step  toward  that 
goal  was  Horton  Plaza,  the  $230 
million  shopping/dining/entertain- 
ment complex  developed  by  CCDC 
and  the  Ernest  W.  Hahn  Company. 
It  opened  in  August  of  1985. 

"Horton  Plaza  has  been  a 
remarkable  catalyst  in  restoring  the 
confidence  and  faith  that  people  have 
in  investing  in  downtown,"  says  Hahn. 
"There's  been  about  S3  billion  worth 
of  new  commitment  to  downtown 
development  since  Horton  Plaza  went 
into  planning  some  10  years  ago." 

One  compelling  example  of  that 
new  commitment  is  the  San  Diego 
Convention  Center.  Funded  by  the 
San  Diego  Unified  Port  District  and 
scheduled  for  completion  within 
two  years,  the  760,000  square-foot 
waterfront  structure  will  resemble 
a  futuristic  ocean  liner  tethered  to 
the  edge  of  the  city.  One-third  of  the 
exhibition  space  w  ill  actually  exist  on 
the  building's  roof,  under  column-less 
teflon  "velas,"  or  tents. 

"The  Convention  Center  will  be  to 
San  Diego  the  kind  of  image  or  calling 
card  that  the  Opera  House  is  to  Sydney 
or  the  Empire  State  is  to  New  York," 
says  center  Manager  Tom  Liegler. 

High  Profile 


As  San  Diego's  skyline  has  risen, 
so  has  its  profile.  Dennis  Conner  and 
Stars  &  Stripes'  recapturing  of  the 
America's  Cup  was  also  a  triumph  for 
San  Diego,  whose  business  and  civic 
leaders  funded  the  team's  challenge. 
And  come  January  31.  San  Diego  will 


host  its  first  National  Football  League 
Super  Bowl  game. 

San  Diego's  ability  to  manage  the 
crowd  of  60,000  that  will  descend 
upon  the  area  pays  tribute  to  the 
region's  impressive  array  of 
accommodations.  The  county's 
32,000  hotel  rooms  represent  a  50 
percent  increase  over  the  available 
accommodations  only  10  years  ago. 
Moreover,  an  additional  6,400  hotel 
rooms  will  be  completed  over  the  next 
two  years,  according  to  the  San  Diego 
Convention  and  Visitors  Bureau. 


Standing  proud:  The  America's 
Cup  currently  resides  at  the  San 
Diego  Yacht  Club,  which  sponsored 
Dennis  Conner  and  Stars  and  Stripes' 
winning  effort. 


The  activity  in  the  hotel  industry 
represents  the  renovation  and 
expansion  of  existing  hotels  as  well 
as  the  construction  of  new-  ones.  The 
w  orld-famous  Hotel  Del  Coronado, 
which  will  celebrate  its  100th  birthday 
in  February,  is  currently  spending  S5 
million  on  improvements;  in  1989,  it 
will  invest  S2-4  million  into  adding  110 
rooms  to  its  existing  "'00.  Says  Larry 
Lawrence,  chairman  of  the  Hotel  Del 
Coronado  Corporation  and  Affiliates. 
"We  are  excited  about  the  continued 
growth  of  the  hotel,  which  is  already 
one  of  the  best-known  in  the  world." 
Indeed,  a  1986  Rand  McNally  travel 
guide  asserts  that  the  Hotel  Del 
". . .  enjoys  more  fame  and  signifi- 
cance than  perhaps  any  other  hotel  in 
North  America." 

All  San  Diego  hotels  benefit  from 
the  area's  robust  tourist  industry.  Last 
year,  a  record  30  million  visitors 


You  Can  Send  Your  Garbage  on  a  Cruise... 


Or  You  Can  Send  It  to  One  of  Our  Flagships 


If  your  community  has  a  growing  garbage  crisis,  look  to  WHEELABRATOR. 

Our  waste-to-energy  business,  WHEELABRATOR  ENVIRONMENTAL  SYSTEMS,  is  the  industry 
leader,  with  8  flagship  plants  that  have  processed  over  11,000,000  tons  of  waste  to  date— ten  times 
more  than  ah  other  companies  in  the  United  States  combined. 

And  Wheeiabrator  Environmental  Systems  is  only  one  of  the  industry-leading  companies  that  make 
up  WHEELA  BRATOR  TECHNOLOGIES  INC.,  a  world-wide  developer  of  energy,  environmental, 

industrial  and  public  projects. 


fe.  Wheeiabrator  Technologies  Inc 
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The  Next 

Move 
_  IsVburs. 
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PLANT  AND  LAND  SITING 
ASSISTANCE 

SPECIAL  SYSTEM  RELIABILITY  AND 
POWER  CONDITIONING 
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FACILITIES  DESIGN  REVIEW 


Making  the  right  move  shouldn't  be  a  game 
of  chance.  With  the  right  energy  options,  it 
won't  be. 

We  have  a  wide  variety  of  energy  assistance 
programs  that  can  help  you  achieve  your  energy 
goals  quickly  and  inexpensively  Programs  that 
lower  production  costs,  provide  bigger  profits 
and  improve  cash  flow.  Programs  that  give  a 
technical  overview  of  how  your  energy  needs 
and  budget  can  be  met.  Programs  that  help  you 

*  Registered  mark  of  San  Diego  Gas  &  Electric  Company 


begin  relationships  with  local  leaders  from 
city  hall  to  corporate  boardrooms.  And  that's 
just  for  starters. 

When  you're  ready  to  make  a  shrewd 
business  move,  let  us  help.  San  Diego  Gas  & 
Electric  is  a  community  chest  of  powerful 
energy  options. 

For  more  information  call  » 
Jennifer  Mitchell,  Director  of  SOGc 
Eo  >m  >mic  I  )evel<  >pment  at  mmus»^ 

(619)  696-4700.  San  Diego  Gas  &  Electric 
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Professional  Sports:  The  Padres  of 
the  National  League  and  Chargers  of 
the  NFL  make  San  Diego,  site  of  the 
1988  Super  Bowl,  their  home. 


pumped  an  unprecedented  S2.43 
billion  into  the  local  economy.  They 
were  drawn  to  San  Diego  by  its  sun- 
shine, its  69  miles  of  coastline  and  its 
fun:  San  Diego  is  home  to  one  of  the 
three  Sea  World  theme  parks  nation- 
wide, and  the  San  Diego  Zoo  and  the 
San  Diego  Wild  Animal  Park  both  rank 
among  the  nation's  10  most-visited 
zoos.  In  addition,  visitors  discovered 
countless  cultural  offerings. 

Thanks  to  the  work  done  by  the 
Old  Globe  Theatre  and  the  Lajolla 
Playhouse,  San  Diego  is  fast  becoming 
a  mecca  for  theatre  artists.  Time 
magazine  included  both  an  Old  Globe 
and  a  Playhouse  production  in  its  list 
of  the  10  best  plays  of  1986,  making 
San  Diego  the  only  metropolitan  area 
besides  New  York  recognized  more 
than  once. 

"I  can't  think  of  another  city  of 
this  size  that  supports  a  theatre  scene 
as  active  as  the  one  here,"  says  Des 
McAnuff,  artistic  director  of  the  La 


Arts  explosion:  Des  McAnuff 
(foreground,  right),  artistic  director 
of  the  Lajolla  Playhouse,  directs 
Lawrence  Pressman  (left)  and  Michael 
Constantine  (right)  in  the  Playhouse 
production  of  'A  Walk  in  the  Woods,'- 
Lee  Blessing's  acclaimed  comedy 
about  the  nuclear  arms  race  and 
superpower  diplomacy. 


Jolla  Playhouse.  The  Playhouse  is  a 
summer  theatre  festival  with  an 
increasing  national  impact.  Its  1984 
presentation  of  the  musical  Big  River. 
for  example,  was  reincarnated  the 
following  year  on  Broadway  where  it 
won  seven  Tony  awards — including 
one  for  McAnuff,  who  directed  the 
show  in  New  York  as  well  as  San 
Diego.  The  Old  Globe  was  the 
recipient  of  its  own  Tony*award  in 
1984  for  distinguished  achievement 
by  a  regional  theatre  and  has  the 
largest  subscriber  base  of  any  non- 
profit theatre  in  the  country. 

Meanwhile,  the  San  Diego  Opera 
has  attracted  such  luminaries  as 
Beverly  Sills  and  Luciano  Pavarotti 
to  star  in  its  shows.  It  enters  its  23rd 
season  with  an  annual  operating 
budget  that  places  it  well  ahead  of 
the  operas  of  Philadelphia,  Baltimore, 
St.  Louis  and  Atlanta. 

Unmatched  Quality  of  Life 


San  Diego  also  beats  out  other 
areas  when  it  comes  to  transportation. 
Getting  into,  out  of  and  throughout 
San  Diego  is  surprisingly  easy.  The  San 
Diego  International  Airport  services 
an  average  of  25,000  passengers  daily 
and  is  unique  among  big-city  airports 
in  its  proximity  to  the  downtown 
business  district,  a  five-minute  drive 
away.  Better  yet,  San  Diegans  enjoy  an 
uncrowded  freeway  system.  A  recent 
study  by  the  California  Department  of 
Transportation  shows  that  during  rush 
hour,  only  one-tenth  of  the  county's 
280  miles  of  freeway  are  "heavily 
congested"  areas  where  cars  travel 
at  speeds  under  20  m.p.h. 

Even  so,  the  Metropolitan  Transit 
Development  Board  is  proceeding 
with  its  plans  to  expand  the  service 
of  the  San  Diego  Trolley,  creating  a 
110-mile  network  of  lines  over  the 
next  20  years.  The  Trolley  currently 
covers  more  than  20  miles  and  has 
been  a  resounding  financial  success: 
Fares  cover  a  greater  percent  of  its 
operating  costs  than  they  do  for  any 
other  public  transit  system  in  the 
nation. 

"The  Trolley  not  only  serves  to 
alleviate  traffic,  but  it  provides  the 
opportunity  for  business  and  industry 
to  locate  along  a  major  transportation 
corridor,"  says  Brian  Bilbray,  chairman 
of  the  County  Board  of  Supervisors. 
"Moreover,  having  an  efficient,  low- 
cost  mass  transportation  system 
enhances  the  prestige  and  image 
of  our  community." 


The  same  can  be  said  for  hosting 
the  Super  Bowl  game  Beyond  the 
$  140  million  that  the  game  will 
immediately  bring  the  area,  it  will 
introduce  San  Diego  to  important 
business  executives,  many  of  whom 
decide  where  their  companies  expand 
or  relocate.  "We've  always  felt  that 
San  Diego  is  one  of  the  country  's  best- 
kept  secrets,"  says  Task  Force  chair- 
man Bob  Payne,  "but  the  Super  Bowl 
gives  us  a  chance  to  show  the  world 
what  we  have  here." 


Easy  access:  The  San  Diego  Inter- 
national Airport  (foreground)  is  con- 
veniently located  just  minutes  by  car 
from  downtown. 


Of  course,  all  the  world  already 
knows  about  San  Diego's  quality  of 
life,  which  is,  quite  simply,  unmatched 
anywhere  else.  And  by  "quality  of 
life,"  San  Diegans  mean  more  than 
ideal  weather.  They  mean  San  Diego's 
rare  combination  of  big-city  benefits 
— first-rate  business  services,  excellent 
transportation,  big-league  sports, 
diverse  cultural  offerings — with 
resort-town  scenery  and  serenity. 
They  mean  a  stable  economy  that 
provides  limitless  work  opportunities. 
And  they  mean  a  sophistication  born 
of  scientific  leadership,  participation 
in  the  international  marketplace  and  a 
vibrant  downtown. 

"The  quality  of  life  here  is  not  to 
be  taken  lightly,"  says  EDC's  Pegg, 
"because  it  translates  into  the  ability 
of  businesses  to  attract  and  retain  the 
very  best  employees.  There  is  an 
extraordinary  amount  of  talent  in  San 
Diego,  and  that  talent  will  lead  us  into 
a  very  bright  future." 

Information  for  '  San  Diego.  A 
New  Era  of  Sophistication"  was 
provided  by  the  San  Diego  Economic 
Development  Corp.  Text  by  Frank 
Brunifr.  Cover  and  section  photog- 
raphy by  D.f.  Hawkins.  Project  coor- 
dination by  Advertising  €■  Marketing 
Network.  Design  and  production 
by  Sickman  and  Reese.  Inc. 


HE 

Leave  behind  golf 
""I  r/*"""  A  KIT   courses  that  take  a  day 
Z.LLvJ/\1  N  1     to  play.  Come  to  the 

ZCf^"  A  DC         new  La  Costa  It's  the 
-Jv-/\r  L         name  of  the  game. 
Pick  your  tee-off  time,  then  challenge  the  two  scenic 
18-hole  courses  that  host  the  annual  MONY  Tournament 
of  Champions  golf  classic.  See  how  your  game  stacks  up 
against  the  trapped  fairways,  tree-lined  doglegs,  and 
treacherous  water  hazards  of  the  famous  holes  PGA  pros 
call,  "the  last  mile."  If  a  little  practice  and  instruction  could 
help,  there  is  a  driving  range,  and  the  noted  Tommy 
Jacobs  Golf  School. 

If  tennis  is  your  game,  there  are 
23  tournament-quality  grass,  clay 
and  all  weather  courts.  Plus  the  pro's 
pro,  Pancho  Segura  and  a  staff  of 
experts  to  help  you  improve  your 
game.  And  for  general  physical 
improvement,  La  Costa  has  swim- 


ming pools.  A  jogging  track.  Exercise 
equipment.  And  the  world-famous 
La  Costa  mens  and  women's  spas. 

At  night  there  are  culinary  master- 
pieces from  seven  unique  restaurants. 
First-run  movies.  Two  piano  lounges. 
And  a  superb  dance  band. 

Call  your  travel  agent  or  La  Costa  at  i 
1-800-854-6564.  Ask  about  the  special  escape  plans  at 
the  Elegant  Escape;  90  minutes  south  of  Los  Angeles  and 
35  minutes  north  of  San  Diego. 

Then,  come  to  the  new  La  Costa.  And,  come  out  ahead 
of  the  game. 

Can't  gel  away  to  La  Costa  right  now?  Let  La  Costa  come 
to  you  through  free  illustrated  brochure  or  VHS  or  Beta 
videotape  tor  a  nominal  $5  00  handling  charge 
Just  telephone  your  preference 


M  LA  COSTA 

One  of  the  world's  two  great  resorts. 


Gordon  C.  Luce,  Chairman  of  the  Board  and  Chief  Executive  Officer 


Come  Grow  With  Us. 


For  more  than  100  years,  Great 
American  First  Savings  Bank  has  been 
helping  San  Diego  grow.  We're  proud  of 
our  dynamic  city.  And  of  our  leadership 
role  in  her  continuing  success. 

Today,  Great  American  is  the  largest 
financial  institution  headquartered  in  San 
Diego.  While  our  roots  here  are  deep,  we 
have  also  become  a  major  force  in  the  West. 

Great  American  is  doing  business  in 
the  nation's  fastest  growing  markets.  In 
fact,  we're  the  only  savings  bank  operating 


in  the  four  largest  Western  states: 
California,  Arizona,  Colorado  and 
Washington. 

As  a  result,  Great  American  is  now  the 
seventh  largest  publicly  held  savings 
institution  in  the  United  States,  and  the 
fastest  growing  among  the  top  ten. 

We  offer  our  customers  the  advantage 
of  making  the  most  of  their  time,  money 
and  effort.  If  you  need  a  financial  friend 
in  San  Diego— or  the  West— we  offer  that 
advantage  to  you. 


Since  1885  •  $14  Billion  in  Assets 


ESLE 


Great  American 

Your  advantage  bank." 
Headquarters:  600  B  Street,  San  Diego,  CA  92183-  1-800-423-BANK. 

Divisions:  San  Diego  Savings  •  Home  Federal  Savings  of  Arizona  •  Capital  Savings  of  Washington  *  Los  Angeles  Savings  •  Laguna  Savings  * 
San  Joaquin  First  Savings  •  Peoples  Savings  •  First  Savings  Bank  of  South  Pasadena  *  Riverside  Savings  •  First  Security  Savings  of  Colorado  ■ 
Kaweah  Savings  •  Sonoma  County  Savings 


©  1987  Great  American  First  Savings  Bank 


Photo  courtesy  of  Union-Tribune  Publishing  Company 


Insurance 


A  life  insurance  policy  paying  12%  interest 
will  make  you  richer  than  a  policy  paying 
10%,  right?  Not  necessarily. 

Investing 
in  the  dark 


By  Laura  R.  Walbert 

T|  he  good  news  for  investors 
who  want  to  save  via  such  in- 
surance products  as  universal 
life  and  variable  life:  Last  year's  tax 
act  left  in  place  most  of  the  tax  advan- 
tage of  insurance  policies.  The  bad 
news:  It's  almost  impossible  to  com- 
pare different  policies.  Buyers  are 
faced  with  a  lack  of  regulation,  stan- 
dardization and  disclosure.  New  York 
appears  to  be  the  only  state  with  any 
cap  on  sales  loads  and  other  expenses 
for  nonvariable  products. 

Says  James  Hunt,  a  director  of  the 
National  Insurance  Consumer  Orga- 
nization, "It's  a  huge  can  of  worms. 
Basically  insurance  companies  do 
what  they  want  to  do."  Glenn  Daily,  a 
New  York-based  insurance  analyst 
with  Seidman  Financial  Services, 
says,  "It  is  not  possible  to  make  an 
informed  purchase  decision  given  the 
publicly  available  information." 

When  you  shop  for  a  mutual  fund 
you  can  compare  competitors  on  past 
performance  and  expenses.  But  when 
you  shop  for  an  insurance  policy  you 
confront  hypothetical  and  often 
meaningless  "yields." 

For  instance,  universal  life  policy 
illustrations  are  not  necessarily  based 
on  rates  currently  paid.  Moreover, 
"agents  with  personal  computers  can 
generate  their  own  dividend  scales.  If 
they  need  12%  to  make  the  sale,  some 
agents  might  do  it,  even  though  there 
is  no  hint  of  12%  in  the  current  or 
anticipated  pricing,"  says  Charles 
Rohm,  an  executive  with  Principal 
Financial  Group,  a  Des  Moines  insur- 
er. And  what  with  insurers'  divergent 
methods  of  investing  and  crediting  in- 
terest,   Rohm    says,  "illustrations 


aren't  worth  a  damn  anymore." 

Insurance  shoppers  also  have  to  fig- 
ure out  what  costs  come  out  of  their 
money  off  the  top.  Says  Rohm,  "I 
could  claim  to  give  you  a  high  rate  but 
you  don't  really  receive  it  because  I'm 
taking  out  inflated  mortality  charg- 
es." Hunt  once  compared  two  single- 
premium  products,  one  with  a  4% 
guaranteed  rate,  the  other  with  a  6% 
guaranteed  rate.  Yet  differences  in 
mortality  charges  made  the  4%  policy 
a  better  guarantee. 

Even  if  you  eliminate  differences  in 
sales  loads,  mortality  charges  and  ex- 
penses, you  still  haven't  escaped  the 
quagmire.  Suppose  you  are  consider- 
ing two  seemingly  identical  life  poli- 
cies. The  only  difference  is  that  one 
company  advertises  12%  interest,  the 
other  10%.  Which  is  better? 

Answer:  You  can't  tell  from  the  fig- 
ures given.  There  are  two  entirely  dif- 
ferent methods  for  computing  the  in- 
terest return  on  a  portfolio  of  bonds. 
Because  of  this,  the  apparent  advan- 
tage of  a  12%  return  could  prove  to  be 
entirely  illusory. 

The  two  methods  are  "new  money" 
and  "portfolio  average."  The  former  is 
akin  to  a  bond  fund.  If  you  invest 
when  market  interest  rates  are  10%, 
you  get  10% — less  mortality  charges 
and  other  costs,  of  course — even 
though  the  insurance  company  may 
hold  a  lot  of  8%  or  12%  bonds.  In  the 
portfolio  average  method,  however, 
there's  no  telling  what  you  earn  on 
today's  investment.  Your  money  is 
put  in  one  pot  with  every  other 
policyholder's.  Your  funds  may  start 
out  earning  12%,  only  to  get  less  in 
the  future,  depending  on  how  many 
new  customers  are  drawn  in. 

In  times  of  falling  interest  rates,  the 


portfolio  average  method  is  a  bonanza 
for  the  insurance  company.  It  enables 
the  company  to  advertise  something 
higher  than  current  market  rates,  and 
thereby  capture  new  business.  Who  is 
subsidizing  this  enhanced  return? 
Not  the  insurer.  The  subsidy  in  effect 
comes  out  of  the  pockets  of  older  cus- 
tomers who  get  less  than  they  bar- 
gained for. 

Rising  interest  rates  have  the  re- 
verse effect  on  a  portfolio  average  pol- 
icy. Old  customers  do  better  than 
they  would  under  the  new-money 
method,  since  they  are  subsidized  by 
new  customers.  That  assumes,  of 
course,  that  the  insurance  company 
can  attract  new  customers  into  what 
is  a  poor  deal  for  them. 

In  short,  the  portfolio  method  al- 
ways lags  the  market.  And  depending 
on  which  way  market  rates  are  mov- 
ing, one  group's  numbers  will  always 
look  better  than  the  other's.  That's 
one  reason  Northwestern  Mutual  and 
Guardian  Mutual,  both  portfolio-av- 
erage companies,  were  recently  pay- 
ing some  11%  and  12%,  respectively, 
on  adjustable  whole  life  policies 
while  a  similar  policy  from  Principal 
Financial  Group,  a  new-money  firm, 
paid  less  than  10%. 

One  argument  offered  for  the  port- 
folio-average approach  is  that  new- 
money  calculations  are  terribly  com- 
plicated. "You  end  up  with  quite  a 
mixture  of  interest  rates,  which  is 
why  you  need  a  hell  of  a  big  computer 
to  do  this,"  says  Rohm.  One  reason 
for  the  complexity  is  the  minimum- 
return  guarantees  usually  offered 
with  insurance  policies. 

Bond  mutual  funds  don't  have  that 
problem.  They  mark  their  portfolios 
to  market  every  day,  so  that  the  yield 
in  effect  changes  every  day.  Yet  mutu- 
al fund  investors  know  at  any  given 
point  what  their  investment  is  worth 
and  how  their  fund  stacks  up  against 
competitors. 

The  insurance  industry,  by  con- 
trast, works  on  more  of  a  "trust  me" 
tradition.  Says  Richard  Vautravers, 
president  of  Ameritas  Marketing 
Corp.,  a  subsidiary  of  Bankers  Life 
Nebraska,  "Unfortunately,  the  con- 
sumer is  going  to  have  to  rely  on  the 
accounting  of  the  company.  What  is 
credited  to  existing  policyholders  ba- 
sically is  a  rate  that  is  determined  by 
management." 

The  tax  deferral  built  into  insur- 
ance products  is  tempting.  The  murk- 
iness  of  the  investment,  however, 
should  make  the  buyer  cautious.  ■ 
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Macintosh  SE 


e  food  processor 


It  can't  slice,  dice,  blend  or  liquify 
But  it's  quickly  becoming  the  hottest  desk 
appliance  in  the  US.  food  industry 

Because  it  can  do  literally  hundreds 
of  jobs.  Everything  from  designing  pack- 
ages to  ordering  sugar  and  spice  by  the  ton. 

In  fact,  companies  as  diverse  as 
the  Sara  Lee  Corporation  and  Pillsbury 
have  been  adding  dozens  of  Macintosh™ 
personal  computers  to  their  operations. 

They've  found  that  Macintosh's 
incredible  appetite  for  work  is  satisfied 
by  all  the  latest  desktop  publishing  pack- 
ages and  advanced  business  software. 

And  that  it  can  tie  a  sprawling  enter- 
prise together  with  its  own  low  cost  net- 
work.Or  by  communicating  with  MS-DOS 
computers  and  mainframes. 

Macintosh  also  has  a  lower  train- 
ing cost  per  desktop  than  any  MS-DOS 
computer-prompting  some  spectacular 


^  iumPs  i11  Productivity  In  a  recent  in-depth 


analysis  of  selected  Macintosh  installa- 
^  tions  in  business,  users  consistently  report- 
^  e^  productivity  increases  of  15%-25%  and 
c  more.  Food  for  thought  for  any  business. 
Why  not  call  800-446-3000  ext.400 
for  the  nearest  authorized  Apple  reseller. 
And  finish  processing  all  the  facts. 

The  power  to  beyour  best" 


Bloodhounds  at  Gloucester  County,  N.J.  Kennel  Club  show 

In  the  dog  world,  the  old  guard  is  making  wag  for  the  arrivistes. 


You  wouldn't  believe  why  some  people  are 
so  eager  to  lease  a  dog.  On  the  other  hand, 
maybe  you  would. 

The  status  game 
is  afoot 


By  Gail  Buchalter 


Once  the  dog  show  world  was 
a  splendid  place,  where  old 
money  kept  serious  kennels 
and  mingled  easily  with  dedicated 
nonentities  who  did  the  same,  com- 
peting collegially  for  ribbons.  Old- 
timers  remember  fondly  the  good  old 
days,  the  sit-down  dinners,  the  con- 
viviality. Money  mattered,  but  the 
sport  mattered  more.  It  was  the  dog's 
bloodlines  that  counted.  If  you  were 
serious  and  had  a  show-quality  dog, 
you  were  accepted. 

Those  times  are  past.  Now  a  new 
breed  of  dog  show  "enthusiast"  has 
entered   the   winner's   circle.  The 


newcomers  are  hoping  their  dogs 
will  lead  them  to  valuable  connec- 
tions in  that  elite  social  set — which 
recedes  from  them  as  they  approach. 
So  intent  are  they  on  winning  and 
getting  accepted,  or  at  least  seen  as 
accepted,  that  they  have  sought  to 
shortcut  the  time-honored  way  of 
obtaining  a  prize-winning  pup — care- 
ful and  costly  breeding  in  the  ow- 
ner's own  kennel  is  too  slow. 

With  no  money  down,  an  aspiring 
social  climber  can  "rent"  a  dog  for 
two  years  from  a  breeder  or  owner 
who  doesn't  have  the  resources  to 
show  or,  as  they  say,  campaign.  After 
all,  it  can  cost  as  much  as  $150,000  a 
year  to  show  a  few  dogs,  including 


the  pooches'  basic  care,  entry  fees  (a 
relatively  trivial  $15  to  $35  a  show) 
and  handler's  fees  (approximately 
$50  per  dog  for  the  several  minutes 
it  takes  to  show  it  to  the  judge), 
transportation  (ranging  from  the 
backseat  of  a  car  to  commercial  air- 
craft) and  advertising  fees. 

Advertising?  Some  aggressive  aspi- 
rants plaster  their  dog's  photo  on 
dozens  of  magazines  a  year.  While 
the  cover  of  Kerinel  Reiiew  is  by  invi- 
tation only,  that  doesn't  prevent  the 
magazine  from  charging  a  couple 
thousand  dollars  for  its  cover  slot. 
Estimates  are  that  well  over  $1  bil- 
lion is  spent  yearly  on  the  1.5  mil- 
lion dogs  shown  in  the  U.S. 

So  who  antes  $150,000  in  the  hope 
of  meeting  the  "right  people"?  Alan 
Novick,  for  one,  who  made  a  splash 
in  the  dog  show  world  before  he 
dropped  dead  of  a  heart  attack  in 
1984 — just  before  his  company, 
E.S.M.  Government  Securities  Inc., 
came  under  SEC  investigation  for  di- 
verting millions  of  dollars  for  its 
own  benefit.  Novick  leased  several 
dogs,  including  two  English  springer 
spaniels  owned  by  breeder  Anne 
Pope,  who  lives  outside  Boston.  Pope 
had  the  dogs  but  not  the  money  to 
show  them.  Alan  Novick  had  the 
money  and  a  plan. 

He  had  two  winners,  including  one 
of  Pope's  springers,  and  announced 
to  the  dog  people  around  him  that  he 
intended  to  have  the  best  in  group  in 
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Merrill  Lynch  offers  all  kinds  of 
mutual  funds  to  meet  all  sorts  of  goals. 
Plus  someone  to  help  you  choose 
the  best  ones  for  you. 


t's  easy  to  find  a  mutual  fund-today 
here  are  more  funds  than  stocks  on 
he  New  York  Stock  Exchange. 

But,  like  stock,  you've  got  to  pick 
he  right  one.  Narrow  down  the  field 
o  the  steady  performers.  And  then, 
30  farther-search  out  the  fund  that 
s  right  for  you.  The  fund  that  seeks 
o  meet  your  investment  goals:  what 
/ou're  hoping  to  achieve  and  the 
ype  of  investment  that  makes  you 
zomfortable. 

After  that,  the  most  important 
hing  is  to  develop  a  relationship 
with  someone  who  understands 
^our  goals  and  can  help  you 
'each  them. 

A  professional  like  a  Merrill 
Lynch  Financial  Consultant. 

A  Merrill  Lynch  Financial  Con- 
sultant can  help  you  analyze  your 


situation  and  the  degree  of  risk 
you're  willing  to  assume.  And  then 
help  you  select  from  the  many  differ- 
ent mutual  funds  we  have  to  offer. 

Today  Merrill  Lynch  Asset 
Management,  Inc.  manages  over  $80 
billion  in  more  than  50  different 
mutual  funds. 

And  that's  just  the  beginning  of 
what  we  can  offer  you.  Find  out 
more  with  our  Smart  Investor's 
Guide  to  Successful  Money  Manage- 
ment. For  your  free  copy,  call  toll- 
free  1-800-637-7455,  Ext.  6279,  or 
visit  your  local  Merrill  Lynch  office. 


Merrill  Lynch 


Merrill  Lynch  Financial  Consultants  like 
Burt  Haskins  understand  your  changing 
financial  needs,  and  have  access  to 
unmatched  resources  to  help  you  reach 
your  goals. 

c  1987  Merrill  Lynch.  Pierce,  Fenner  &  Smith  Inc. 
Member  SIPC 


The  Reeses  and  their  show  dogs 
"We  have  never  leased." 

the  seven  different  categories  of 
dogs.*  Most  of  the  dog  world  was 
offended  by  his  boastful  ways. 

Meanwhile,  Novick's  Ft.  Lauder- 
dale investment  company  lost  over 
$300  million,  incurred  dozens  of 
lawsuits  and  nearly  sank  a  group  of 
financial  institutions  in  Ohio.  As 
president,  Novick  was  one  of  several 


officers  taking  tremendous  sums  of 
money  out  of  the  faltering  business. 

Then  there's  Gloria  and  Nathan 
Reese,  who,  after  24  years  of  show- 
ing dogs,  still  have  not  made  it  into 
that  magic  social  circle.  Anne  Clark, 
who  judges  at  Westminster,  the  pre- 
mier dog  show  held  annually  at  New 
York's  Madison  Square  Garden,  be- 
lieves that  the  old-timers  "have  got- 
ten used  to"  the  Reeses,  who  made 
their  money  in  the  steel  industry. 

Gloria  and  Nathan  Reese  arrived 
at  the  Long  Beach  Kennel  Club's  dog 
show  this  summer  in  their  37-foot 
motor  home,  complete  with  comput- 
erized bar  and  two  greyhounds.  The 
dogs  reclined  gracefully  on  the 
Reeses'  double  bed.  The  18'/2-carat 
yellow  diamond  ring  that  Gloria  re- 
ceived as  a  40th  wedding  anniversary 
gift  flashed  as  she  sat  patting  her 
dog's  head  after  it  had  strolled  into 
the  living  room.  So  did  the  gold  and 
diamonds  her  husband  was  wearing 
at  9:30  in  the  morning.  ("They  wear 
more  jewelry  than  Mr.  T,"  sneers 
one  handler.) 

"Dogs  take  up  most  of  our  lives, 
which  is  what  happens  when  you 
breed  and  show  them,"  claims  Glo- 
ria.   "We've    even    missed  good 

*  Tl)e  seven  different  show  classes  Sporting,  Hound, 
Working,  Terrier,  Non-sporting,  Toy,  Herding 


Porter  Washington  with  Snappy  Tom 
"People  lease  to  win." 

friends'  weddings  in  order  to  go  to 
dog  shows."  And  when  one  of  their 
bitches  was  whelping  her  litter,  she 
confides,  she  slept  on  the  floor  next 
to  the  dogs. 

Are  any  of  their  dogs,  ah,  leased? 
Absolutely  not,  says  Gloria,  aghast 
at  the  very  thought.  That  is  very 
declasse.  The  Reeses  say  they  have 


ITALIANS 

READ  IT 

1RST. 


"La  Repubblica"  is  Italy's  leading  quality  newspaper. 
The  trend  of  the  opening  months  of  1987  shows  a  further 
increase: 

497,000  copies  sold  in  January:  664,000  in  February; 
691,000  in  March;  682,000  in  April;  689,000  in  May; 
719,000  in  June;  723,000  in  July;  719,000  in  August. 

•  for  readership:  an  ISEGI  survey  -  a  collective  survey  into 
average-day  newspaper  readership  -  provides  figures  of 
2,794,000  daily  readers  of  "La  Repubblica"  for  1987. 

•  for  circulation  uniformity:  "La  Repubblica"  is  the 
only  national  daily.  Readers  and  copies  are  distributed  in 
every  region  of  Italy,  in  proportion  to  the  population  profile. 

•  on  Fridays,  "La  Repubblica",  with  its  "Business  and 
Finance"  supplement,  becomes  the  leading  economic  -  financ 
newspaper:  from  January  to  July  1987,  the  sales  of 

"La  Repubblica"  with  its  "Business  and  Finance"  supplement 
reached  an  average  total  of  770,000  copies. 

la  Repubblica 


laRepubblka 


la  Repubblica  ^ 


Se  lo  dice 


fapuniiaaCotoiga  '    iJTJ  T~~ 


Gorbaciov  Un  "esploratore"  u£™£f 
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Its  Bayer  USA. 

A  group  of  progressive,  dynamic,  forward-looking  companies  like  Miles  Inc.  and 
Mobay  Corporation. 

Our  businesses  range  from  chemicals  to  health  and  life  sciences  to  imaging 
and  graphic  information  systems. 

And  those  individual  successes  added  up  to  make  us  #1 1 7  in  our  very  first  year! 

Actually,  if  the  sales  of  Agfa-Gevaert,  Inc.  and  Com  pug  raphic  Corporation,  two 
affiliated  companies,  had  been  included,  Bayer  USA  would  have  been  ranked  much 
higher  on  the  Fortune  List. 

Given  our  commitment  to  research  and  development,  our  rise  should  be  steady 
from  here  on.  We  have  access  to  a  worldwide  R&D  budget  of  more  than  $1  billion  - 
one  of  the  largest  in  the  chemical  industry- through  our  parent,  Bayer  AG  of  West 
Germany.  And  we  devoted  $200  million  last  year  to  research  programs  here  in  the 
U.S.  alone. 

So  our  dedication  to  growth  in  the  years  ahead  is  deep.  And  our  perspective 
is  worldwide. 

For  more  information  about  Bayer  USA,  one  of  the  most  potent  new  factors  on 
the  American  industrial  scene,  contact 
Bayer  USA  Inc.,  attn.  Elliot  Schreiber,  Dept. 
1D,  One  Mellon  Center,  Pittsburgh,  PA 
15219-2502. 


Bayer  usa  inc. 


MEETING  A  WORLD  OF  NEEDS. 


Bob  Mahoney/Picture  Group 


Jane  Firestone  and  friend  at  her  home  in  Ohio 

A  potential  custody  battle  was  settled  out  of  court 


never  leased  a  dog.  "People  who 
lease  dogs  would  probably  sell  their 
own  mother  into  white  slavery,"  ex- 
claims the  horrified  Gloria.  "Once 
we  thought  we  bought  a  dog,  only  to 
find  out  we  had  leased  it.  So  we  gave 
it  back.  I  don't  lease  dogs." 

"Leasing  has  become  something  of 
a  habit  amongst  those  who  want  the 
glory  of  winning,"  says  Porter  Wash- 
ington, at  75  the  oldest  dog  handler 
in  the  business  and  married  to  Lucy 
(Dicky)  Doheny,  granddaughter  of 
one  of  the  founding  families  of  Los 
Angeles.  Together  Washington  and 
his  wife  have  been  breeding  kees- 
honds  for  decades.  "But  top  people 
don't  fool  with  it  and  don't  think 
much  of  those  who  do." 

Co-owning  is  another  way  to 
quickly  enter  the  winning  circle. 
Jane  Firestone,  who  married  Ray- 
mond Firestone,  son  of  the  founder 
of  Firestone  Tire  &  Rubber,  plunked 
down  thousands  of  dollars  to  cam- 
paign Ch.  Covy  Tucker  Hill's  Man- 
hattan (affectionately  known  as  Hat- 
ter). Firestone  bought  her  interest  in 
the  German  shepherd  from  Hatter's 
owner,  Shirlee  Braunstein,  a  Long  Is- 
land dog  breeder.  Firestone  got  a 
prize-winning  pup;  Braunstein  got  an 
expensive  campaign.  Hatter  was 
flown  around  the  country,  often  to 
shows  where  it  is  rumored  that  it 
was  known  in  advance  that  the  judge 
had  a  leaning  toward  the  dog.  The 
dog  went  Best  in  Show  at  both  last 
year's  Westminster  and  the  1984 
American  Kennel  Club's  Centennial 
Dog  Show. 

But  two  years  ago  Braunstein  and 
Firestone  had  a  falling  out.  "We  set- 


tled out  of  court,"  says  Firestone, 
refusing  to  go  into  detail  about  what 
appeared  to  be  a  potential  custody 
suit.  "Our  original  agreement  was 
that  the  dog  would  spend  six  months 
with  me  and  six  months  with  her 
when  he  retired.  Now  he's  living 
with  Jimmy  Moses,  his  handler." 

Then  there's  William  MacKay, 
who  until  this  summer  was  chief 
executive  of  American  Biomaterials, 
a  Plainsboro,  N.J. -based  company 
that  manufactures  collagen  for  medi- 
cal and  dental  procedures.  Judges  and 
handlers  refer  to  MacKay  as  "Alan 
Novick  the  second." 


A  William  MacKay  fox  terrier 
with  his  trainer 

"All  my  dogs  are  also  pets.' 


Hatter  and  handler  James  Moses 
Westminster's  Best  in  Show. 

"MacKay  does  breed  his  own  dogs, 
but  he  irritates  the  people  who  have 
been  doing  it  for  a  long  time,"  ex- 
plains one  insider.  MacKay  has  built 
an  extensive  kennel  to  house  his  30 
Dobermans.  MacKay  is  fond  of  say- 
ing that  all  his  dogs  are  also  pets.  But 
his  other  show  dogs,  including  his 
wire-haired  fox  terrier  Ch.  Galsul  Ex- 
cellence, the  top-winning  show  dog 
of  1986,  live  with  their  handlers. 

"I  never  talk  money,"  says 
MacKay  when  asked  how  much  he 
has  spent  showing  his  dogs.  "Money 
doesn't  have  a  place  in  the  dog 
world.  This  is  a  hobby."  MacKay  re- 
cently resigned  as  chief  executive  of 
Biomaterials  after  being  charged 
with  misappropriations  of  company 
funds  and  fraud. 

But  meanwhile,  the  very  class  of 
elite  dog  owners  these  parvenus  are 
so  eager  to  cultivate  is  melting  away 
even  as  the  arrivistes  press  them- 
selves forward. 

Mrs.  Geraldine  Rockefeller 
Dodge's  Giralda  Kennels  in  New  Jer- 
sey, where  she  raised  award-winning 
dogs,  has  been  turned  into  an  animal 
shelter.  The  late  Miriam  Breed,  who 
operated  the  prestigious  Barmere 
Kennels  in  Van  Nuys,  Calif.,  stopped 
breeding  dogs  years  ago.  Mrs.  Augus- 
tus Riggs  IV,  the  daughter  of  Mrs. 
Merriweather  Post,  no  longer  shows 
her  dogs,  although  she  still  judges 
some  of  the  more  prestigious  compe- 
titions. "I  plan  to  retire  in  May," 
says  Mrs.  Riggs. 

The  passing  of  the  old  guard  is 
well  advanced.  And  considering 
what  the  arrivistes  have  wrought, 
who  can  blame  them?  ■ 
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CENTRALIZE  POSTAL  EXPENSES 
AS  VOUR  BUSINESS  EXPANDS. 


The  POSmGE&J>HONE~  Master  Account 
System  gives  you  centralized  control  of  all 
your  postage  costs  at  no  extra  charge. 

Think  of  it.  One  monthly  statement  for  all  your 
mailroom  locations  detailing  all  your  postal  expenses 
by  location,  date,  amount.  The  POSTAGE&J>HONE~ 
Master  Account  System  lets  you  reallocate 
funds  instantly,  improve  cash  flow  and  save  money 
on  your  total  postal  costs.  The  extra  cost  to  you? 
Not  a  dime.  Exclusively  from  Pitney  Bowes.  Call  us  at 
1-800-MR.  BOWES  (1-800-672-6937),  ext.  719. 
^  Or  write  to  Pitney  Bowes,  1709  Pacific  St., 

Stamford,  CT  06926-0700. 


=P  Pitney  Bowes 


NE,  BUT  IN  THE  ABILITY  TO  MANAGE  IT. 


Remote  Access. 
Business  Nicety?  Or  Basic  Necessity? 


Maybe  it's  accessing  your  data 
ase  from  across  the  street.  Or  across 
town.  Maybe  it's  accessing  the  public 
record  from  your  home  or  office. 
Maybe  it's  tying  important  customers 
directly  into  your  systems.  Or  maybe 
it's  the  ability  to  do  all  of  these  things, 
any  time  day  or  night. 

Whatever  form  it  takes, 
expanded  access  to  information  can 
give  your  business  a  big  advantage. 

And  if  you're  not  sure  how,  ask  us. 
We  can  make  it  happen.  With 
the  kind  of  end-to-end  expertise  most 
companies  can't  offer. 

At  Bell  Atlantic,  we  can  provide 
the  affordable  voice/data  network. 
And  the  communications  systems  to 
access  it.  We  offer  computers.  And 
computer  service.  We'll  write  your 
software.  We'll  write  you  an  equipment 
lease.  We'll  finance.  We're  an 
integrated  family  of  companies  offering 
a  broad  range  of  solutions  to  all  your 
information  and  communications 
needs.  And  with  our  unmatched  record 
of  innovation,  reliability  and 
experience  in  moving  information,  we 
can  help  you  turn  those  remote 
possibilities  into  real  opportunities. 

For  more  information  about  the 
Bell  Atlantic  companies,  call  toll-free 
1-800-621-9900. 


©  Bell  Atlantic 

WE  MAKE  TECHNOLOGY  WORK  FOR  YOU. 


LOCAL  TELEPHONE  AND  MOBILE  COMMUNICATIONS 

Bell  of  Pennsylvania  •  C&P  Telephone  • 
Diamond  State  Telephone  •  New  Jersey  Bell  • 
Bell  Atlantic  Mobile  Systems 

INFORMATION  AND  COMMUNICATIONS  SYSTEMS 

Bell  Atlanticom™  •  Bell  Atlantic  Business 
Supplies  •  A  Beeper  Company  •  CompuShop"  • 
Bell  Atlantic  Business  Center  '  MAI  Canada  • 
Telecommunications  Specialists,  Inc. 

COMPUTER  MAINTENANCE  AND  SOFTWARE 

Sorbus"  •  Technology  Concepts,  Inc.  • 
Electronic  Service  Specialists,  Ltd. 

DIVERSIFIED  FINANCIAL  SERVICES 

Bell  Atlantic  TriCon  Leasing  •  Bell  Atlantic 
Systems  Leasing  •  Bell  Atlantic  Properties 


As  it  gets  tougher  for  the  U.S.  to  sell  arms 
abroad,  it  gets  easier  for  the  Soviets.  They 
reap  advantage  both  in  money)  and  in 
political  influence. 

Russia:  arms 
merchant  to 
the  world 


By  Pranay  Gupte 


T|  he  Third  World  arms  trade  is 
becoming  a  buyers'  bazaar. 
Worth  $58.3  billion  in  1982,  ac- 
cording to  Richard  F.  Grimmett  of  the 
Congressional  Research  Service,  the 
business  was  $29.2  billion  last  year. 

Like  auto  manufacturers  loaded 
with  excess  inventory,  the  sellers  are 


offering  easier  and  easier  terms  and 
jostling  one  another  for  business.  In 
1985  Saudi  Arabia  wanted  to  add  one 
or  two  squadrons  at  $30  million  a 
plane  of  McDonnell  Douglas  FT  5  in- 
terceptor jets  to  the  60  jets  the  Saudis 
already  owned.  The  Israelis  objected. 
The  Saudis  gathered  their  robes  and 
went  shopping  in  Europe.  The  French 
were  eager  to  sell  Mirage  2000  fight- 


ers, but  the  Saudis  awarded  an  $8.2 
billion  contract  to  British  Aerospace 
for  72  Tornados,  30  Hawk  jet  trainers, 
30  Swiss-made  Pilatus  PC-9s  turbo- 
prop trainers,  plus  missiles,  ammuni- 
tion and  spare  parts.  The  deal  ensured 
that  the  British  manufacturer  and  its 
West  German  and  Italian  partners 
would  stay  in  good  health  for  several 
more  years.  Prime  Minister  Margaret 
Thatcher  personally  thanked  Saudi 
King  Fahd. 

Many  European  armsmakers,  and 
not  only  the  "peace-loving"  Swedes 
(Forbes,  Oct.  19),  are  struggling  for 
survival  and — unbound  by  naive 
American  concepts  of  morality — are 
offering  blandishments  in  various 
forms  as  never  before. 

The  major  European  suppliers — 
France,  West  Germany,  Britain  and 
Italy — have  increased  their  share  of 
weapons  exports  to  the  Third  World. 
Figures  from  the  Stockholm  Interna- 
tional Peace  Research  Institute  (SIPRI), 
comparing  1977-81  sales  with  1982-86 
sales,  show  that  the  combined  share  of 
these  four  European  arms  producers 
rose  from  23%  to  28% . 

Take  Peru,  a  bankrupt  nation, 
steeped  in  poverty.  But  when  it  comes 


University  of  Sussex  defense  researcher  Chris  Smith 
"Try  to  match  that,"  he  says  of  Soviet  incentives. 
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THE  ROAD  TO  CAREFREE  TRAVEL  IS  PAVED 
WITH  AMERICA'S  LARGEST  NETWORK  OF  HMOs. 

HMOs,  as  you  know,  do  a  good  job  of  providing  health  care  benefits  to  members  while 
they  are  in  their  home  area.  It's  those  occasions  when  they're  away  from  home  that  often  cause 
you  concern. 

That's  why  Blue  Cross  and  Blue  Shield  Plan  HMOs  have  instituted  an  'Away  From  Home 
Care"  program.  Now,  members  of  our  HMOs  traveling  anywhere  throughout  the  HMO-USA 
network  of  over  200  cities  can  receive  help  when  an  unexpected  illness  or  injury  occurs.  The 
member  simply  calls  a  toll-free  number  and  is  directed  to  the  nearest  participating  HMO-USA 
facility.  There  won't  be  any  claim  forms  to  fill  out,  or  any  hassles  at  all. 

We  have  even  more  ways  to  help  you  organize  your  HMOs.  All  you  have  to  do  is  follow 
these  simple  directions:  Call  1-800-4-HMO-USA. 

HMO-USA  is  just  one  of  the  many  innovative  products  from  the  nation's  Blue  Cross  and 
Blue  Shield  Plans  designed  to  help  you  effectively  manage  your  health  benefits  program. 

The  'Away  From  Home  Care"  HMO  network.  ^gjfftBfH 


Carry  the 
Caring  Card^ 

The  card  that  cares  for  the  U.S.  01ympicTeams" 


CHR 


IS  B.  H*LL 


L?3  « 


It's  no  wonder. 

In  everything  we  do,  from 
trading  to  investment  banking 
to  corporate  finance,  we're 
the  kind  of  bank  people  want 
on  their  side. 

A  brief  look  at  our  recent 
performance  in  foreign 
exchange  trading  and  risk  in- 
surance is  proof: 

Our  annual  customer  volume 
in  the  area  of  foreign  exchange 
is  in  excess  of  $330  billion. 

In  currency  and  interest  rate 
options,  it's  $7  billion. 

And  for  interest  rate  and  cur- 
rency swaps,  it's  nearly  $8  billion 

We  got  this  big  this  fast  by 
offering  our  clients  a  combina- 
tion of  technique  and  creativity 
they  just  couldn't  find  any- 
where else. 

The  fact  is,  First  Chicago 
is  a  major  global  player  in  these 
areas. 

A  player  you  should  want  on 
your  side. 

PERFORMANCE 
HAS  ALWAYS 
BEEN  A  CHICAGO 
TRADITION. 

@  FIRST  CHICAGO 
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Weapons, 
anyone? 

American  arms  are 
still  sought  after  in  the 
Third  World,  but 
Soviets  have  widened 
an  already 
commanding  lead, 
thanks  in  part  to 
offers  few  clients  can 
refuse.  France  isn't 
doing  too  badly  either. 
On  the  horizon: 
China, 

Czechoslovakia, 
Spain  and  Brazil. 


+  1.4% 


+  42.1% 


to  arms,  Peru  believes  in  going  first 
class.  Its  air  force  consisted  of  aging 
Soviet-made  Sukhoi  Su-22  fighters.  In 
1985  and  1986  the  generals  wanted  to 
buy  the  advanced  F-16  plane  from 
General  Dynamics.  Washington 
dragged  its  feet:  Would  it  be  proper  for 
an  impoverished  nation  to  waste 
money  on  arms?  The  French  jumped 
in,  and  the  Peruvians  bought  15  Mi- 
rage 2000  fighters.  Will  Peru  be  able  to 
pay  for  the  planes?  Maybe  not,  but  the 
order  keeps  French  workers  working 
and  the  French  aircraft  industry  alive. 

Elsewhere,  the  number  of  suppliers 
is  increasing  faster  than  the  number 
of  customers.  Newly  industrialized 
Third  World  suppliers  are  getting  into 
the  act,  offering  easy  credit  terms  and 
a  dazzling  array  of  low-  and  medium- 
tech  weaponry.  According  to  SIPRI, 
26  Third  World  countries  produced 
and  exported  $11  billion  worth  of 
weapons  last  year.  According  to  the 
Congressional  Research  Service  (CRS) 
of  the  Library  of  Congress,  China 
alone  delivered  $7.3  billion  in  weap- 
ons to  the  Third  World  between  1979 
and  1986.  For  the  same  period,  South 
Korea  sold  $2.7  billion;  North  Korea 
around  $2.5  billion;  Brazil,  $2.2  bil- 
lion; Czechoslovakia,  $3.7  billion. 

Says  Professor  Stephanie  Neuman, 
an  arms-trade  specialist  at  Columbia 
University:  "What  you  have  is  coun- 
tries that  you  never  really  thought  of 
as  major  arms  suppliers  now  getting  a 
large  share  of  the  market  either  as 
surrogates  of  the  superpowers,  or  do- 
ing a  dandy  business  earning  foreign- 
exchange  for  themselves." 

In  1985  Brazil  outbid  British  Aero- 
space in  selling  130  Tucano  trainer 
planes  to  Britain's  Royal  Air  Force. 
The  size  of  the  sale  was  unprecedent- 
ed for  Brazil.  And  it's  rare  that  a 
NATO  country  goes  outside  its  ranks 
to  make  such  a  big  purchase.  Brazil 
has  some  350  companies  involved  in 
producing  planes,  tanks,  armored  per- 
sonnel carriers  and  other  defense 
items,  primarily  for  the  Middle  East 
and  Africa.  More  than  200,000  Brazil- 
ians work  for  these  companies. 

Few  Third  World  manufacturers  lay 
claim  to  original  designs,  of  course.  In 


arms,  as  in  apparel,  the  developing 
countries'  producers  are  proficient  im- 
itators. The  Chinese,  for  instance,  have 
imitated  the  U.S.  M  l  6  automatic  rifle, 
which  is  produced  by  Colt  Industries. 
Colt's  M-16  retails  for  $660  per  rifle, 
the  Chinese  version  for  $185. 

Chilean  engineer  Carlos  Cardoen 
copied  a  U.S. -made  cluster  bomb,  and 
his  bomb — which  contains  explosive 
canisters — sells  for  $600,  compared 
with  $2,000  for  the  original. 

In  this  increasingly  competitive 
business,  one  old-line  supplier  is  more 
thanholdingits  own:  the  Soviet  Union. 
According  to  Richard  Grimmett,  Sovi- 
et weapons  exports  in  1986  hit  $12.6 
billion,  triple  the  U.S. '  $3.9  billion.  The 
U.S.  Arms  Control  &  Disarmament 
Agency  estimates  that  15%  of  Soviet 
exports  consists  of  arms  sales,  com- 
pared with  4%  for  the  U.S. 

According  to  the  CRS,  the  Soviets 
delivered  $60  billion  in  arms  to  the 
Third  World  in  1982-86.  U.S.  deliver- 
ies? Around  $25  billion. 

Like  any  good  supplier,  the  Soviets 
sell  and  deliver  arms  quickly:  no  fuss 
over  congressional  approval,  no  wait- 
ing. For  instance,  when  the  Marxist 
military  dictatorship  in  Ethiopia 
wanted  a  ton  of  ammunition  and 
50,000  Kalashnikov  AK-47s  to  fight 
neighboring  Somalia  in  the  late 
1970s,  Moscow  shipped  the  goods  lit- 
erally overnight.  When  India  and  Pa- 
kistan went  to  war  in  1971  for  the 
fourth  time  and  Washington  suspend- 
ed all  arms  shipments  to  New  Delhi, 
Moscow  airlifted  tons  of  guns  and  am- 
munition to  the  Indians  within  hours 
of  New  Delhi's  request. 

The  Soviets  shrewdly  mix  hard 
business  deals  with  political  trading. 
To  help  swing  India's  purchase  of  So- 
viet-made guns,  planes  and  ammuni- 
tion in  1980,  Moscow  offered  an  8- 
year  grace  period  on  payments,  12 
years  to  pay  after  that,  annual  interest 
of  barely  2.5%  and  payment  in  non- 
convertible  Indian  currency.  "Try  to 
match  that,"  says  Chris  Smith,  de- 
fense and  disarmament  researcher  at 
Britain's  University  of  Sussex.  While 
the  deal  earned  Moscow  no  hard  cur- 
rency, it  cemented  relations  with 
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A  century  ago  Edison  gave  us  his  name 
and  his  patents. 

It  turned  into  one  of  his  brightest  ideas. 


"nomas  Alva  Edison,  a  true  American  genius,  did  more  for  the  world  than  turn  on  the  lights.  As  an  originator  of  the  light  bulb,  microphone,  phonograph  and  movie  camera, 
3  could  be  called  The  Father  of  Modern  Technology  (Photograph:  German  Museum,  Munich) 


\EG.  More  than  100  years  of  ingenuity  behind  us. 


at  AEG  owe  Thomas 
;dison  our  gratitude  as 
fell.  The  firm  he  helped 
)und,  the  German  Edison 
lompany  for  Applied 
Jectricity,  became  AEG  in 
lay  of  1887. 

While  it  was  a  good  start, 
ot  even  Mr.  Edison  with  his 
erspicacious  vision  could 


have  foreseen  the  wonders 
yet  to  come.  Today  AEG 
ranks  among  the  most 
advanced  technology  com- 
panies in  the  modern  world. 

Here  in  the  U.S.,  AEG 
has  already  become  part 
of  your  daily  life.  While 
our  name  is  not  every- 
where evident,  our  stamp 


is.The  average  American 
each  day  comes  into 
contact,  directly  or  in- 
directly, with  something 
we're  part  of.  From 
electronic  typewriters  and 
word  processors  from 
Olympia  down  at  the  office, 
to  satellite  TV  shows 
transmitted  from  space. 


or  information  write  AEG  Corp.,  Dept.1,  Route  22-Orr  Drive,  PO.  Box  3800,  Somerville,  NJ  08876. 


Russia's  friends  in  New 
Delhi.  If  India  could  not 
pay  in  hard  cash,  it  could 
pay  in  denouncing  the  U.S. 
in  the  United  Nations. 

The  Soviets  can  drive  a 
hard  bargain.  In  exchange 
for  helping  Ethiopia  crush 
rebellions  in  Eritrea  and 
successfully  counter 
neighboring  Somalia's  at- 
tempts to  "liberate"  Ethio- 
pia's Ogaden  province  in 
the  late  1970s,  the  Soviets 
reportedly  demanded  and 
received  part  of  Ethiopia's 
coffee  production,  the  im- 
poverished country's  prin- 
cipal foreign  exchange 
earner.  While  Ethiopian 
children  starve,  the  Marx- 
ist government  picks  up 
the  tab  for  Russian  advisers 
and  has  paid  some  $2  bil- 
lion in  Soviet  arms  through 
the  coffee  barter.  Western 
diplomats  based  in  Addis  Ababa  point 
to  1978,  when  Ethiopia's  rulers  re- 
portedly bartered  $63  million  worth 
of  coffee  for  East  German  trucks  that 
proved  unsuitable  for  the  rugged  Ethi- 
opian terrain,  tractors  that  sputtered 
and  some  spare  parts. 


Professor  Stephanie  Neuman  of  Columbia  University 
Arms  sales  are  "a  dandy  business." 


Another  African  state  whose  people 
are  chronically  malnourished,  Mo- 
zambique, traded  away  valuable  fish- 
ing rights  to  Moscow  in  exchange  for 
weapons. 

India  gets  special  treatment — not 
out  of  sentiment  but  because  the  So- 


viets cannot  issue  direct 
orders  to  an  Indian  govern- 
ment. One  incentive  the 
U.S.S.R.  offers  its  best  cus- 
tomers is  license  produc- 
tion, an  arrangement  that 
allows  them  to  manufac- 
ture Russian-patented 
goods  under  certain  guide 
lines.  During  1985  and 
1986,  the  Indians  were  con- 
sidering a  French  offer  for 
additional  Mirage  2000s  for 
their  air  force.  Moscow 
countered  with  a  deal  to 
supply  some  45  copies  of 
its  latest  fighter  jet,  the 
MIG-29 — and  an  agree- 
ment to  allow  India  even- 
tually to  manufacture  the 
sophisticated  plane  at  a 
Hindustan  Aeronautics 
plant,  which  already  as- 
sembles MIG-21s.  The  So- 
viet decision  was  unique 
because  Moscow  hadn't 
yet  sold  the  MIG-29  to  anyone  else. 

That  deal  set  a  precedent:  Britain 
will  allow  India  to  assemble  locally  47 
Jaguar  fighters.  Say  this  for  the  Indi- 
ans: They  demand  a  stiff  price  for  the 
political  support  they  give  the  Soviets 
on  the  international  scene.  ■ 


The  arms  bazaar:  a  Third  World  shopping  list 


Rising  debt?  Deteriorating  economies?  Never  mind,  weapons  and  ammunition.  Never  mind,  too,  that  much 
Developing  countries  still  have  an  insatiable  thirst  for     of  their  purchases  are  for  show. 


Light 
weapons 


Light  antitank 
weapons  (LAW): 


9mm  pistols 

Hungarian  P87,  Walther  P88  $100  to  $600 

Light  machine  guns 

Kalashnikov  AK-47  (U.S.S.R.)  $150 

American  M-16  $650 

Austrian  AUG,  Belgian  FN  FAL 

RPD,  RPK  (U.S.S.R.  or  East  Bloc)  $900  to  $1,400 

M-60  (U.S.),  MG1  (West  Germany) 

GPMG  (U.K.-Belgium)  $2,500  to  $3,500 

Heavy  machine  guns 

50  caliber,  HBM-2  (U.S.)  $5,500  to  $8,500 

GPU  14.5mm  (U.S.S.R.)  $2,500  to  $3,500 


M-72,  M-16a2  (U.S.) 
RPG7,  RPG18  (U.S.S.R.) 


$1,500  to  $2,000 


Medium 
weapons 


150mm  

Bofors  155mm  howitzer. 


...$900,000 
$2  million 


Aircraft 


Photoy  left,  Interarms,  right,  lop  lo  bottom,  Jane  >.  I  lefcncc  Weekly;  Richard  Bocklet/Stockphoios  Inc . 
Arnold  Mcisner  Photography 


Hawk  trainer  (U.K. 

Tornado  (U.K.)  

F-16  (U.S.)  


 $8  million 

 $20  million 

.  over  $13  million 
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The  difference  between  a  shattered  windshield 

'    '        *  life. 


n  November  17,  1986,  the  car  in  which 
ira  Meyer  was  riding  was  in  an  accident, 
ke  150,000  other  victims  each  year,  her 
:ad  hit  and  shattered  the  windshield. 


But  unlike  many  of  the  others,  Tara 
suffered  no  facial  cuts  or  lacerations. 
The  difference? 

A  new  idea  developed  by  a  group  of 
Du  Pont  engineers.  They  believed  that 
a  thin  layer  of  plastic  along  the  inside  of 
the  windshield  would  keep  the  razor- 
sharp,  shattered  glass  on  the  outside— 
away  from  the  occupants. 


Their  idea  helped  make  more  than 
just  a  safer  windshield ...  it  made  a  dif- 
ference. 

And  that's  something  we  try  to  do  in 
everything  we  do. 

At  DuPont,  we  make  the  things  that 
make  a  difference. 


Better  things  for  better  living. 


**eo  US  PAT ftTM  of* 


BATTERIES 
NOT  INCLUDED. 

mm 


You  can  spend  $500,000  on 
i  elaborate  fire  protection 
stem.  But  if  you  neglect  to 
place  a  $50  battery  some- 
here  in  that  system,  you  may 
Dt  be  fully  protected. 
Your  property  could  be  in 
□nger.  As  well  as  your 
mployees. 

A  dead  battery.  A  blocked 
>rinkler.  A  disconnected 
ione  line.  Those  are  just  a 
w  of  the  potentially  cata- 
rophic  oversights  that  are 
Btected  on  a  regular  basis  by 
IGNA  Loss  Control  Services 
ofessionals.  Oversights  that 
rn  up  in  about  30%  of  the  fire 
otection  systems  we  survey. 
But  fire  isn't  the  only  risk  a 
jsiness  may  encounter, 
^hich  is  why  we  have  loss 
untrol  professionals  in  every 
'ea  from  product  safety  to 
jilding  construction. 


All  in  all,  we  have  over  500 
of  these  specialists— each  with 
the  experience  and  depth  of 
knowledge  they  need  to  find 
the  problems  you  don't  need. 

But  our  people  don't  just 
point  out  problems.  They  point 
out  solutions.  Solutions  tailored 
to  the  unique  characteristics 
of  your  business. 

Unfortunately,  too  many 
businesses  wait  for  a  loss  to 
occur  before  they  decide  to 
implement  a  comprehensive 
loss  control  program.  Don't  be 
one  of  them.  Write  CIGNA  Loss 
Control  Services,  Inc.  today  at 
Dept.  R14,  One  Logan  Square, 
Philadelphia,  PA  19103. 

Pinpointing  dangers  before 
they  become  disasters.  It's  one 
more  example  of  CIGNA's  com- 
mitment to  per- 
sonalized service 
to  business. 


CIGNA 


One  needn 't  go  to  Tokyo  for  companies 
selling  at  ludicrous  multiples.  Consider 
Scottsdale,  Ariz. '  PCS,  Inc. 


Arizona  high 


By  Subrata  N.  Chakravarty 

Y-  EAH,  CERTAINLY  I  thought 
about  losing  my  job,"  laughs 
Donald  Dahlin,  president  and 
chief  executive  of  PCS,  Inc.  He  is  re- 
calling the  day  in  1985  when  he  first 
suggested  to  his  boss  spinning  off  PCS 
from  its  parent,  McKesson  Corp.  "I 
thought  that  either  he  could  agree 
with  me  or  say,  'You  know,  pal, 
you're  not  pulling  with  the  team.'  " 

As  it  happened,  Dahlin's  boss, 
Thomas  Field,  McKesson  Corp.'s 
president,  agreed  with  Dahlin,  and 
has  no  regrets.  About  the  time  Dahlin 
was  making  his  pitch,  McKesson's 
consultants  had  estimated  PCS'  value 
at  well  over  $120  million,  and  McKes- 
son had  received  offers  to  buy  the 


company  for  more  than  $150  million. 

Instead,  McKesson  decided  to  sell 
14%  of  PCS  (for  Pharmaceutical  Card 
System)  to  the  public  a  year  ago,  at 
$13.50  a  share.  That  valued  the  little 
company  at  $196  million.  The  stock 
has  since  risen  to  a  recent  35  lA — not 
even  the  market  selloff  has  damaged 
it  much.  At  that  price,  PCS  is  valued 
at  over  $510  million — 60  times  its 
earnings  in  the  most  recent  four  quar- 
ters and  nearly  10  times  its  $54  mil- 
lion (fiscal  1987)  revenues.  At  these 
lofty  levels,  McKesson's  PCS  stake  is 
worth  $440  million,  or  nearly  30%  of 
the  market  value  of  $7.5  billion  (sales) 
McKesson  itself. 

What  powers  this  little  rocket? 
Headquartered  in  Scottsdale,  Ariz., 
PCS  is  the  nation's  leading  operator  of 


PCS,  Inc.  President  Donald  Dahlin 
If  he  stumbles,  clear  the  decks 


MIS  ilk 


prescription  drug  reimbursement  pro- 
grams. Employers  sign  on  with  PCS  to 
provide  coverage  for  their  employees' 
prescriptions;  the  company  now  cov- 
ers 15  million  people. 

Under  standard  Major  Medical  pre- 
scription coverage,  patients  pay  phar- 
macies for  their  prescriptions  and 
then  submit  a  claim  for  reimburse- 
ment. Under  a  PCS  plan,  each  partici- 
pant gets  a  card  that  is  accepted  at 
92%  of  the  pharmacies  in  North 
America.  A  cardholder  pays  a  flat  fee, 
ranging  from  $  1  to  $5  per  prescription, 
and  makes  no  claim.  The  pharmacy 
bills  PCS  for  all  prescriptions  filled 
and  gets  paid  biweekly  along  with  a 
dispensing  fee  for  each  prescription. 
PCS  then  bills  its  corporate  clients, 
adding  an  administrative  fee. 

Dahlin  asserts  that  PCS'  plans  low- 
er not  only  drug  costs  but  administra- 
tive costs  as  well.  Drug  reimburse- 
ment is  at  preset  prices,  well  below 
retail.  Moreover,  a  typical  prescrip- 
tion claim,  Dahlin  says,  costs  insur- 
ance companies  $5  to  $10  to  handle — 
costs  that  are  passed  along  to  employ- 
ers. PCS,  on  the  other  hand,  deals 
with  only  62,000  pharmacies  instead 
of  millions  of  patients,  so  a  single 
reimbursement  check  might  cover 
hundreds  of  prescriptions.  As  a  result, 
PCS  charges  clients  an  administrative 
fee  of  just  74  cents  per  prescription. 

Despite  these  advantages,  PCS  was 
not  doing  very  well  before  McKesson 
brought  in  Dahlin  to  run  the  business 
late  in  1981.  Now  37,  Dahlin  flunked 
out  of  college,  sold  suits  in  his  native 
St.  Louis  and  saved  enough  to  enroll 
at  the  University  of  Tulsa's  special 
education  program.  Deciding  he  did 
not  want  to  teach,  he  sold  insurance 
for  Massachusetts  Mutual  and  rose  to 
director  of  program  development.  "By 
asking  enough  questions  and  culling 
the  things  that  made  sense  and  were 
doable  economically,"  he  says,  "we 
introduced  some  nice  products." 

Dahlin's  penchant  for  asking  ques- 
tions served  him  well  at  PCS.  "I  asked 
so  many  questions  when  I  got  here,  I 
know  people  were  thinking:  'Why 
doesn't  he  make  a  goddamn  decision 
instead  of  asking  all  these  ques- 
tions?' "  Dahlin  recalls. 

To  assuage  corporate  clients'  fear 
that  JPCS'  easy-to-use  card  payment 
system  would  result  in  unnecessary 
drug  purchases,  Dahlin  commis- 
sioned an  actuarial  study  showing 
that  larger  upfront  fees  compensated 
for  greater  use.  He  also  added  regional 
sales  offices  to  extend  PCS'  reach,  and 
made  PCS'  sales  pitch  directly  to  in- 
surance companies'  claims  depart- 
ments. This  won  him  strong  allies  in 
his  effort  to  offer  plans  jointly  with 
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Locate  In  Scotland. 


THE  CENTRE  OF  EUROPEAN  ACHIEVEMENT. 


Scotland  is  an  open  country.  Its  people  are  direct  in  their  welcome.  Its  landscape  is  j 
tried.  It  is  set  apart  in  its  history  and  culture.  The  sense  of  nationhood  is  strong.  The  ! 
?ople  create  wealth  and  are  at  home  with  technology.  Their  outlook  is  international. 
ieir  environment  is  one  in  which  quality  of  life  and  quality  of  business  are  inextricably 
iked.  From  its  roots  in  the  past  Scotland  turns  towards  the  future.  As  their  forefathers  | 
sponded  to  the  challenges  of  the  first  Industrial  Revolution,  engineers  are  pioneering 
e  second  with  major  advances  in  new  technologies  like  photonics.  Scientists  harness  1 
e  elements  of  wind  to  make  energy,  of  light  to  give  health,  of  life  to  grow  proteins.  The 
vid  contrasts  and  infinite  variety  of  the  Scottish  landscape  provide  todays  designers, 
anagers  and  actuaries  with  the  perfect  environment  in  which  to  plan  for  the  21st  century. 
)mc  to  Scotland  and  you'll  never  look  back.  Call  toll-free  1-800  The  Scot. 


Scottish 
Development 
Agency 


E  SCOTTISH  DEVELOPMENT  AGENCY  IS  COMMITTED  TO  ASSISTING  U.S.  COMPANIES  TO  TACKLE  THE  EUROPEAN  MARKET  FROM  A  SCOTTISH 
ISE.  CALLTOLL  FREE  1-800  THE  SCOT,  OR  WRITE  TO  1  LANDMARK  SQUARE,  SUITE  810,  STAMFORD,  CONNECTICUT  06901.  TEL:  (203)  325  8525. 

SDA  OFFICES  ALSO  IN  HOUSTON,  CHICAGO  AND  SAN  FRANCISCO. 

his  material  is  published  by  the  Scottish  Development  Agency,  1  Landmark  Square.  Suite  810,  Stamford.  Connecticut  06901,  which  is  registered  under  the  Foreign  Agents  Registration  Act,  as  an  agent  ot  the  Scottish  Development 
cy,  Glasgow.  Scotland  This  material  is  filed  with  the  Department  of  Justice  where  the  required  registration  is  available  for  public  inspection  Registration  does  not  indicate  approval  ot  this  material  by  the  United  States  Government 


insurance  companies. 

All  those  moves  paid  off  in  hand- 
some growth.  PCS  now  has  joint  pro- 
grams with  over  200  insurance  com- 
panies and  almost  50  Blue  Cross/Blue 
Shield  organizations.  Dahlin  says  PCS 
will  process  over  75  million  prescrip- 
tions worth  at  least  $1.25  billion  from 
15  million  individuals  in  the  fiscal 


Stale 


By  Janet  NOvack 

T|  he  law  says  that  when  offi- 
cers, directors  and  major  (more 
than  10%)  shareholders  trade 
their  own  company's  stock,  they 
must  report  the  transaction  to  the 
SEC  by  the  tenth  day  of  the  next 
month.  Surprise:  At  least  40%  of 
them  do  no  such  thing. 

A  computer  study  for  Forbes  of 
more  than  100,000  insider  trades  for 
the  year  ended  July  31,  1987  showed, 
for  example,  that  40%  of  insider  sell 
reports  and  39%  of  buy  reports  were 
filed  at  least  three  days  late.  The 
three-day  standard  was  used  to  allow 
for  delays  that  can  be  blamed  on  the 
mail.  Some  36%  of  late  reported  insid- 
er buys  and  26%  of  the  late  insider 
sell  reports  were  a  month  or  more  past 
deadline.  And  there  are  unquestion- 
ably corporate  insiders  who  simply 
don't  bother  to  report  at  all. 

Clearly,  this  late  reporting  problem 
goes  way  beyond  the  harried  execu- 
tive who  cashes  in  a  few  hundred 
shares  to  pay  the  kids'  tuition  and 
forgets  to  file.  We  are  talking  about 
significant  transactions  and  big  sums 
of  money.  It  is  the  kind  of  trading 
that,  if  reported  in  a  timely  manner, 
might  well  give  sophisticated  inves- 
tors a  clue  to  future  stock  values. 

During  the  year  studied,  805  trans- 
actions of  $1  million  or  more,  worth  a 
total  of  $5.9  billion  ($3.7  billion  in 


year  that  ends  next  March.  That  com- 
pares with  18.5  million  claims  from 
5.1  million  people,  totaling  $138  mil- 
lion, the  year  before  he  joined  PCS. 

A  question  nags.  Is  PCS,  fine  little 
company  that  it  is,  worth  10  times 
revenues,  60  times  earnings?  Is  any 
company?  PCS'  revenues  have  grown 
at  a  compounded  rate  of  26.5%  since 


dope 


sells  and  $2.2  billion  in  buys),  were 
reported  at  least  three  days  late  to  the 
SEC.  Those  trades  alone  accounted 
for  22%  of  the  value  of  all  the  trades 
in  our  study. 

The  numbers  were  worked  up  at 
our  request  by  Jonathan  Bentley,  a 
stockbroker  in  Smith  Barney's  Clear- 
water, Fla.  office,  though  Smith  Bar- 
ney neither  sponsored  nor  endorsed 
his  study.  Bentley  specializes  in  trad- 
ing for  corporate  insiders  and  began 
his  analysis  for  Forbes  when  the  SEC 
staff  proposed  tough  new  rules  to 
force  prompt  reporting.  The  rules 
would  have  strong-armed  companies 
and  brokers  into  policing  insiders'  fil- 
ings. They  also  would  have  blocked 
an  insider  from  selling  his  stock  for  a 
full  year  after  a  late  filing. 

The  SEC  commissioners  decided  in 
September  that  that  was  too  heavy- 
handed  and  put  too  much  burden  on 
corporations,  which  are  not  the  ones 
legally  required  to  file.  But  the  com- 
missioners made  it  clear  that  they  do 
want  something  done.  The  SEC  staff 
is  now  working  on  a  new  proposal. 

How  many  insiders  don't  file  at  all? 
Robert  Gabele,  president  of  the  In- 
vest/Net Group  Inc.,  an  SEC  subcon- 
tractor that  puts  all  insider  trades  on 
computer  tapes  for  use  by  the  SEC  and 
outsiders,  offers  this:  "We've  got  a 
couple  thousand  public  companies 
that  we  have  not  seen  any  filings  on  in 
the  past  few  years.  It's  hard  to  imagine 


fiscal  1982,  earnings  at  43%.  Earnings 
were  up  63%  in  1988's  first  quarter  on 
a  43%  increase  in  revenue.  It  is  at  best 
unlikely  that  this  growth  can  be  sus- 
tained— and  PCS'  earnings  multiple 
already  discounts  growth  at  historical 
rates  for  the  next  three  years.  It  is  only 
human  to  stumble.  If  Dahlin  does, 
clear  the  decks.  ■ 


no  insider  activity  at  all  in  some  of 
these  companies."  (The  Invest/Net 
tapes  were  used  in  Bentley 's  study.) 

Thousands  of  investors,  both  indi- 
vidual and  professional,  use  insider 
trades  as  one  of  many  routine  screens 
for  picking  stocks  or  as  an  early  warn- 
ing sign  of  troubles.  Even  Peter  Lynch, 
the  manager  of  Fidelity's  top  perform- 
ing Magellan  mutual  fund,  regularly 
consults  insider  trading  reports. 

Insiders  are  prohibited  from  buy- 
ing or  selling  when  they  have  specif- 
ic material  information  the  public 
doesn't — hence  all  those  prosecu- 
tions for  illegal  insider  trading. 
They're  also  barred  from  making 
short-term  (less  than  six-month) 
trading  profits  in  their  own  stocks. 
But  common  sense  and  academic 
studies  indicate  insiders,  aware  of 
nuances  and  the  drift  of  corporate 
events,  on  average  best  the  market 
when  trading  their  own  shares. 

Norman  Fosback,  editor  of  The  In- 
siders newsletter,  says  that  while 
stocks  generally  outperform  the  mar- 
ket for  two  years  after  an  insider  buy- 
ing binge,  the  smartest  gains  are  often 
in  the  first  few  months  after  the  pur- 
chases— a  time  when  the  insider  buys 
should  be,  but  often  aren't,  disclosed. 
And  even  when  insiders  follow  the 
letter  of  the  law,  they  can,  by  trading 
on  the  first  of  the  month,  delay  disclo- 
sure for  40  days.  "Ridiculous,"  says 
Fosback. 

Likewise,  an  American  Bar  Associa- 
tion task  force  has  also  concluded  that 
the  current  insider  reporting  law 
should  be  changed.  The  SEC  now  has 
just  two  options  if  an  investor  files 
late:  Write  a  nasty  letter  or  get  a  court 
injunction  barring  future  late  filings. 

Although  tens  of  thousands  of  in- 
sider trading  forms  are  filed  late  each 
year,  the  SEC  recently  has  been  aver- 
aging just  3  injunctions  annually.  In 
1984  it  cracked  down  with  31  injunc- 
tions. But  enforcement  chief  Gary 
Lynch  says  that  didn't  seem  to  im- 
prove things  much,  and  he  balks  at 
assigning  more  staff  to  such  cases. 

The  ABA  task  force's  recommenda- 
tion: Require  most  insider  trades  to  be 
reported  in  two  business  days  to  "en- 
hance the  value  of  the  disclosed  infor- 
mation" and  give  the  SEC  power  to 
fine  late  filers  $100  a  day.  ■ 


If  you  study  insiders  stock  trades  for  clues 
to  a  company's  future,  be  careful  Turns 
out  that  more  than  a  third  of  this  trading  is 
reported  late,  even  by  the  SECs  lax  rules. 
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Hj  1^87  Ni  w  hngland  Muiual  Life  Insurance  Company.  Boston,  MA 


A  401(k)  PLAN  CREATED  BY  PEOPLE  WHO  KNOW  THE 
ROPES  BELONGS  IN  YOUR  FINANCIAL  FUTURE. 


And  no  organization  is  better  qualified  to 
provide  it  for  you  than  The  New  England,  a  family 
of  financial  services  companies  with  over  $40 
billion  in  assets  under  management. 

Through  The  New  England  Employee  Bene- 
fits Group,  we've  provided  benefits  for  over  3  mil- 
lion people  in  20,000  businesses.  We're  one  of 
the  industry  leaders  in  plans  sold  with  more  than 
1,000  401(k)  plans  in  effect.  Our  extensive  experi- 
ence in  plan  design  is  enhanced  by  advanced 
plan  and  product  administration  technology.  We 
offer  one  of  the  few  centralized  administration 
systems  for  servicing  401(k)  plans.  We  also  offer 
a  broad  range  of  competitive  investment  and 
insurance  products  to  place  in  the  plan.  And  we 
provide  effective  communications  materials  that 
introduce  and  explain  the  plan  to  everyone  in  it. 

If  you're  interested  in  developing  a  401(k) 
plan  specifically  designed  to  meet  the  needs  of 
you  and  your  crew,  phone  1-800-222-2725, 
Ext.  169, for  more  information. 

The  New  England.  Your  Financial  Partner, 
Your  Financial  Future. 


The  New  England 

Your  Financial  Partner 


iiBiril  if  H  film  TT'  HlHllllllMllui  n  


They  say  this  place  won  't  be  ike 
same  without  me, 

but  I'd  rather  talk  about  you.  And  what 
we've  accomplished  this  past  year.  'The  year  of  the 
3B  Computers,'  some  of  you  call  it.  Last  June, 
Marketing  and  Sales  and  Accounting  were  like 
separate  companies.  Cut  off  by  separate  systems. 
Separate  software.  Now  Fran's  bean-counters  can 
share  what  they  know  with  us.  Ditto  for  Kelly's 
people.  And  what  we  do  helps  them.  And  if  you 
don't  believe  it's  working,  ask  Fran.  All  her 
numbers  are  up.  Way  up.  Which  is  a  relief  to  me, 
because  I  know  some  of  you  wondered  what  an 
old  sales  guy  like  me  knew  about  computers  in  the 
first  place.  Frankly,  not  much.  But  I  know  AT&T. 

AT&T  comes  through.  II 


Hie  AM*  3B  Computer  Family 

Now  no  department  need  be  an  island.  The  same  3B 
Computer  that  knits  up  to  300  individuals  into  an  efficient 
departmental  workgroup  can  break  down  the  barriers 
between  departments. 

Reason:  AWs  unique  ability  to  put  computers  in 
touch.  Every  3B  Computer  connects  with  every  other  3B.  And 
to  the  worlds  of  IBM?  DEC**  and  many  others. 

Result:  Departmental  users  are  no  longer  prisoners  of 
their  own  system.  Information  can  be  shared  across  all 
departments,  and  used  wherever  it  can  help  your  business 
succeed 

AW  3B  Computers  and  a  world  of  applications  are 
available  right  now.  Learn  more.  Call  1  800  247-1212. 

From  equipment  to  networking,  from  computers 
to  communications.  AW  is  the  right  choice. 

'IBM  is  a  registered  trademark  or'  International  Business  Machines  Corp. 

"DEC  is  a  trademark  of  Digital  Equipment  Corp. 

©1987ATST 


AT&T 

The  right  choice. 


Statistical  Spotlight 


Can  you  make  money  with  mechanical 
stock-picking  rules  executed  on  a  comput- 
er? Some  Northwestern  University  profes- 
sors are  doing  fairly  well  at  it. 


Strictly 
by  the  numbers 


By  Charles  Siler 


Eugene  Lerner  is  a  rumpled,  pipe- 
smoking  professor  of  finance  at 
Northwestern  University  in  Evans- 
ton,  111.  He  lectures  in  Thailand, 
quotes  Moses,  writes  books  on  invest- 


ing and  is  "closest  to  heaven"  when 
he  hooks  a  big  fish. 

Lerner,  58,  also  fishes  for  hot 
stocks,  using  some  mechanical  quan- 
titative rules  he  and  fellow  professor 
William  Breen,  49,  developed  at 
Northwestern.  Both  men,  still  full- 


Professor  and  money  manager  Eugene  Lerner 
"When  you  look,  at  the  stocks,  you  wince  a  little. 


time  professors,  are  putting  their  aca- 
demic research  to  work.  Their  compa- 
ny, Disciplined  Investment  Advisors 
Inc.,  of  Evanston,  manages  $462  mil- 
lion for  68  clients.  The  company  is 
owned  equally  by  Lerner,  Breen  and  a 
third  partner,  Daniel  Schweihs,  37,  a 
former  Lehman  Brothers  vice  presi- 
dent Lerner  hired  three  years  ago  to 
shake  the  bushes  for  new  clients. 

Advisers  like  DIA — "quants,"  for 
quantitatives,  as  Wall  Street  calls 
them — are  getting  to  be  quite  com- 
mon these  days,  and  quite  profitable 
for  the  people  who  own  them.  It  took 
DIA  a  lot  of  wading  through  financial 
databases  to  develop  its  system  for 
buying  stocks.  But  now  the  three  part- 
ners are  sitting  pretty.  The  buy  signals 
are  generated  on  a  computer,  and  lit- 
tle human  intervention  is  called  for. 
The  trio  have  to  cover  a  modest  over- 
head and  a  payroll  of  only  six  assis- 
tants. Against  that,  they  are  taking  in 
close  to  $3  million  a  year  in  fees. 

The  basic  rule,  elicited  from  a  study 
of  stock  price  behavior  over  a  15-year 
period,  is  as  simple  as  looking  for 
earnings  gains.  DIA  buys  S&P  500 
stocks  whose  earnings  for  the  past 
four  quarters  are  above  those  of  the 
year-earlier  period. 

Among  the  other  criteria:  a  yield  of 
at  least  1%,  a  return  on  equity  be- 
tween 5%  and  50%  and  a  price/earn- 
ings multiple  between  2  and  60.  Com- 
panies with  unusually  high  returns  or 
low  P/Es  may  look  like  bargains  but 
are  excluded  as  likely  freak  situa- 
tions. Also  ruled  out  are  illiquid 
stocks  unsuitable  for  an  institutional 
buyer  attempting  to  pick  up  a  large 
position. 

Companies  that  meet  these  criteria 
are  ranked  according  to  the  ratio  of 
price  to  book  value,  with  the  cheapest 
stocks  topping  the  shopping  list.  The 
firm  also  has  a  simple  sell  strategy. 
When  per-share  earnings  in  the  most 
recent  four  quarters  drop  5%  from 
the  year-earlier  period,  DIA  dumps 
the  stock. 

The  emphasis  on  book  value  tends 
to  turn  up  a  lot  of  low-P/E  companies. 
An  analysis  of  DIA's  holdings  by  CDA 
Investment  Technologies  in  Silver 
Spring,  Md.  reveals  an  average  P/E  of 
14,  a  third  lower  than  the  market's  21. 

Does  the  Lerner/Breen  system 
work?  Just  about  anything  works  in  a 
bull  market,  but  DIA's  recent  results 
are  intriguing.  Its  picks  produced  a 
40.9%  compound  annual  return  for 
the  state  of  Illinois,  the  largest  client, 
from  January  1986  through  August 
1987.  That's  6  points  better  than  the 
S&P  500.  (DIA  has  been  in  business 
since  1981  but  doesn't  have  perfor- 
mance numbers  for  earlier  periods  re- 
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Efficient.  Effective. 
Every  bit  Swiss. 


Efficient.  Effective.  Expertly  designed  to  do  it  all. 

In  that  same  Swiss  trad  ition,  our  versatile  insurance 
programs  are  well  organized  and  well  planned. 

Expertly  designed  to  protect  every  facet  of  your 
business. 

We  do  it  with  tough-minded  Swiss  professionalism. 
Open-minded  American  ingenuity. 


And  unrivaled  financial  stability 

Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
enterprise. 

You'll  find  we  speak  plain  English.  But  if  you  listen 
closely,  you'll  hear  our  Swiss  accent  on  efficiency 


Zurich-American 

American  Creativity  Swiss  Dependability. 


©1987  Zurich  Insurance  Company 


ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zurich  Insurance  Company  •  American  Guarantee  and  Liability  Insurance  Company  •  Schaumburg,  IL  60196 

A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 


Foreign  Exchange  and 
Deutsche  Bank.  Experience  that 
gets  the  job  done. 


It  requires  a  twenty-four 
hour  global  capability,  a  pres- 
ence in  every  important  for- 
eign exchange  center.  It  calls 
for  fast,  competitive  and  confi- 
dential quotes  in  any  of  the 
world's  important  currencies. 
It  demands  skillful  risk  man- 
agement services,  the  ability 
to  use  forwards,  options  and 
other  tools  to  hedge  client 
positions.  Itcallsfortechnique, 
and  sometimes,  innovation. 


Deutsche  Bank  is  a  world 
leader  in  foreign  exchange, 
because  day  in  and  day  out, 
our  experience  gets  the  job 
done. 

For  foreign  exchange,  as 
well  as  other  investment  and 
commercial  banking  services, 
consider  using  the  experience 
of  one  of  the  world's  leading 
banks. 

Contact  the  Deutsche  Bank 
office  nearest  you. 


Deutsche  Bank 


Deutsche  Bank  AG  Deutsche  Bank  AG  Deutsche  Bank  AG 

New  York  Branch  Representative  Office  Chicago  Representative  Office  Los  Angeles 

9  West  57th  Street  3  First  National  Plaza.  Suite  2770  444  South  Flower  Street. 

New  York.  NY  10019-2799  70  West  Madison  Street  Suite  4220 

P.O.  Box  890.  New  York,  NY  10101-0890  Chicago,  IL  60602-4207  Los  Angeles.  CA  90071-2943 

Tel.:  (212)  940-8000  Tel.:  (312)  44419  50  Tel  (213)6290800 


Cheap  growth  stocks? 


These  companies  meet  the  basic  criteria  used  by  Disci-  and  a  high  book  value.  Note  that  the  average  stock 
plined  Investment  Advisors  in  its  stock-picking:  a  posi-  covered  by  Value  Line  doesn't  offer  much  more  growth, 
tive  earnings  trend  over  the  past  year,  a  yield  of  at  least  1  %    yet  costs  almost  twice  as  much  in  relation  to  book  value. 


-EPS- 


trailing 

previous 

'  Current 

Book 

Book/ 

Company 

Price 

12  mos 

12  mos 

P/E 

Yield 

value 

price 

United  Illuminating 

25% 

$6.49 

$5.70 

4.0 

9.0% 

$40.49 

157% 

Detroit  Edison" 

L4% 

2.90 

2.45 

5.0 

11.5 

18.51 

127 

Overseas  Shipholding 

23% 

1.37 

1.19 

17.0 

2.1 

25.62 

110 

Philips  NV 

255/s 

1.43 

1.41 

17.9 

3.1 

27.27 

106 

Illinois  Power* 

247/8 

3.94 

3.52 

6.3 

10.6 

25.78  • 

104 

Commonwealth  Edison* 

30% 

4.65 

4.42 

6.6 

6.5 

31.60 

103 

Texas  Utilities" 

305/s 

4.67 

4.31 

6.6 

9.1 

31.23 

102 

Ingredient  Technology 

19'/4 

0.99 

0.57 

19.4 

2.8 

18.94 

98 

Gilbert  Associates 

22% 

1.48 

1.16 

15.4 

4.0 

22.26 

98 

Primark 

24  Vi 

2.55 

2.53 

9.6 

5.3 

22.97 

94 

Fieldcrest  Cannon 

285/s 

2.58 

0.78 

11.1 

2.4 

26.36 

92 

Southern  Co.* 

23  % 

3.16 

3.13 

7.3 

9.3 

21.09 

91 

Novo  Industri  AS  (ADR) 

29% 

2.21 

2.18 

13.2 

1.4 

26.46 

91 

Montana  Power 

35 '/s 

2.33 

2.09 

15.1 

7.6 

31.77 

90 

Adams-Millis 

13 

1.32 

1.10 

9.8 

1.8 

11.11 

85 

Perini 

31'/2 

2.40 

1.29 

13.1 

2.5 

26.49 

84 

Ameron 

35'/2 

2.49 

2.44 

14.3 

2.7 

29.61 

83 

Hughes  Supply* 

28 'A 

2.28 

2.05 

12.3 

1.4 

23.39 

83 

Carolina  Power  &  Light 

35 

3.82 

3.80 

9.2 

7.9 

28.77 

82 

Union  Electric 

24Vs 

3.11 

2.59 

7.8 

8.0 

19.51 

81 

Value  Line  Industrial  Composite! 

47 

2.89 

2.76 

16.3 

3.0 

23.05 

49 

Stock  prices  as  of  Oct  9.  1987    'Owned  by  Disciplined  Investment  Advisors  as  of  June  30,  1987    tAs  of  Feb  13,  1987. 

Source  Value  Line  Investment  Services  net  Lotus  One  Source 


liable  enough  to  cite.) 

Lemer  says  simulated  investment 
returns  going  back  to  1973  indicate 
his  method  works  in  any  kind  of  stock 
market.  Most  academics  chuckle  at 
such  a  notion  and  the  validity  of  sim- 
ulated returns  in  general.  Lerner  him- 
self admits  that  several  leading  aca- 
demic journals  have  refused  to  pub- 
lish his  theories.  He  also  acknowl- 
edges that  he  sometimes  has  to 
swallow  hard  before  plunking  down 
clients'  good  money  on  some  of  the 
stocks  that  end  up  on  his  buy  list. 

"When  you  look  at  the  stocks  at  the 
top  of  the  list,  you  have  to  wince  a 
little  bit,"  Lerner  says.  Lerner  winced 
and  bought  Union  Carbide  right  after 
the  1984  gas  leak  in  India,  a  move  that 
paid  off  handsomely.  Currently  top- 
ping his  list  is  Detroit  Edison,  whose 
Fermi  2  nuclear  plant  has  been  be- 
sieged by  employee  mistakes,  regula- 
tory criticism  and  expensive  shut- 
downs. Detroit  Edison  landed  at  the 
top  of  the  list  because  it  was  trading  at 
a  27%  discount  to  book  value.  To 
keep  himself  from  the  obvious  temp- 


tation to  second-guess  the  computer, 
Lerner  refuses  to  read  analyst  reports. 

Besides  Detroit  Edison,  Lerner's 
current  picks  include  a  heavy  dose  of 
low-P/E  utilities  and  insurers:  USLife, 
Travelers,  Texas  Utilities,  Continen- 
tal Corp.,  Commonwealth  Edison, 
Southern  Co.  and  Lincoln  National. 
ASA  Ltd.,  the  closed-end  fund  of 
South  African  gold-mining  stocks,  is 
on  the  list,  trading  at  a  substantial 
discount  to  net  asset  value. 

But  no  matter  how  good  a  stock 
looks,  DIA  won't  buy  unless  its  rules 
also  give  a  sell  command  that  frees  up 
money.  That's  a  major  part  of  the  dis- 
cipline: It's  not  enough  for  a  stock  to 
look  like  a  buy.  It  has  to  look  like  a 
better  stock  than  something  already 
in  the  portfolio. 

Breen  explains:  "Most  people  say, 
'We've  got  a  great  buy.  In  order  to  buy 
that  stock  we  need  to  raise  money,  so 
what  should  we  sell?'  We  are  back- 
wards from  that.  We  are  sell-driven." 
Breen's  research  shows  that  when  the 
last  four  quarters  of  earnings  slip,  a 
sell  decision  is  correct  two-thirds  of 


the  time.  Even  if  the  company  recov- 
ers, by  that  time  DIA  is  into  another 
low-priced  stock. 

Lerner  acknowledges  the  mechani- 
cal simplicity  of  his  rules.  "It's  amaz- 
ing more  people  don't  do  this,"  he 
says.  It  doesn't  require  a  mainframe 
computer,  either.  Value  Line  sells  a 
historical  database  on  1,700  compa- 
nies that  includes  quarterly  earnings 
figures,  for  instance.  It's  available  to 
personal  computer  users  for  $17,500 
annually  from  Lotus  Development 
Corp.  of  Cambridge,  Mass. 

We  screened  the  Value  Line  data- 
base for  stocks  that  meet  some  of  the 
basic  DIA  criteria  and  have  low  prices 
in  relation  to  their  book  values.  Our 
computer  turned  up  several  stocks 
owned  by  DIA's  clients  (marked  by  an 
asterisk)  as  well  as  several — such  as 
Ingredient  Technology,  a  smallish 
molasses,  fruit  juice  and  food  flavor- 
ing firm — not  large  enough  to  qualify 
for  institutional  accounts.  If  the  ris- 
ing-earnings formula  continues  to 
work  for  Lerner  and  Breen,  it  should 
also  work  for  this  list.  ■ 
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Electronics. 

Still  growing.  And  the  future 
belongs  to  those  who  are 
committed  to  innovation— 
to  Eaton. 


Growing  into  the  future. 

Automotive  •  Electronics  •  Defense  •  Capital  Goods 


Marketing 


Edited  by  Jeffrey  A.  Trachtenberg 


Can  Tip  O'Neill  be  bought? Darned  right  he 
can.  Just  ask  American  Express. 

Who  cares  what 
Eszter  Balint 
drinks? 


By  Barbara  Kallen 


On  one  glossy  magazine  page, 
an  attractive,  pensive,  long- 
haired young  woman  in  a  plain 
polka-dot  dress  stares  unsmiling  at 
the  reader.  She  is  plugging  American 
Express  cards.  On  the  facing  page  she 
is  identified  only  as  "Beth  Henley. 
Cardmember  since  1982."  Who?  Hen- 
ley wrote,  among  other  things,  Crimes 
of  the  Heart,  a  Pulitzer  Prize-winning 
play  that  later  became  a  Hollywood 
film.  But  how  many  readers  know 
that?  So  what  is  the  ad  writer's  game? 

"You  say  to  yourself,  'Hey,  I  don't 
know  that  person.  Maybe  I  should,'  " 
says  Joan  Bonnette,  AmEx  vice  presi- 
dent of  consumer  advertising.  "You 
assume  she's  important  and  want  to 
find  out  who  she  is."  Will  people 
sign  up  for  an  American  Express 
card?  Looks  like  it.  AmEx  says  its 
new  memberships  are  way  up  since 
the  campaign  began. 

The  AmEx  "portraits"  campaign, 
currently  running  in  People,  Time, 
Newsweek,  Forbes  and  Fortune,  features, 
among  others,  such  relatively  un- 
known faces  as  Eileen  Ford,  of  the 
Ford  Models  Inc.  agency,  gospel  singer 
Amy  Grant,  Perm  State  football  coach 
Joe  Paterno  and  Tip  O'Neill,  former 
Speaker  of  the  U.S.  House  of  Repre- 
sentatives. It  is  the  latest  in  a  wave  of 
ads  starring  less-than-star-quality  per- 
sonalities. Other  recent  users  include 
Hathaway  Shirts,  Amaretto  di  Sar- 
onno,  the  after-dinner  liqueur,  Rose's 
Lime  Juice,  Audi,  Blackglama  Mink, 
La  Prairie  skm  cream  and  Dewar's 
White  Label  scotch. 
Traditional    advertising  wisdom 


*L  m*  m 

ire  - 


Amaretto  di  Balint 


The  Eszter  Balint  ad  for  Paddington 
Mysterious  .  .  .  but  provocative? 


usually  favors  the  instantly  recogniz- 
able. Lately,  however,  some  people  on 
Madison  Avenue  have  suspected  a 
public  weariness  with  celebs  who  are 
pitching  everything  from  popcorn 
(Paul  Newman  for  his  own  kernels) 
to  telecommunications  companies 
(Charlton  Heston  for  Contel). 

Says  Professor  Subrata  Sen,  a  mar- 
keting specialist  at  Yale:  "The  public 
thinks  the  real  big  shot  actors  can  be 
bought." 

So  Rose  Holland  House  Inc.  hired 
such  obscure  but  "emerging"  person- 
alities as  fashion  designer  Carmel 
Johnson,  Los  Angeles  artist  James 
Mathers  and  actor  and  saxophonist 
John  Lurie  to  pitch  its  Rose's  Lime 
Juice.  Rose's  also  uses  some  whose 
names  may  be  better  known  than 
their  faces:  photographer  Norman 
Parkinson,  writer  Tama  Janowitz  and 
Kennedy  chronicler  Arthur  Schlesing- 
er  Jr.  Says  Howard  Lesman  of  Ammir- 
ati  &  Puris,  the  agency  that  created 
the  Rose's  campaign,  "We  were  tar- 
geting the  18-to-24-year-old  urban 
'experientials'  who  start  trends.  We 
couldn't  clobber  them  over  the  head 
with  someone  like  Bruce  Springsteen. 
We  had  to  intrigue  them." 

Who  is  Eszter  Balint?  Paddington 
Corp.,  the  liquor  importer,  is  running 
her  picture,  among  others,  in  its  $7 
million  print  campaign  for  Amaretto 
di  Saronno.  The  campaign  also  fea- 
tures unknowns  Phoebe  Legere,  a 
nightclub  entertainer,  and  rock  'n' 
roll  star  Prince's  former  girlfriend 
Vanity.  Tama  Janowitz  also  appears 
for  Amaretto,  although  she  was  hired 
"before  Tama  exploded,"  according  to 
Dawn  Dresher,  the  Amaretto  account 
executive  at  Geer,  DuBois  Inc.  "We 
didn't  want  established  stars,"  says 
Dresher.  "These  personalities  are  say- 


Beth  Henley  for  American  Express 

A  famous  name  .  .  .  but  in  literary  circles. 
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Recent  Dewar's print  ad 

People  who  aren't  news  .  .  .  yet. 


ing,  'You  don't  know  who  I  am,  but 
you  should.'  "  Paddington  is  so  happy 
with  its  relative  unknowns  that  it 
now  intends  to  introduce  new  ones 
every  three  months.  Eszter  Balint? 
She's  a  still  obscure  actress  who  ap- 
peared in  the  1984  cult  movie  Stranger 
Than  Paradise. 

Schenley  Imports  may  have  pio- 
neered the  modern  noncelebnty  ce- 
lebrity endorsement  in  the  early 
1970s  with  its  distinctive  "Dewar's 
Profiles"  series,  endorsements  by  an 
ever-changing  gallery  of  accom- 
plished but  obscure  faces.  Dewar's, 
the  largest  advertising  spender  of  all 
distilled  spirits  ($10.7  million  in 
1986,  according  to  Liquor  Store  maga- 
zine), still  runs  its  profiles  on  the  back 
covers  of  The  New  Yorker,  the  New  York 
Times  Magazine,  Esquire,  Time,  News- 
week. Current  Dewar's  personalities 
include  safari  leader  Alistair  Ballan- 
tine,  yacht-racing  tactician  and  au- 
thor Gary  Jobson  and  ballet  dancer 
Alessandra  Fern.  "These  people  are 
not  front-page  news  yet,"  says  Leo 
Burnett  Co.'s  David  Selby,  account 
supervisor  for  the  Dewar's  campaign, 
stressing  the  word  "yet." 

Selby  claims  today's  ambitious 
young  professionals  identify  with  the 
successful  but  low-key  Dewar's  per- 
sonalities. They  like  to  feel  they  are 
part  of  the  same  inner  circle. 

Noncelebrities  can  have  one  other 
important  advantage  over  famous 
faces.  "They're  cheaper,"  says  Lloyd 
Kolmer,  who  represents  advertisers  in 
celebrity/advertiser  contract  negotia- 
tions. Bruce  Willis,  Victoria  Principal 
and  Joan  Collins  have  been  able  to 
command  million-dollar  fees  from 
Seagram's  Wine  Coolers,  Jhirmack 
shampoo  and  Scoundrel  perfume,  re- 
spectively. Socialites  Judy  Peabody 


and  Lynn  Wyatt,  on  the  other  hand, 
got  $50,000  apiece — which  they  do- 
nated to  charity — for  appearing  in  ads 
for  La  Prairie  skin  cream. 

American  Express  reportedly  pays 
$20,000  to  $50,000  for  its  "portrait" 
subjects,  while  Amaretto  gets  its  un- 
knowns   for    $15,000    to  $20,000. 


Buy  two,  they're  cheap 

Say  this  about  Suzuki  of  America 
Automotive  Corp.:  It  knows  an 
opportunity  when  it  sees  one.  It  also 
recognizes  the  value  of  standing  a  cli- 
che on  its  head.  Look  how  well  it's 
done  with  its  Jeep  line  by  marketing 
against  stereotype. 

The  product  is  the  Samurai,  a  pint- 
size  Jeep  knockoff  in  production  for 
18  years  in  Japan  but  never  sold  in  the 
U.S.  Two  years  ago  the  U.S.  market 
for  4x4s — meaning  four-wheel-drive 
sport  utility  vehicles — exploded.  It's 
probably  worth  about  $10  billion  this 
year,  what  with  Jeeps,  Troopers,  Raid- 
ers, Range  Rovers,  Broncos  and  the 
like — macho  cars  for  macho  folks.  As 
the  names  imply,  they  are  sold  as 
tough,  independent  vehicles,  what 
the  Marlboro  man  would  drive  if  his 
horse  got  sick. 

Suzuki,  already  well  known  for  its 
motorcycles,  decided  to  join  the  par- 
ty. But  minus  the  macho  image.  "The 
safe  thing  to  do  would  have  been  to 
market  it  as  a  sport  utility  vehicle," 
says  Doug  Mazza,  Suzuki's  general 
manager.   But  when  the  company 


Dewar's  pays  nothing  for  its  profiles. 
The  subjects  do  it  for  the  publicity. 
"Let's  just  say  we  complement  each 
other,  "  says  David  Selby. 

But  not  old  pol  Tip  O'Neill.  Says 
Lloyd  Kolmer  of  the  Massachusetts 
liberal,  "You  think  Tip  O'Neill  can't 
use  the  money?"  ■ 


checked  near-U.S.  markets  where  the 
vehicle  already  sold,  like  Puerto  Rico 
and  Canada,  it  was  surprised  at  the 
number  of  women  buyers. 

Mazza  concluded  that  while  some 
customers  might  want  the  Samurai  as 
a  traditional  4x4,  others  saw  it  simply 
as  a  fun  convertible — it  comes  in  open 
and  closed  versions.  And  because  the 
Samurai  was  low-priced,  close  to  the 
Korean  Hyundai,  some,  especially  the 
younger  customers,  wanted  it  as  a 
first  car. 

"The  key  was  not  insisting  that  you 
had  to  be  a  Marlboro  man  to  get  into  a 
Samurai,"  says  Leonard  Pearlstein, 
president  of  keye/donna/pearlstein, 
the  Los  Angeles  advertising  agency 
with  the  $37  million  Suzuki  of  Amer- 
ica account. 

The  result  was  a  series  of  Samurai 
TV  commercials  that  mocked  the  ma- 
cho tone  of  the  competition.  In  one, 
cars  whip  by  a  slower-moving  Samu- 
rai on  a  test  track,  and  a  safety  "brake 
test"  turns  out  to  be  a  lunch  break; 
and  in  yet  another  Samurai  commer- 
cial, a  heavenly  voice  calls  the  little 


fe  J 



Go  out 
and  play. 

SUZUKI  \ 

1-800-447-4700 

Hi                            *K  ^^^^^^ 

Three  scenes  from  a  Suzuki  TV  commercial,  and  a  display  poster 
Think  of  it  as  an  $8,000  impulse  item. 
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We  document  dreams. 


It's  only  a  dream  until  it's  seen  on  a  screen,  or  put  dowi 
on  paper.  Nothing  in  the  office  flies  until  it  becomes 
a  document. 

Today's  document  can  be  a  piece  of  paper,  an  electroni* 
image  on  a  screen  or  both.  And  a  whole  new  generatio 
of  Xerox  machines  and  systems  are  making  output 
outstanding.  There  are  high-speed  laser  printers  that  dc 
in  hours  what  once  took  days.  Scanners  that  convert 
paper  documents  into  electronic  documents. 
Sophisticated  FAX  machines  to  speed  documents  over 
phone  lines.  And  expert  publishing  systems,  using  whc 


you-see-is-what-you-get  computer  simulation,  that  brinj 
printing  house  capabilities  in-house. 

Now  document  content  can  be  as  exciting  as  document 
:reation.  The  result— whether  it's  a  1,500-page 
operational  guide  for  the  Space  Shuttle  or  a  5-page 
down-to-earth  proposal— is  not  only  great-looking 
documents  produced  faster,  but  information  vital  to  our 
businesses  and  to  our  lives  made  more  accessible 
and  useful. 


heritage,  our  day-to-day  business,  and  our  role  as  a 
leader  in  office  productivity  For  more  information  about 
document  processing  and  what  it  can  do  for  you,  write  to: 
Xerox  Corporation,  RO.  Box  24,  Rochester,  NY  14644, 
or  call  1-800-TEAM-XRX,  Ext.  290B.  Whether  it's 
printed  on  paper,  seen  on  a  screen,  a  perfect  copy,  or  a 
brilliant  original— what  you  see  is  what  we  do. 


Document  processing  from  Team  Xerox.  It's  our 


IVe  document  the  world. 


5 


MkT! 


XEROX®  is  a  trademark  ..I  \l  RO\  CORPORATION  ' 


Four  scenes  from  Chanel's  "Share  (he  Fantasy"  TV  commercial 
Lavish  +  sexy  =  5  years. 


utility  vehicle  "the  most  important 
discovery  in  the  history  of  mankind  or 
womankind." 

It  hasn't  hurt.  Sales  have  climbed 
from  the  expected  2,000  a  month 
when  the  car  was  introduced  in  No- 
vember 1985  to  8,000  a  month  cur- 
rently. That  means  almost  100,000 
Samurais  a  year,  worth  $1  billion  at 
retail.  The  Samurai  started  out  in  just 
three  states  (California,  Florida  and 
Georgia).  Today  Samurai  has  170 
dealers  in  30  states.  That  may  be  the 
most  impressive  showing  of  any 
make  in  America. 

In  case  you  haven't  seen  one,  the 
Samurai  looks  like  a  Jeep,  but  smaller. 
It  is  11  feet  long,  5  feet  wide,  weighs 
2,100  pounds,  and  can  run  up  to 
80mph  on  its  64hp  engine. 

The  big  advantage  is  the  low  $8,000 
price,  compared  with  $33,000  for  a 
new  Range  Rover.  The  sticker  price 
gets  the  customers  into  the  show- 
room, where  the  salesmen  then  inev- 
itably succeed  in  selling  such  higher- 
margin  add-ons  as  chrome  wheels  and 
luggage  racks. 

Suzuki  market  research  shows  that 
the  buyers  have  average  incomes  of 
$40,000  a  year.  The  users,  however, 
may  not  be  the  buyers.  "The  Samurai 
is  often  purchased  for  someone  else," 
Doug  Mazza  says,  such  as  a  father 
buying  one  for  his  daughter.  You 
could  call  it  a  kind  of  automotive  im- 
pulse item. — Jerry  Flint 


Is  less  really  more? 

Twenty  years  ago  Chicago's  Leo 
Burnett  cranked  out  1,200  com- 
mercials in  a  year.  Last  year  it  made 
410.  BBDO  made  500  commercials  in 
1983;  today  it's  closer  to  350.  In  1986 
DDB  Needham  Worldwide  produced 
20  commercials  for  Volkswagen.  In 
1987?  Four. 

This  contraction  comes  at  a  time 
when  production  spending  is  on  the 
increase.  This  year  an  estimated  $2 
billion  will  be  spent  on  TV  commer- 
cial production;  ten  years  ago  it  was 
$1  billion. 

The  contraction  also  comes  when 
television  time  available  for  commer- 
cials is  increasing.  Five  years  ago 
there  were  six  minutes  of  commer- 
cials per  hour  on  prime  time;  today  it 
is  pushing  past  seven  minutes.  There 
are  also  more  hours  of  broadcast  time; 
ten  years  ago  the  broadcast  day  typi- 
cally ended  at  1 1 :30  p.m.  or  midnight. 
These  days  programming  for  insom- 
niacs, like  Late  Night  with  David  Letter- 
man  and  ABC  News  Nightline,  have 
opened  new  doors  for  advertisers. 
In  large  part,  fewer  commercials  are 


being  made  now  because  their  cost 
has  escalated  so  dramatically  (Forbes, 
Sept.  21).  "I  can't  remember  commer- 
cials costing  more  than  $20,000  to 
shoot  in  the  1960s,"  says  Edward 
Wax,  president  of  Saatchi  &  Saatchi 
DFS  Compton.  "Now  you  shoot  one 
for  three,  four,  five  hundred  grand." 
The  result:  Agencies  are  spending 
more  money  to  make  fewer  commer- 
cials. "Clients  say,  'I  can't  afford  to  do 
four  commercials,  let's  do  three,'  " 
says  Phil  Dusenberry,  chairman  and 
chief  creative  officer  of  BBDO. 

The  not  so  obvious  result  is  a 
sharp  change  in  marketing  strategy 
and  philosophy  for  TV  advertisers. 
Even  into  the  late  1970s,  ad  agencies 
were  insisting  that  clients  had  to 
throw  lots  of  different  commercials 
for  the  same  product  at  viewers  to 
get  a  sales  message  across.  Show 
viewers  the  same  basic  spot  over  and 
over,  the  argument  went,  and  your 
audience  heads  for  the  door.  Eco- 
nomics destroyed  that  argument. 
Now  agencies  are  out  selling  their 
clients  on  a  new  theory:  Get  the 
same  impact  by  shooting  a  few  com- 
mercials and  showing  them  over  and 
over  with  minor  variations. 

Once  a  commercial  is  made  these 
days,  it  airs  an  average  of  18  months, 
compared  with  the  13-week  run  it  had 
20  years  ago.  Which  explains  why,  as 
a  new  TV  season  debuts,  viewers  are 
seeing  many  of  the  same  commercials 
they  saw  last  fall. 

Are  the  agencies  embarrassed  by 
this  forced  shift  in  marketing  strate- 


gy? They  don't  seem  to  be.  Keith 
Reinhard,  chairman  of  DDB  Need- 
ham  Worldwide,  for  example,  insists 
that,  these  days,  less  is  more.  "We 
used  to  determine  the  number  of  com- 
mercials by  basing  them  on  the  num- 
ber of  important  things  we  had  to  say. 
Now  the  commercials  have  a  lower 
number  of  messages  that  are  aired 
with  greater  media  weight."  Of 
course,  this  has  been  done  before  on  a 
limited  basis.  One  example:  Director 
Ridley  Scott's  erotic  "Share  the  Fanta- 
sy" Chanel  commercial  aired  first  in 
1979  and  then  ran,  in  exactly  the 
same  form,  for  the  next  five  years. 
That  was  followed  by  a  second  and 
almost  as  sexy  Ridley  Scott  commer- 
cial that  ran  nearly  three  years. 

"These  commercials  are  neither 
short-term  nor  short-lived,  if  you  real- 
ly put  the  time,  attention  and  money 
in  them.  It  was  a  mark  of  weakness  in 
the  commercials  that  they  had  to  be 
replaced  continually,"  says  John  Fer- 
rell,  creative  director  at  Young  &  Ru- 
bicam  New  York. 

At  DDB  Needham,  for  example, 
202  commercials  were  made  in  1986, 
and  649  versions  were  made  of  that 
original  pool.  Young  &  Rubicam  may 
make  as  many  as  20  versions  of  its 
TWA  commercial.  This  includes  cus- 
tomizing them  for  local  markets  and 
fall,  winter  and  spring  promotions  in 
which  only  the  opening  or  ending 
shots  change.  Says  Saatchi  &.  Saat- 
chi's  Wax,  "If  you  produce  a  really 
good  one  for  a  lot  of  money,  you  want 
that  baby  to  run." — Christy  Marshall 
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One  day  soon  you  will  command  a  battery 
of  6-foot  satellite  antennas,  one  perched  atop 
every  store,  hotel,  local  office-every  battle 
station-in  your  company. 

Each  dish  will  flawlessly  transmit  sales 
data,  inventory  depletions,  customer  mquiries, 
credit  transactions,  fax,  video  and  voice 
commands  to  and  from  headquarters. 

Given  such  fire  power  your  business 
communications  will  be  transformed  from  a 


cumbersome  administrative  expense  to  a  vital 
strategic  weapon.  And  you  will  gain  a  crashing 
advantage  over  any  competitor  who  bases 
Today's  Tactics  on  Yesterday's  Intelligence. 

For  details  on  the  single-source  design, 
construction,  installation,  and  management 
of  your  network,  call  GTE  Spacenet  A.S.A.R 

GTE  Spacenet 
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©1987,  GTE  Spacenet  Corporation,  1700  Old  Meadow  Road,  McLean,  VA  22102  •  (703)  848-1300 

Brain  foocL 


The  other  news  magazines  seem  to 
have  a  sweet  tooth  for  gossip  and  fluff. 
At  U.S.News,  we  cater  to  readers  with  an  appetite 
for  something  more  substantial. 
Where  do  you  think  your  ad  is  likely  to  be  taken  more  seriously? 


■      ■  ^    ■&  WORLD  REPORT 
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Edited  by  Gary  Slutsker 


Here's  a  U.S.  company  that  the  Japanese 
haven  t  been  able  to  lay  a  glove  on — and 
its  not  for  lack  of  trying. 

Raychem:  "Faster, 
better,  quicker" 


By  Alyssa  A.  Happen 


IIaul  Cook's  friends  laughed 
^when  the  32-year-old  chemical 
engineer  returned  from  a  Europe- 
an vacation  and  quit  his  job  at  the 
Stanford  Research  Institute.  He  took  a 
second  mortgage  on  his  home  and 
started  Raychem  Corp.  in  a  Redwood 


City,  Calif,  garage,  where  he  bom- 
barded certain  plastics  with  high-en- 
ergy electron-beam  radiation. 

That  was  1956.  No  one  is  laughing 
anymore.  Cook's  brainstorm  has 
evolved  into  a  $2  billion  worldwide 
industry  in  commercial  applications 
of  irradiated  plastics.  Consumers  en- 
counter irradiated  "shrink-wrap"  ev- 


ery time  they  reach  into  a  supermar- 
ket meat  counter  and  pull  out  a  pack- 
age of,  say,  precooked  chicken  that  is 
snugly  enveloped  in  plastic  bags  to 
keep  it  fresh. 

But  chicken  wrappers  aren't  Cook's 
niche;  his  business  is  fabricated 
shrinkable  and  other  irradiated  prod- 
ucts for  industry — everything  from 
electrical  connectors  to  seals  for 
plumbing  joints.  This  is  mundane 
stuff  that  most  consumers  never  see. 
But  last  year  the  business  grossed 
$944  million  in  sales  and  $74  million 
in  aftertax  profits  for  Raychem  Corp. 
of  Menlo  Park,  Calif.  With  a  16%  re- 
turn on  shareholder  equity,  Raychem 
stock  (recent  price:  150)  commands  a 
multiple  of  23  times  earnings  on  the 
New  York  Stock  Exchange. 

Cook's  idea  developed  out  of  work 
he  did  while  at  Stanford  Research  for 
the  Atomic  Energy  Commission  on 
possible  uses  for  radioactive  waste. 
Cook,  more  than  his  colleagues,  saw 
that  radiation  could  be  used  for  practi- 
cal purposes.  He  knew  that  many 
plastics  become  "cross-linked,"  or  in- 
extricably intertwined,  when  bom- 
barded by  a  constant  stream  of  elec- 
trons from  a  source  of  radiation. 
Cross-linking  makes  the  material 
flexible  and  durable,  so  that  it  will  not 
tear  or  leak,  and  when  heated  will 
stretch  but  not  melt.  It  will  fit  snugly 
over  irregular  shapes,  with  an  air-  and 


Peter  Menzel/tt'heeler  Pictures 


Raychem  Corp.  electron  beam  operator  irradiating  plastic  tubing 

"It's  not  like  radioactive  material  that  can  spill  or  get  into  your  mouth. 


200 


FORBES,  NOVEMBER  2,  1987 


I 

I 


Metallurgical  Masterpiece 


High  integrity  castings  of  lightweight  metal  alloys  are  essential 
to  the  design  and  operation  of  today's  new  generation  of 

jet  aircraft  engines. 

Typical  of  the  intricate  shapes  and  metallurgical  complexity  of 
these  components  is  this  magnesium  alloy  support  frame  sand 
casting  (above),  for  the  Avco  Lycoming  ALF-502  jet  engine. 

This  casting  was  produced  by  Fansteel's  Wellman  Dynamics 
operation;  and  is  one  of  many  achievements  the  company  has 
pioneered  in  support  of  major  programs  in  the  aerospace 

industries. 

Fansteel's  Wellman  Dynamics,  another  reason  why 
it  will  pay  you  to  know  more  about  us. 

anstccl 

An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 

FANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 


Raycbem's  Paul  Cook  inside  an  electron-beam  accelerator's  radiation  chamber 
How  many  scientists  have  a  $2  billion  idea? 


watertight  seal. 

Instead  of  using  radiation  from  ra- 
dioactive waste,  Cook  hit  upon  the 
commercial  use  of  electron-beam  de- 
vices, discovered  at  MIT  in  the  early 
1940s.  Electron  beams  are  safer  than 
radioactive  materials,  explains  Cook, 
"because  you  can  turn  them  off.  It's 
not  like  radioactive  material  that  can 
spill  or  get  into  your  mouth."  Cath- 
odes inside  the  e-beam  accelerator 
emit  electrons  into  a  long  vacuum 
tube,  focusing  the  stream  of  radiation. 

Cook  bought  one  of  the  first  e-beam 
machines  manufactured  by  General 
Electric  in  about  1956.  Now  the  ma- 
chines are  made  in  the  U.S.  by  every- 
one from  Japan's  Sumitomo  Heavy  In- 
dustries to  Palo  Alto,  Calif. 's  Varian 
Associates  and  cost  up  to  $2.5  million 
each.  In  addition  to  zapping  plastics, 
the  devices  are  used  for  such  things  as 


pretreating  and  strengthening  rubber 
for  tires,  sterilizing  medical  supplies 
and  even  brightening  the  color  of  blue 
topaz  gems  to  increase  their  value. 
W.R.  Grace's  Cryovac  division  sells 
about  $500  million  worth  of  electron- 
beam-irradiated  plastic  packaging 
that  consumer  products  companies 
use  for  everything  from  Holly  Farm 
and  Perdue  chickens  to  tissue  boxes 
and  shampoo. 

Instead  of  simply  making  films  or 
feedstocks  for  others  to  form  into 
products,  Cook  figured  that  the  best 
way  to  build  a  successful  company  for 
himself  would  be  to  come  up  with 
unique,  patentable  products.  This  he 
did  by  zeroing  in  on  industrial  devices 
that  could  be  improved  dramatically 
with  radiation.  Cook  found,  for  exam- 
ple, that  he  could  take  things  like 
coaxial  cable,  zap  them  with  an  e- 
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beam  device,  thereby  increasing  their 
strength  at  elevated  temperatures, 
and  thus  stake  claim  to  a  whole  new 
patentable  product. 

Soon  after  its  founding,  Raychem 
attracted  the  attention  of  serious  in- 
vestors as  a  prototype  growth  compa- 
ny. Legendary  investment  manager 
Philip  Fisher  (Forbes,  Oct.  19)  began 
buying  the  stock  in  1960  after  Cook 
approached  him  to  discuss  some 
management  theories  expressed  in 
Fisher's  1958  book,  Common  Stocks 
and  Uncommon  Profits.  Fisher,  con- 
vinced that  Cook  only  wanted  to 
push  his  fledgling  company's  stock, 
reluctantly  agreed,  but,  he  says,  "I 
went  down  there  with  my  wallet 
completely  closed."  Before  long,  Fish- 
er found  himself  the  one  asking  ques- 
tions— about  Cook,  his  management 
style  and  his  company.  Fisher  has 
only  bought  more  shares  since  then. 

What  impressed  Fisher  so  much? 
"Paul  Cook  had  a  long-range  view," 
says  Fisher.  "Many  years  ago  he  made 
a  remark  which  I  have  given  high  im- 
portance to  ever  since,  and  that  re- 
mark was  that  the  most  important  job 
of  the  chief  executive  of  a  growth 
company  is  to  make  immediate  prof- 
its subservient  to  long-range  growth 
and  to  balance  that  growth.  You  need 
to  have  enough  immediate  profits 
that  you  can  finance  the  long-range 
growth  without  diluting  the  stock 
through  more  sales  to  the  public  or 
too  much  leverage." 

Today  Cook's  product  list  exceeds 
an  astounding  50,000  patented  items, 
ranging  from  tag  systems  that  help 
computer  makers  color-code  wires  to 
fire-resistant  electrical  cables  that  do 
not  smoke  when  burned.  Raychem 
even  produces  sleeve-like,  shrinkable 
plastic  tubes  that  replace  the  use  of 
traditional  electrician's  tape  in  insu- 
lating wire  splices. 

Because  the  radiation  technology 
created  obvious  commercial  opportu- 
nities, it  was  not  long  before  well- 
established  manufacturing  firms  like 
Sumitomo  Electric  Industries  began 
hounding  Cook  for  licensing  agree- 
ments. Cook  was  tempted.  "We  need- 
ed the  money,"  he  says,  "but  I  always 
refused  them  a  license."  Smart  move. 
Today  Raychem's  largest  rival,  Sumi- 
tomo Electric  sells  an  estimated  5% 
as  many  radiation-treated  products, 
largely  items  on  which  Raychem's 
patents  have  long  since  expired.  Even 
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further  back  are  such  other  competi- 
tors as  Japan's  Hitachi  Cable,  Nitto 
Electric  Industrial,  Furukawa  Electric 
and  Fujikura. 

How  does  Raychem  manage  to  stay 
so  far  ahead,  even  with  patents  con- 
stantly expiring?  By  constantly  re- 
plenishing its  product  list  with  new, 
patented  items.  "We've  got  to  do 
things  faster,  better,  quicker,"  Cook 
says.  "The  Japanese  are  on  our  behind 
all  the  time." 

To  stay  ahead,  Raychem  spends  an 
impressive  9%  to  10%  of  sales  on 
research  and  development  every  year, 
big  even  for  a  high-technology  outfit. 
Among  the  firm's  500  new  patented 
products  and  materials  in  the  last  five 
years:  a  protective  gel  tape  that  kept 


the  salt  water  out  of  electrical  connec- 
tions on  Stars  and  Stripes  in  last  year's 
America's  Cup  race. 

Another  new  Raychem  product  line 
is  the  so-called  conductive  polymers. 
These  are  injected  with  carbon  and 
then  zapped,  so  that  when  they  reach 
a  preset  temperature  the  carbon  crys- 
tals separate  and  stop  the  flow  of  elec- 
tricity; when  the  temperature  falls, 
the  juice  automatically  starts  flowing 
again.  With  these  materials,  Raychem 
makes  dozens  of  self-regulating  heat- 
ers that  melt  the  snow  on  rooftops, 
keep  water  pipes  from  freezing  and 
maintain  constant  temperatures  on 
oil  pipelines. 

Such  new  products,  which  have 
continued  to  replace  older  technol- 


ogies, helped  Raychem's  sales  to  grow 
18%  last  year,  despite  its  already  large 
size.  Cook  realizes  he  can't  continue 
to  succeed  with  technology  alone,  and 
since  1984  he  has  been  committed  to 
a  companywide  program  to  slash 
costs  by  10%  annually  at  each  of  Ray- 
chem's 22  factories  worldwide.  Ray- 
chem has  also  instituted  an  incen- 
tives program  to  help  key  managers 
reach  preset  revenue  and  profitability 
goals  by  1989. 

All  this  has  made  Paul  Cook  moder- 
ately rich.  His  Raychem  stock  is 
worth  about  $33  million.  But  it  has 
made  his  country  immeasurably  rich- 
er by  showing  that,  with  smart  man- 
agement, American  companies  can 
still  set  standards  for  the  world.  ■ 


Before  you  start  taking  Mevacor,  Merck's 
new  anticholesterol  drug,  should  you  try 
taking  some  vitamin  B? 

The  devil  we  know 


By  Subrata  N.  Chakravarty 

Iast  month's  frontal  assault  on 
I  cholesterol  by  the  federal  govern- 
ment could  have  been  good  news  for 
Merck  &.  Co.  Its  stock  has  trebled  in 
the  past  two  years,  in  part  on  hopes 


for  the  company's  much-heralded 
new  anticholesterol  wonder  drug, 
Mevacor.  In  fact,  the  National  Insti- 
tutes of  Health  report  recommended 
an  over-the-counter  product  called 
nicotinic  acid,  which  can  be  bought 
for  as  little  as  2%  of  the  price  of  Meva- 
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cor,  as  a  first  line  of  defense  for  any- 
one needing  to  take  a  pill  to  lower  his 
cholesterol  level. 

Nicotinic  acid?  Better  known  as 
niacin,  a  B-complex  vitamin,  the  stuff 
has  been  freely  available  over  the 
counter  in  drug  and  health  food  stores 
for  years.  Far  from  being  "some  sort  of 
secret  kept  by  the  medical  profession 
to  keep  people  from  lowering  their 
cholesterol,  niacin's  effectiveness  has 
been  known  for  over  30  years,"  says 
Dr.  Ira  J.  Goldberg,  assistant  professor 
of  medicine  at  Columbia  University's 
College  of  Physicians  &  Surgeons. 

Taken  in  large  enough  doses,  niacin 
reduces  the  level  of  the  dangerous 
kind  of  cholesterol — low-density  lipo- 
proteins— from  the  blood  by  up  to 
30%,  lowers  the  amount  of  triglycer- 
ides, or  fatty  globules  floating  around 
in  the  blood,  and  increases  high-den- 
sity lipoproteins,  a  helpful  form  of 
cholesterol  that  functions  as  a  cleans- 
ing agent.  "Niacin  is  actually  an  ideal 
drug,"  says  Dr.  Brian  Brewer,  chief  of 
the  molecular  disease  branch  of  the 
National  Heart,  Lung  &.  Blood  Insti- 
tute. And  it's  much  cheaper  than 
Mevacor:  A  year's  worth  of  generic 
niacin  retails  for  about  $50  over  the 
counter,  versus  around  $2,600  per 
year  for  the  new  Merck  drug. 

The  only  problem  is  that  taking  nia- 
cin in  needed  doses,  sometimes  up  to 
7,000  mg  per  day,  can  cause  annoying 
temporary  side  effects,  including  hot 
flushes,  itching  and  a  more  rapid 
heartbeat.  By  contrast,  Mevacor's 
great  contribution  is  its  elimination 
of  these  side  effects,  while  reducing 
dangerous  cholesterol  somewhat 
more  thoroughly  than  niacin. 

So  why  didn't  the  government  rec- 
ommend Mevacor  as  preferable  to 
niacin?  Despite  six  years  of  clinical 
testing  by  Merck,  it  turns  out  that 
Washington     nonetheless  remains 


-  tion.  Plenty  of  promising  drugs  have  thought  it  was  a  fantastic  drug  at  first, 
t  been  heavily  hyped,  only  to  fall  by  the  but  now  it  is  rarely  used."  In  sum,  so 

-  wayside  once  side  effects  turned  up.  far  as  the  feds  are  concerned,  if  your 
Explains  Brown:  "Chloramphenicol  is  cholesterol  level  is  too  high  and  you 

-  a  very  good  antibiotic,  but  in  one  case  must  take  medicine,  try  niacin  before 
,  in  10,000  it  causes  an  inability  of  bone  you  turn  to  Mevacor. 

-  marrow  to  produce  red  blood  cells.  We  ■■^^■^^^^^■mmhbmh^mw 


Random  Access 


Commentary  by  Esther  Dyson 


YOUR  HUMBLE  SERVANT 


concerned  about  other  possible  unan 
ticipated  side  effects.  "There  is  no 
nearly  enough  experience  to  judge  se 
rious  long-term  side  effects,"  says  Dr 
Virgil  Brown,  a  leading  blood  special 
ist  and  president  of  Washington 
D.C.'s  Medlantic  Research  Founda 


Hal.  Machines  making  decisions. 
Airplanes  without  pilots,  nuclear 
plants  without  engineers.  Classes 
without  teachers.  That's  the  popu- 
lar vision  of  artificial  intelligence. 

Then  there's  the  investor's  view: 
a  foundering  business.  Three  major 
public  players — IntelliCorp,  Tek- 
nowledge  and  Symbolics — have  had 
well-publicized  losses,  while  other 
companies  suffer  in  private. 

Both  cases  of  expectation  getting 
ahead  of  reality.  Back  in  the  real 
world,  artificial  intelligence  tech- 
nology is  starting  to  pay  off.  A  prime 
example  is  American  Express' 
Authorizer's  Assistant,  an  ATbased 
computer  system  that  helps  Ameri- 
can Express  authorizers  decide 
whether  to  let  you  make  a  charge 
with  your  American  Express  card. 
(The  majority  of  transactions  are 
cleared  automatically,  but  where  a 
turndown  may  be  called  for,  a  hu- 
man being  steps  in;  American  Ex- 
press has  a  rule  that  credit  should 
never  be  denied  by  a  machine.) 

The  American  Express  story  dem- 
onstrates that  adoption  of  new  tech- 
nology is  about  mundane  details  as 
much  as  about  sweeping  techno- 
logical revolutions. 

American  Express  won't  release 
dollar  figures  (it  considers  this  proj- 
ect a  competitive  weapon),  but  it 
will  say  that  the  productivity  sav- 
ings alone  from  use  of  the  Authori- 
zer's Assistant  generate  a  45%  to 
67%  internal  rate  of  return. 

These  productivity  savings  result 
from  the  authorizers'  making  up 
their  minds  faster  and  handling 
more  transactions  per  hour.  There 
is  also  a  positive  effect  on  revenues 
and  losses,  says  the  project's  insti- 
gator, American  Express  Vice  Presi- 
dent Robert  Flast.  Despite  a  33% 
reduction  in  the  transactions  de- 
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clined,  which  means  more  revenue 
to  American  Express  and  more  sat- 
isfied customers,  preliminary  re- 
sults indicate  that  only  half  as  many 
cases  will  result  in  credit  and  fraud 
losses.  That  is  an  impact  five  times 
greater  than  the  productivity  sav- 
ings, says  Flast. 

That  benefit  will  continue  year 
after  year  and  will  enable  American 
Express  to  handle  more  business 
without  a  corresponding  increase  in 
employment. 

How  were  these  results  achieved? 
What  genius  designed  the  system? 
It  was  quite  simple,  actually.  As- 
sessing the  risk  in  a  transaction 
doesn't  require  a  lot  of  deep  ratioci- 
nation (although  both  humans  and 
machines  are  still  incapable  of  de- 
tecting clever  fraud  or  predicting  all 
cases  of  inability  to  pay). 

What  the  artificial  intelligence 
system  does  is  make  sure  the  hu- 
man beings  involved  in  the  system 
don't  forget  anything.  If  all  the  au- 
thorizers could  only  work  up  to 
their  theoretical  potential,  the  AI 
wouldn't  be  needed.  But  people  are 
fallible.  They  don't  always  remem- 
ber all  the  details  to  check,  notice 
the  little  inconsistencies,  ask  the 
right  questions,  Monday  through 
Sunday,  right  before  lunch  and  in 
the  dead  of  night,  when  business  is 
slow  and  when  it's  one  transaction 
after  another.  If  only  they  could 
consistently  follow  the  rules  and 
procedures  laid  out  in  their  inches- 
thick  manuals,  they  wouldn't  need 
AI.  But  humans  are  humans  and 
machines  are  machines. 


The  system  assembles  the  infor- 
mation the  human  authorizers  need 
to  assess  a  questionable  transaction. 
It  prompts  them  to  ask  questions 
(your  mother-in-law's  first  name, 
where  you  last  ate  in  Sarasota)  to 
determine  whether  the  card  user  is 
in  fact  the  authorized  card  holder, 
and  points  out  potential  problem 
indicators,  such  as  payment  delin- 
quencies and  unusual  spending  pat- 
terns. The  rules  the  AA  uses  aren't 
very  complicated,  but  there  are  a  lot 
of  them.  (And  the  underlying  soft- 
ware to  represent  them,  ART  from 
Inference  Corp.,  is  indeed  quite 
complex.)  Authorizers  have  to  un- 
derstand data  from  several  different 
databases:  card  transactions,  pay- 
ment histories,  correspondence 
files.  The  Authorizer's  Assistant  or- 
ganizes and  coordinates  that  infor- 
mation and  presents  the  relevant 
elements  of  it  on  a  screen,  instead  of 
requiring  the  human  authorizer  to 
search  through  it  screen  by  screen. 

In  fact,  the  multiplicity  of  data- 
bases American  Express  uses  con- 
stituted one  of  the  most  difficult 
challenges  in  building  the  system — 
how  to  get  all  the  incompatible  ma- 
chines and  software  to  work  togeth- 
er. That's  not  an  artificial  intelli- 
gence problem;  that's  a  data  pro- 
cessing problem.  It  took  a 
tremendous  amount  of  effort  to  get 
the  machines  to  do  what  heretofore 
the  humans  had  done,  slowly,  by 
logging  off  from  one  system  and 
into  another,  and  retaining  the  rele- 
vant information  in  their  heads. 

Let  me  put  it  this  way:  If  artificial 
intelligence  were  applied  to  cuisine, 
it  couldn't  mass-produce  the  cook- 
ing of  Barry  Wine,  owner-chef  at 
New  York  City's  Quilted  Giraffe. 
But  it  could  help  ensure  a  minimum 
level  of  quality  at  your  local  haunt, 
making  sure  that  the  chef  followed 
the  recipe  and  never  forgot  the  salt. 
Not  genius.  Consistency.  ■ 
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This  is  a  Motorola 
electronic  engine 
control.  .m 


Electronic  units  like  this,  designed  and  developed  with 
a  key  customer  and  built  by  Motorola,  are  at  the  heart 
of  the  most  dramatic  advances  in  automotive  science. 


It  saves  gas. 
It  cuts  pollution. 
It  improves 
performance. 

It  brings  a 

vital  factor  to 

fuel  flow, 
spark  timing 

and  combustion: 

Management. 


Advanced  Electronics  for 
a  More  Productive  World. 
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By  Jerry  Flint 
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Spend  $100,000  on  a  boat  and  it  wont 
turn  a  seagulls  eye.  But  a  six-figure  car — 
now  you  re  making  a  statement. 


Supercars 


Lamborghini  Countach,  $128,000 


They  are  expensive.  The  mini- 
mum is  $100,000,  while 
1150,000  is  common.  Some  will 
run  higher,  like  the  Porsche  959  at 
$233,000  (not  sold  in  the  U.S.). 

They  are  technologically  advanced, 
with  computer-controlled  active  sus- 
pension, advanced  antiskid  braking, 
four-wheel  steering  and  the  like. 

They're  fast  as  hell — minimum  top 
speed  150mph.  "It  goes  rather  swift- 
ly," says  a  Rolls-Royce  publicist  of 
the  Bentley  Turbo  R,  now  on  sale  in 
Europe  and  due  here  late  next  year. 
"At  155  we  have  a  turbo  cutout  [an 
automatic  cutoff].  Without  that,  of 
course,  it  would  be  much  faster." 

They're  as  sleek  as  stiletto  heels, 
the  kind  of  cars  you  would  expect 
Catherine  Deneuve  to  climb  out  of. 
The  climbing  in  and  out  can  get  a 
little  tricky  for  some,  however,  so 
more  four-door  supersedans  are  being 
developed.  "We  older  fellows  don't 
want  to  sit  down  on  the  pavement," 
says  Don  Morrissey,  chairman  of  Ma- 
serati  Automobiles  in  the  U.S. 

They're  rare.  No  more  than  500  or 
so  of  each  make  are  turned  out  each 
year — which  usually  means  waiting 
lists  of  at  least  several  months. 

The  honor  roll  is  short.  Aston  Mar- 
tin has  five  models:  the  Volante 
($137,800),  the  Lagonda  ($167,000), 
the  Vantage  ($127,000),  the  V8  Coupe 
($112,000)  and  the  Vantage  Volante 
($147,800).  Lamborghini  makes  two: 
Countach  and  LM002  (both 
$128,000).  Ferrari  makes  the  Testa- 
rossa  ($121,000)  and,  coming  late  next 
year,  the  F-40,  which  may  be  priced  at 
about  $250,000. 

The  Bentley  Turbo  R  ($120,000)  ar- 
rives here  next  year.  Maserati  and  Lo- 
tus have  new  models  coming  in  two 
years,  and  Mercedes  is  expected  to 
push  into  the  field  in  a  few  years. 


Aston  Martin  Volante,  $137,800 
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Until  then,  the  AMG  Hammer,  a  Mer- 
cedes modification  from  tuning  com- 
pany AMG,  will  have  to  do.  It  tops  out 
at  186mph  and  costs  $167,000,  just 
under  $200,000  for  the  station  wagon. 

The  Swiss  also  have  an  entry,  the 
Sbarro  Challenge,  which  goes  for 
$170,000-plus. 

The  field  is  likely  to  grow  even  be- 
yond these  models.  Ford  just  bought 
Aston  Martin,  Chrysler  just  bought 
Lamborghini  and  has  a  piece  of  Maser- 
ati,  and  GM  has  purchased  Lotus.  But 
the  big  three  aren't  likely  to  start 
mass-producing  supercars.  They  are 
more  interested  in  the  enormous  rub- 
off  potential  and  in  the  styling  and 
technology. 

Why  do  such  cars  sell  at  such 
prices?  Some  are  surely  bought  for 
splash  alone.  Explains  Maserati's  Don 
Morrissey:  "When  you  put  it  all 
down,  you've  got  the  bucks,  you  want 
to  show  people  you've  got  the  bucks 
and  have  a  little  fun  doing  it." 

But  other  things  are  at  work — their 
beauty  and  speed.  "It's  a  moving  piece 
of  art.  There's  nothing  like  it  on  the 
road  for  workmanship  and  quality," 
says  Richard  Sirota,  a  New  Yorker 
who  has  been  known  to  move  his 
piece  of  art,  a  1985  Aston  Martin  Vo- 
lante,  at  130mph. 

And  they're  bought  for  thrills.  "Any 
car  that  makes  your  life  pass  before 
your  eyes  can't  be  all  bad,"  says  a  car 
publicist,  talking  of  the  AMG  Ham- 
mer. "There's  an  absolute  rush.  You 
feel  like  Luke  Skywalker.  These  cars 
are  the  stuff  dreams  are  made  on." 

And  not  as  many  nightmares  as  you 
might  think.  While  these  high-tech 
machines  require  expert  servicing, 
owners  usually  get  an  800  number 
they  can  dial  to  find  out  where  to  get 
assistance.  Where  do  you  find  a  phone 
in  an  emergency?  Says  Milt  Kessler,  a 
Ferrari  seller  in  Manhattan:  "Usually, 
you  have  a  phone  in  the  car." 
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Yes,  they're  all  the  rage,  but  breakfast  meet- 
ings too  often  consist  of  empty  calories  and 
empty  conversations. 

Surviving  the 
power  breakfast 


TIhe  best  evidence  that  doing  busi- 
ness at  breakfast  is  more  than  a  fad 
may  be  the  going  rate  for  doing  it  in 
style.  At  New  York's  "21"  Club,  for 
example,  members  pay  up  to  $2,000 
per  single  membership,  plus  $250  an- 
nual dues,  for  the  privilege  of  a  day- 
break nosh.  The  spectacularly  refur- 
bished Rockefeller  Center  Club,  lo- 
cated atop  the  RCA  Building,  will 
serve  breakfast  for  the  business  set  in 
one  of  its  four  new  restaurants.  Mem- 
bership can  cost  $1,000.  Dues  are  an- 
other $300  to  $1,500  annually.  (These 


fees  include  the  use  of  the  restaurants 
at  lunch,  as  well.) 

Whatever  the  digs,  breakfast  meet- 
ings run  a  high  risk  of  being  colossal 
time-wasters.  They  can  also  foul  up 
your  schedule,  your  diet,  even  your 
metabolism — three  cups  of  coffee  be- 
fore 9  a.m.  will  give  anyone  the  yips. 

Here  are  some  tips  for  surviving 
breakfast  meetings,  gleaned  from  ex- 
ecutives who  have  to  put  up  with 
them  regularly. 

•  Before  accepting  any  invitation, 
make  sure  there  is  a  meaningful  agen- 


Lightweight  fare  for  a  heavyweight  breakfast  at  the  Regency 
Learning  to  roll  with  the  rolls. 


da.  One  executive  told  Forbes  he  par- 
ticularly loathes  visiting  executives 
who  want  to  pick  brains,  seek  jobs  or 
hunt  heads  at  breakfast.  "If  you'd  nev- 
er lunch  with  these  people,"  he  asks, 
"why  have  breakfast?" 

Sometimes  too  much  is  attempted 
at  breakfast  meetings.  William 
Rosner,  human  resources  executive 
for  operations  and  systems  at  Chase 
Manhattan  Bank,  found  his  monthly 
staff  breakfast  meetings  stretching 
into  lunch.  Now  he  schedules  shorter, 
more  frequent  breakfast  meetings. 

Courtesy  dictates  that  breakfast 
meetings  be  tightly  focused,  and  gen- 
erally begin  no  earlier  than  7:30  and 
end  no  later  than  9  a.m. 

•  If  you're  calling  the  meeting,  or  if 
a  choice  of  venue  is  left  to  you,  choose 
your  spot  carefully.  The  food  isn't  as 
important  as  prompt  service,  and  cau- 
tion may  outweigh  cachet.  In  New 
York,  the  Regency  Hotel  or  Peacock 
Alley  in  the  Waldorf-Astoria  are  not 
places  to  be  seen  huddling  with  a 
headhunter  or  a  competitor. 

Donald  Beldock,  chairman,  Basix 
Corp.,  has  his  doubts  about  the  best- 
known  power  breakfast  scenes  for  an- 
other reason.  "The  difficulty  with 
those  kinds  of  places  is  that  one  tends 
to  be  distracted  by  seeing  a  great 
many  familiar  faces  and  getting  up  to 
shake  hands,"  he  says.  "Many  of  the 
people  with  whom  I  do 
breakfast  meetings  really 
enjoy  that.  But  it  does 
tend  to  dilute  the  amount 
of  business  that  can  be 
accomplished." 

If  you  share  Beldock's 
concern,  consider  the  fol- 
lowing as  high  risk:  Hu- 
go's, the  Bel-Air  and  the 
Bel  Age  in  Los  Angeles; 
and  the  Hay/Adams  and 
the  Madison  in  Washing- 
ton, D.C.  These  are  great 
places  to  be  seen,  but  per- 
haps they  are  too  high- 
profile  for  some  meetings. 

•  Breakfast  is  an  obvi- 
ous cholesterol  trap,  but 
don't  starve  yourself.  If 
you're  watching  your 
weight,  blood  pressure 
and  cholesterol,  avoid  ba- 
con, ham,  sausages  and 
corned-beef  hash,  of 
course.  Eggs  are  fine  up  to 
three  days  a  week,  unless 
you  are  on  a  special  diet. 
Take  one  poached  egg  in- 
stead of  two  fried,  and 
you'll  halve  the  cholester- 
ol intake. 

Cereals  are  a  popular 
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You've  worked  hard  for  the  finer 
things  in  life.  Knowing  they're  protected 
makes  enjoying  them  an  even  richer 
experience. 

That's  where  the  Atlantic  Master 
Plan  comes  in.  An  adaptable  insurance 
package  conceived  expressly  for  peo- 
ple who  have  a  lot  to  insure. 

The  Atlantic  Master  Plan  provides 
broad  and  unique  coverage  for  up  to 
three  residences  with  expanded  per- 
sonal property  and  home  replacement 
coverage.  It  protects  your  automobiles, 
boats,  recreational  vehicles,  fine  art, 
jewelry  and  computers.  As  an  inde- 
pendent analyst  for  Esquire  magazine 
put  it,  the  Atlantic  Master  Plan  ". .  .has 
the  most  comprehensive  extra  coverage 
I  know  of." 


But  the  plan  is  more  than  com- 
prehensive. It's  a  better  value  than  buy- 
ing separate  policies.  It's  simple,  too. 
You  deal  with  only  one  annual  premium. 

Moreover,  because  Atlantic  is  a 
mutual  company  policyholders  may 
look  forward  to  the  possibility  of  divi- 
dends. 

Make  an  appointment  with  your 
broker  or  agent  soon.  You'll  find  the 
Atlantic  Master  Plan  is  the  answer  to 
protecting  all  your  well-gotten  gains. 
Atlantic  Mutual,  45  Wall  Street, 
New  York,  NY  10005. 

The  Atlantic  Master  Plan  is  not  available  in  all  states 

^^AtlanticMutual 

Only  insurance. 
That's  your  assurance. 


Insure  against 
paradise  lost. 


breakfast  among  champions  as  dispa- 
rate as  T.  Boone  Pickens,  Howard 
Stein,  chairman  of  Dreyfus  Corp.  and 
ex-New  York  Mayor  John  Lindsay. 
Experts  suggest  oatmeal,  bran  flakes 
or  granola  for  fiber,  but  caution  that 
granola  has  twice  as  much  sugar  and 
more  fat  than  other  cereals.  Whole- 
grain  cereals,  which  are  heavy  in  com- 
plex carbohydrates,  are  recommend- 


ed, too.  And  use  milk,  not  cream, 
with  the  cereal.  New  research  indi- 
cates there  is  a  strong  link  between 
calcium  and  reduced  blood  pressure. 

Cheese,  yogurt  and  smoked  salm- 
on, all  high  in  protein,  make  sense  at 
breakfast,  say  nutritionists.  But  when 
it  comes  to  baked  goods,  watch  the 
Danish  and  croissants,  heavy  in  but- 
ter content.  Use  margarine  (today's 


versions  are  hard  to  distinguish  from 
butter)  on  muffins,  bagels  and  toast. 
But  remember  that  margarine  has  the 
same  calorie  count  as  butter,  even 
though  it  is  lower  in  cholesterol  and 
saturated  fat. 

Will  breakfast  meetings  become 
even  more  prevalent?  Probably.  May- 
be it's  best  to  learn  to  roll  with  the 
rolls.— Lisa  Scheer  and  W.G.F. 


Feeling  no  pain 

Jeremy  Schmahmann's  bachelor 
party  took  place  the  night  before 
his  wedding — always  a  mistake. 
When  the  ceremony  started  at  4  p.m. 
the  following  afternoon,  most  of  the 
men  in  the  wedding  party  were  still 
pretty  green  around  the  gills,  but  the 
groom  looked  and  felt  fine.  His  secret? 
Schmahmann,  a  staff  neurologist  at 
Boston  City  Hospital,  prescribed  a 
Transderm  Scop  patch  for  himself. 
The  medicated  patch,  worn  behind 
the  ear,  dispenses  the  motion  sick- 
ness drug  Scopolamine  at  a  continu- 
ous rate,  relieving  nausea  and  dizzi- 
ness quickly.  "I  felt  as  miserable  as 
the  others  when  I  woke  up,"  says 
Schmahmann,  "but  the  patch  was  so 
effective,  I  forgot  I  had  it  on  until  after 
the  wedding." 

Until  very  recently  there  were  two 
principal  ways  of  taking  medication: 
swallow  a  pill  or  get  an  injection. 
Each  has  its  drawbacks.  Drugs  taken 
orally  have  to  pass  through  the  gastro- 
intestinal tract  before  they  reach  the 
bloodstream,  which  carries  them  to 
their  target  site.  So  a  large  amount  of 
the  drug  is  often  metabolized  in  the 
liver.  Injected  drugs  must  also  travel 
through  the  bloodstream,  where  some 
of  the  drug  is  washed  out  through  the 
kidneys  and  liver.  Particularly  with 
oral  drugs,  doctors  give  a  larger 
amount  than  would  otherwise  be  nec- 
essary to  make  sure  that  the  patient 


ultimately  gets  a  therapeutic  dose. 
Those  higher  doses,  however,  are  of- 
ten responsible  for  a  drug's  side  ef- 
fects. And  patients  don't  always  take 
their  drugs  as  often  as  prescribed. 

Enter  the  transdermal  patch,  which 
adheres  to  the  skin  and  delivers  the 
drug  through  a  membrane  in  the 
patch.  The  rate  at  which  the  drug 
seeps  out  is  controlled  in  part  by  the 
thickness  of  the  membrane.  Folks 
prone  to  seasickness  have  been  wear- 
ing them  behind  their  ears  when  on 
the  water  since  1981,  but  now  the 
patches  are  being  used  in  other  ways. 
In  addition  to  Transderm  Scop,  mar- 
keted by  Ciba-Geigy,  patches  dis- 
pense high-blood-pressure  drugs 
(Boehringer-Ingelheim),  a  form  of  es- 
trogen for  postmenopausal  women 
(Ciba-Geigy)  and  nitroglycerin  (CD. 
Searle,  Key  Pharmaceuticals  and 
Ciba-Geigy). 

According  to  Jane  Shaw,  president 
of  Alza  Corp.,  which  designed  some  of 
the  patches  now  on  the  market,  the 
patch  allows  the  drug  to  be  absorbed 
into  the  bloodstream  very  quickly, 
yet  potentially  reduces  side  effects  be- 
cause the  dose  is  close  to  the  opti- 
mum one.  Patches  vary  in  size  and  are 
usually  placed  on  the  upper  part  of  the 
body.  Since  only  a  small  amount  of  a 
drug  can  pass  through  the  membranes 
now  in  use,  drugs  available  in  patch 
form  tend  to  be  potent  ones  that  re- 


quire only  small  doses  to  be  effective. 

Why  aren't  more  drugs  adminis- 
tered this  way?  Some  drugs  just  can't 
pass  through  the  membrane  effective- 
ly enough.  The  molecules  of  insulin, 
for  example,  vital  to  about  half  the 
nation's  6  million  diabetics  (the  other 
half  require  therapies  other  than  insu- 
lin), are  too  large  to  pass  through. 

Ingenious  efforts  are  being  made  to 
overcome  that  problem.  One  compa- 
ny, Drug  Delivery  Systems  Inc.  of 
New  York  City,  has  developed  the 
Power  Patch.  It  is  an  adhesive-backed 
patch  that  contains  both  the  drug  and 
a  power  source — a  battery  producing 
current  too  low  to  be  felt  by  the  wear- 
er— to  propel  the  drug  into  the  blood- 
stream. Tests  are  under  way  using  the 
Power  Patch  with  insulin,  but  no 
product  is  expected  to  be  on  the  mar- 
ket until  1992.  Another  drug  now  be- 
ing tested  is  Propranolol,  often  pre- 
scribed to  treat  severe  headaches. 

Besides  patches,  there  are  other 
means  of  drug  delivery.  Two,  oral  os- 
motics  and  inhalants,  are  showing  a 
lot  of  promise.  Alza  Corp.,  for  exam- 
ple, has  developed  the  Oros  system, 
wherein  the  active  ingredient  is 
placed  inside  a  permeable  capsule 
that  has  a  laser-drilled  hole.  As  the 
shell  of  the  capsule  absorbs  fluid  from 
the  gastrointestinal  tract,  it  begins  to 
dissolve,  and  the  osmotic  (water)  pres- 
sure forces  the  active  ingredient  out  of 
the  tiny  hole  at  a  controlled  rate.  Ciba 
Consumer  Pharmaceutical  is  selling 
an  Oros  system  product,  Accutrim, 
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SHOULDN'T  YOU  FIND  OUT 
WHY  HALF  THE  FORTUNE  500 
COMPANIES  FLY  THIS  WAY? 


Over  100,000  companies 
including  half  the 
Fortune  500,  pay  for  air 
travel  with  an  Air  Travel 
^ard  charge  account.  If  you're  not  one  of 
hem— it's  time  you  knew  that  the  Air 
"ravel  Card  is  the  simplest  and  most  cost- 
fhcient  payment  system  there  is. 

CONVENIENT 

The  Air  Travel  Card  account  is  easy  to 
se.  Whoever  makes  the  reservation 
ivhether  it's  you  or  your  travel  agent), 
imply  bills  the  airfare  to  your  account 
lumber.  If  you  prefer,  you  can  issue  cards 
3  employees. 

CUSTOMIZED, 
CENTRALIZED  BILLING 

Air  Travel  Card's  one  statement  covers 
11  corporate  air  travel  on  all  airlines,  and 


you  may  qualify  for  billing  that  includes 
coding  air  charges  by  cost  center,  client  or 
project,  or  itemized  billing  by  department. 

CREDIT  WITHOUT 
CREDIT  CARD  ABUSE 

The  Air  Travel  Card  account  gives  you 
complete  control  over  one  of  your  most  im- 
portant travel  expenditures.  You  decide  who 
uses  the  system  and  when.  The  Card  can't 
be  used  for  gifts,  meals  or  entertainment. 

AUTOMATIC  INSURANCE 

Anyone  charging  their  ticket  to  an  Air 
Travel  Card  account  receives  $100,000  air 
travel  insurance  automatically,  plus  world- 
wide medical  consultation  benefits  at  no 
extra  cost.  Additional  protection  plans  with 
up  to  $20,000  rental  car  collision  damage 
reimbursement  worldwide  and  up  to  $5,000 
lost  or  stolen  baggage  insurance  are  available 
at  a  low  annual  cost* 


NO  ANNUAL  FEE  AND 
MONEY  BACK  GUARANTEE 

The  Air  Travel  Card  account  has  no 
annual  fee— your  company  simply  pays  a 
one-time,  refundable  deposit  which  gives 
you  unlimited  use  of  the  charge  account  plus 
as  many  cards  as  you  need.** 

All  of  which  explains  why  $4.5  billion 
in  air  travel  was  charged  to  the  Air  Travel 
Card  Payment  System™  last  year. 

To  apply  for  an  Air  Travel  Card  ac- 
count, or  for  more  information: 

Call  toll-free 

1-800-2224688 

(In  the  District  of  Columbia,  call  6264225) 


*Account  must  be  with  a  U.S.  contractot  airline  or  a  non-US.  contractor  airline  participating  in  the  insurance  program.  Federal 
lsurance  Co.,  Policy  No.  64042447  covers  AD&D  and  Baggage  insurance.  Insurance  Co.  of  the  State  of  Pennsylvania  Policy 
lo.  4040149  covers  rental  car  collision  deductible  reimbursement. 

*Amount  of  deposit  or  fee,  if  required,  vanes  by  airline;  most  require  $425  deposit  per  account. 


AIR  TRAVEL  CARD 


Just  the  ticket 


for  appetite  suppression.  And  health 
food  stores  sell  an  Oros  system  dis- 
pensing vitamin  C.  (The  system  is 
impractical  for  insulin,  however, 
since  dosages  are  too  difficult  to  con- 
trol as  needed.) 

Inhalants,  however,  may  one  day 
finally  provide  diabetics  with  freedom 
from  syringes  or  even  Power  Patches. 
California  Biotechnology  of  Moun- 
tain View,  Calif,  now  has  such  an 
inhalant  in  the  developmental  stage. 
Diabetics  would  still  have  to  monitor 
their  blood  sugar  levels  to  know  when 
they  require  insulin,  but  they  could 
get  the  drug  into  the  bloodstream 
quickly  and  painlessly  with  an  inhal- 
er. The  company  expects  to  see  the 
inhalant  on  the  market  by  1992,  and  it 
is  also  developing  inhalers  for  birth 
control,  appetite  suppression  and 
growth  hormone  release. 

The  beauty  of  inhalants  is  not  just 
ease  of  use,  according  to  John  Longen- 
ecker,  vice  president  of  development 
at  Cal  Bio.  It  can  also  improve  the 
body's  ability  to  make  use  of  the  drug 
being  delivered. — Francesca  Lunzer 


Letting  the  headhunters  know 


Broadcasting  a  resume  to  a  battal- 
ion of  headhunters  is  an  awfully 
tempting  way  for  the  newly  beached 
to  begin  a  job  search.  Would  that  you 
could  simply  push  a  button  and  have 
your  vita  instantly  in  the  mails  to  all 
the  nation's  major  recruiters.  Well, 
now  you  can. 

Custom  Databanks  has  devised  a 
computer  program  called  the  Execu- 
tive Search  System,  which  contains  a 
database  of  up  to  some  1,400  recruit- 
ers. It  allows  you  to  print  personal 
cover  letters,  envelopes  and  mailing 
labels  yourself,  without  going  to  cost- 
ly word  processing  services.  Then  you 
simply  slip  your  resumes  and  letters 
into  the  addressed  envelopes,  mail 
and  pray.  The  database  can  be  broken 
down  by  region  (city  or  state),  by  spe- 
cific industry  or  job  category,  by  mini- 
mum salary,  by  assignments  each 
firm  accepts,  even  by  whether  the 
search  firm  works  on  a  contingency 
(fee)  or  retainer  basis.  (Those  working 


on  retainer  usually  have  the  higher- 
paying  positions.) 

The  two-diskette  system  requires 
at  least  320K  of  capacity  in  your  com- 
puter. It  is  tailored  for  computer  nov- 
ices, however,  and  even  the  comput- 
er-illiterate should  be  able  to  use  the 
system  on  a  friend's  personal  comput- 
er. Cost  is  $50.  Write  to  Custom  Data- 
banks, Inc.,  127  East  59th  St.,  New 
York,  N.Y.  10022. 

If  you're  computer-shy,  you  can  buy 
2,542  preaddressed  labels  from  the  Di- 
rectory of  Executive  Recruiters,  Temple- 
ton  Road,  Fitzwilliam,  N.H.  03447. 
Covered  are  some  1,600  headhunters, 
including  local  offices.  Cost  is  $160.  If 
you  want  labels  for  the  1,170  head- 
hunters  working  on  retainer,  the  fee  is 
$75.  But  anyone  trying  to  turn  head- 
hunters'  heads  should  have  a  copy  of 
the  directory,  not  only  for  addresses 
but  for  names  and  phone  numbers  of 
key  recruiters.  The  fee:  $24.95  pre- 
paid, $28.95  mailed.— W.G.F. 


Tracking  prices  in  the  global  gallery 


TIhere's  no  telling  where  the  col- 
lecting bug — the  passion  to  own 
beautiful  things — will  strike  next.  Af- 
fluence, education,  the  search  for  sta- 
tus ...  all  manner  of  forces  are  at 
work  here. 

The  surest  sign  is  the  astonishing 
amount  of  fine  art  now  being  bought 
and  sold  every  year.  The  combined 
value  of  works  of  art  annually  sold 
worldwide  by  Sotheby's  and  Chris- 
tie's, the  two  largest  auction  houses, 
now  exceeds  $2  billion,  up  sixfold 
from  around  $330  million  a  decade 
ago.  It's  not  just  inflation.  Prices  of 
beautiful  things — paintings,  sculp- 
ture, objets — have  risen  by  a  factor  of 
four  over  the  same  period. 

The  action  is  global  and,  thanks  to 
the  growing  role  of  the  auction 
houses,  increasingly  visible.  With 
that  in  mind,  Forbes  introduces  in 
this  issue  a  new  feature — Sotheby's 
Art  Market  Trends.  It  is  intended  to 
help  Forbes  readers  follow  the  action 
in  prices  in  the  art  market  generally 
and  prices  of  specific  kinds  of  artwork 
particularly.  Having  monitored  the 
art  market  closely  for  years,  Sotheby's 
has  built  a  formal  price  index  to  mea- 
sure the  swings  in  prices  in  13  major 
sectors  of  the  art  market.  It  does  not 
predict  prices.  It  won't  tell  you 
whether  a  particular  work  is  "worth" 
the  asking  price.  But  it  provides,  easi- 
ly and  clearly,  historic  perspective  on 


where  prices  are  at  the  moment. 

The  indexes  will  be  updated 
monthly.  Accompanying  the  tables 
will  be  comments  highlighting  trans- 
actions of  note  and  other  events  af- 
fecting the  market. 

A  word  about  how  the  index  is  con- 
structed, fust  as  the  familiar  Consum- 


er  Price  Index  maintained  by  the  Bu- 
reau of  Labor  Statistics  notes  price 
changes  for  a  fixed  "basket"  of  goods, 
Sotheby's  uses  a  range  of  artworks  in 
its  index.  Thirteen  kinds  of  artwork 
are  tracked  individually.  These  sec- 
tors constitute  the  major  part  of  the 
artworks  sold  at  auction  around  the 
world.  Jewelry  is  excluded  because 
prices  are  influenced  by  the  value  of 
metals  and  gems.  The  purpose  of  the 


Drawing  room  ofTynii 


House,  East  Lothian,  Scotland 


Continuing  strength  in  the  furniture  sector. 
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index,  remember,  is  to  signal  chang- 
ing values  of  works  of  art  as  such. 

Sotheby's  consulted  numerous  ex- 
perts to  create  a  basket  of  objects  for 
each  sector  represented.  For  English 
silver,  as  a  case  in  point,  authorities 
were  asked  to  make  a  representative 
selection  of  objects  regularly  appear- 
ing at  auction — 17th-  and  18th-centu- 
ry candlesticks  and  trays,  for  exam- 
ple— and  a  selection  of  examples  by 
important  craftsmen  working  in  the 
medium.  A  total  of  48  pieces  were 
selected  for  this  sector. 

The  objects  included  in  each  sector 
were  deliberately  selected  from  the 
middle  range  of  the  market.  Examples 
of  the  most  expensive  items  were  ex- 
cluded because  they  appear  in  sales- 


rooms so  infrequently,  making  them 
unrepresentative  of  their  sector.  Simi- 
larly, objects  from  the  low  end  of  the 
range  were  left  out  because  of  their 
limited  interest  to  serious  collectors. 

Each  sector  is  constantly  reviewed, 
and  values  are  revised  in  light  of  ac- 
tion at  major  salesrooms  around  the 
world — not  at  Sotheby's  alone.  Values 
may  be  reviewed,  too,  when  an  impor- 
tant exhibition  is  staged  or  a  major 
scholarly  work  is  published. 

When  a  revaluation  is  made,  the 
value  of  each  constituent  item  is  reas- 
sessed in  the  light  of  prevailing  mar- 
ket conditions.  The  total  value  of 
items  in  the  category  is  then  calculat- 
ed and  compared  with  the  correspond- 
ing figure  in  the  base  year  (1975). 


Finally,  each  sector  in  the  index  is 
weighted  to  produce  an  overall  "ag- 
gregate" index  number.  The  weights 
represent  the  estimated  long-term 
contribution  of  each  sector  to  sales  in 
the  art  market  as  a  whole. 

Weighting  the  sectors  in  this  fash- 
ion is  rather  like  the  weighting  that 
goes  into  Standard  &  Poor's  index  of 
500  stocks.  But  the  resemblance  ends 
there.  S&P  prices  are  set  in  the  stock 
market  alone,  but  valuation  of  the  art 
index,  as  noted,  takes  into  account 
other  factors  such  as  the  overall  mar- 
ket climate  for  particular  works. 

That  understood,  Forbes  hopes 
readers  will  find  Sotheby's  Art  Mar- 
ket Trends  interesting  and,  if  they 
venture  into  the  art  market,  useful.  ■ 


Sotheby's  art  market  trends 


Index  sectors 

Sept 
1987 

One 
month 
ago 

One 
year 
ago 

Two 
years 
ago 

Five 
years 
ago 

One 
month 
%  change 

One 
year 
%  change 

Two 
year 
%  change 

Five 
%  change 

years 
average 
annual 
%  change 

Old  Master  paintings 

349 

349 

303 

289 

199 

nil 

+  15.2 

+  20.8 

+  75.4 

+  11.9 

19th  C.  European 
paintings 

303 

303 

250 

249 

183 

nil 

+  21.2 

+  21.7 

+  65.6 

+  10.6 

Impressionist  &  Post- 
impressionist  art 

661 

661 

432 

371 

255 

nil 

+  53.0 

+  78.2 

+  159.2 

+  21.0 

Modem  paintings 
(1900-1950) 

666 

666 

429 

342 

245 

nil 

+  55.2 

+  94.7 

+  171.8 

+  22.1 

Contemporary  art 
(1945  onward) 

597 

597 

542 

488 

333 

nil 

+  10.1 

+  22.3 

+  79.3 

+  12.4 

American  paintings 
(1800-pre-WWII) 

789 

789 

687 

635 

459 

nil 

+  14.8 

+  24.3 

+  71.9 

+  11.4 

Continental  ceramics 

320 

320 

290 

284 

266 

nil 

+  10.3 

+  12.7 

-20.3 

+  3.8 

Chinese  ceramics 

550 

550 

486 

486 

460 

nil 

+  13.2 

+  13.2 

+  19.6 

+  3.6 

English  silver 

349 

349 

338 

298 

183 

nil 

+  3.3 

+  17.1 

+  90.7 

+  13.8 

Continental  silver 

201 

201 

192 

178 

134 

nil 

+  4.7 

+  12.9 

+  50.0 

+  8.4 

American  furniture 

452 

452 

380 

324 

213 

nil 

+  18.9 

+  39.5 

+  112.2 

+  16.2 

French  &  Continental 
furniture 

319 

319 

285 

273 

234 

nil 

+  11.9 

+  16.8 

+  36.3 

+  6.4 

English  furniture 

594 

594 

447 

382 

263 

nil 

+  32.9 

+  55.5 

+  125.9 

+  17.7 

Aggregate  index* 

475 

475 

369 

336 

251 

ml 

+  28.7 

+  41.4 

+  89.2 

+  13.6 

Basis:  1975  =  100  ($). 

'Contemporary  an  was  added  to  the  An  Index  in  September  198""  The  aggregate  index  excludes  this  category  prior  to  that  date 
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Monthly  highlights 

The  1987-88  art  market  season  "officially"  began  in 
September  but,  as  usual,  business  activity  won't  move 
into  full  gear  for  several  weeks.  English  furniture  and 
French  and  Continental  furniture  are  the  only  main- 
stream market  sectors  to  have  been  tested.  A  routine 
auction  of  French  and  Continental  furniture  in  New 
York  was  in  line  with  expectations.  In  the  U.K.  the 
contents  of  two  country  houses  were  sold — Tyning- 
hame  in  Scotland  and  Orchardleigh  Park  in  Somerset, 
England. 

House  sales  almost  always  produce  good  results;  the 
sense  of  occasion  often  encourages  buyers  to  bid  more 
actively  than  they  might  in  the  auctioneers'  sales- 
rooms. Indeed,  at  Tyninghame  an  English  private 


buyer  paid  a  top  price  of  over  $  1 79,000  for  a  mid- 1 8th- 
century  Dutch  marquetry  French-style  commode, 
over  three  times  the  top  estimate.  The  sale  as  a  whole 
brought  over  $6  million,  almost  twice  the  advance 
estimate.  The  Orchardleigh  Park  sale  also  produced  a 
good  pointer  to  the  present  state  of  the  market.  A 
mixed  selection  of  furniture,  Old  Masters  and  other 
works  realized  a  total  of  about  $2.3  million,  with  only 
1%  remaining  unsold. 

Because  of  the  special  nature  of  house  sales,  their 
results  have  to  be  discounted  to  a  certain  extent. 
Nevertheless,  the  success  of  the  two  houses,  following 
the  healthy  performance  of  the  furniture  market  last 
season,  suggests  continuing  strength  in  this  sector. 
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If  wu  need  an  incentive  to  buy  a  new  car,  consider 

these:  Safety/Durability:  And  longevity- 
Qualities  built  into  each  and  every  one  of  t  a  1 988 

Volvos.  From  the  legendary  Volvo  240's— the  most 

affordable  of  the  line— to  the  Italian  designed  780  co  upe 

which  affords  every  luxury  imaginable. 


Of  course,  those  qualities  can  also  be  found  ii 
prestigious  700  Series  sedans  and  wagons.  The  m 
noteworthy  of  which  is  the-newly  redesigned  760. 

The  first  thing  you'lltiotice  about  the  new  76i 
restyled  front  end.  But  once  you  start  driving 
you'll  notice  something  of  even  greater  importan 


•ABS  and  SRS  are  standard  on  780  and  760  Series,  op:io-iaJ  on  740  Series  and  not  av  <i,.ihic  on  ihe  240  Series.  ©  1987  Volvo  North  America  Corporation 


AR  MAKER 

Arrow 

JKETH 

A  a  new  "Multi-link"  suspension  that  both 
es  handling  and  gives  the  760  a  more  comfort- 

le.    <:  . 

k)  comforting  to  anyone  concerned  with  safety 
idard  features  like  anti-lock  braking.  And  a 
nental  restraint  system  which  cushions  the  driver 


in  an  accident.* 

So  you  see,  no  matter  which  Volvo  you  choose, 
you'll  get  more  than  just  an  elegant,  well-appointed  car. 
You'll  get  all  the  quality,  reliability,  and  safety  know-how 
Volvo  is  famous  for.  VOLVO 

How's  that  for  incentive?      A  ear  you  can  believe  in. 


Careers 


Ifyouve  got  one,  a  sense  of  humor  can  do  wonders  for  your 
career.  On  the  other  hand,  it  can  also  ruin  it. 

What's  black  and  blue 

and  floats  in  the 
Monongahela  River?* 


By  Dyan  Macban 

Iast  year  Morgan  Stanley  hired  a 
_  new  head  trader,  John  Havens, 
I  from  Kidder,  Peabody.  Havens 
is  totally  bald.  One  afternoon  Mor- 
gan's 20  traders  all  ducked  under  their 
desks  on  the  count  of  three  and 
popped  up  with  joke-store  skin  caps 
complete  with  ears. 

Was  Havens  hurt  or  insulted?  Ini- 
tially stunned,  he  cracked  up  with 
laughter  at  the  sight  of  20  look-alikes. 
From  that  day  on,  Havens  and  his 
subordinates  felt  more  relaxed  with 
each  other. 

All  kidding  aside,  humor  is  serious 
business.  It  can  significantly  advance 
your  career,  or  torpedo  it.  Warner  Dal- 
house,  president  and  chief  executive 
of  Roanoke,  Va.'s  Dominion  Bank- 
shares,  believes  humor  "can  be  used 
to  equalize  the  ranks." 

Kevin  Sullivan,  of  New  York  head- 
hunters  Kevin  Sullivan  Associates, 
likes  to  use  humor  to  relax  people 
during  interviews.  If  the  client  is  a 
Wall  Street  firm,  where  the  pressure  is 
high  and  humor  is  an  important  sur- 
vival skill,  he  will  go  to  some  length 
to  explore  an  executive's  ability  to 
endure  even  the  worst  or  most  embar- 
rassing jokes. 

A  survey  last  year  by  Hodge-Cronin 
&  Associates  found  that  98%  of  737 
chief  executives  interviewed  would 
hire  a  candidate  with  a  good  sense  of 
humor  over  a  humorless  type. 

A  mounting  body  of  research  says 
the  preference  is  well-grounded.  Re- 
searchers have  found  a  connection  be- 
tween a  well-developed  sense  of  hu- 


*  Answer:  Someone  who  tells  Polish 
jokes  in  Pittsburgh 


mor  and  problem-solving.  Professor  of 
history  Joseph  Boskin,  who  teaches  a 
course  on  humor  in  20th-century 
America  at  Boston  University,  says 
humorous  people  are  usually  wiser 
and  have  broader  perspectives.  And 
they  are  often  better  workers. 


David  Abramis,  at  California  State 
University  at  Long  Beach,  found  in  his 
study  of  341  workers  that  those  who 
have  the  most  fun  at  their  jobs  are 
likely  to  be  the  most  productive. 
Why?  Four  reasons:  (1)  having  fun  re- 
laxes mental  tension,  allowing  people 
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Puzzled  about  mutual  funds  ? 

Kidder,  Peabody  representative  has 
a  solution  that's  a  perfect  fit. 

Over  1,500  funds  are  being  offered  today — each  with 
its  own  very  specific  objectives  and  ways  of  reaching 
them.  Choosing  the  right  fund— one  that  meets  your 
personal  goals — can  be  a  daunting  experience. 

Guiding  You  Through  1,500  Claims.  To  find  a 
mutual  fund  solution  that  meets  your  personal 
needs,  you  can  rely  on  the  expertise  of  a  Kidder, 
Peabody  representative.  Youll  find  our 
representatives  to  be  knowledgeable 
professionals,  skilled  in  all 
facets  of  wealth 
management. 

One  of  our 
representatives 
can  help  you  assess 
your  needs... then 
help  you  match  your 
objectives  with  the 
appropriate  fund. 

An  Ideal  Wealth  Manage- 
ment Tool.  The  key  elements 
of  any  fund  are  professional 
management  and  flexibility. 
The  Kidder,  Peabody  Family  of  Funds 
is  known  for  both.  Management 
is  provided  by  Kidder,  Peabody 's 
Webster  Management  Corporation- 
experienced  professionals  who  curre 
manage  nearly  $6  billion  in  assets. 

To  solve  the  puzzle  of  which  mutual 
fund  is  right  for  you,  talk  to  a  Kidder, 
Peabody  representative.  For  a  prospectus 
containing  more  complete  information  on 
the  Kidder,  Peabody  Family  of  Funds,  including  a  description 
of  all  charges  and  expenses,  call:  1-800-KP- ADVICE; 
(1-800-572-  3842).  Read  the  prospectus  carefully 
before  you  invest  or  send  money. 


liKIDDERPEABODY 

Founded  1865,  Member  All  Principal  Exchanges,  Over  60  Offices  Worldwide 


Wealth  management  begins  before  you're  wealthy. 


"Laughing  at  least  one 
hundred  times  a  day  equals 
ten  minutes  of  rowing," 
laughs  Dr.  William  Fry,  a 
psychiatrist  at  Stanford 
University  Medical  School. 


to  focus  more  intently  on  their  work; 
(2)  having  fun  may  provide  breaks 
from  conflicts  and  boredom  in  the 
workplace;  (3)  fun  allows  employees 
to  fulfill  human  social  needs  without 
making  personal  phone  calls  and  the 
like;  and  (4)  having  fun  seems  to  in- 
crease creativity. 

Dr.  William  Fry,  a  psychiatrist  at 
the  Stanford  University  Medical 
School,  says  a  good  belly  laugh  exer- 
cises and  therefore  relaxes  every  ma- 
jor muscle  group  in  the  body.  "Laugh- 
ing at  least  100  times  a  day  equals  ten 
minutes  of  rowing,"  laughs  Fry,  add- 
ing that  you  can  skip  your  gym  work- 
out and  have  more  fun  if  you  laugh 
enough. 

The  danger  lies,  of  course,  in  the 
fact  that  what  seems  funny  to  one 
person  is  the  height  of  bad  taste  to 
another.  John  Sias,  president  of  ABC 
Network  Television  Group,  has 
rubbed  a  lot  of  people  the  wrong  way 
with  his  broad  humor.  One  time,  Sias 
bumped  into  Marion  Pierce,  wife  of 
Fred  Pierce,  ABC's  president  at  the 
time.  Pierce  would  shortly  resign,  and 
both  he  and  his  wife  were  under  con- 


siderable strain.  When  Marion  Pierce 
greeted  Sias,  he  pretended  not  to 
know  who  she  was. 

C.W.  Metcalf  styles  himself  a  "hu- 
morologist."  He  runs  workshops 
called  Humor,  Risk  and  Change  Ad- 
aptation to  help  employees  cope  with 
change.  Metcalf  draws  a  sharp  line 
between  a  good  sense  of  humor  and 
telling  jokes.  What's  the  difference? 
According  to  Metcalf,  anyone  with  a 
good  memory  and  a  decent  ability  to 
time  the  punchline  can  tell  a  joke.  But 
a  sense  of  humor  runs  deeper.  It  in- 
volves the  ability  to  laugh  at  oneself 
and  find  the  absurd  in  everyday  life. 
Most  jokes,  on  the  other  hand,  make 
fun  not  of  man's  condition  but  of 
something  or  somebody  else. 

Executives,  says  Metcalf,  ignore 
this  line  between  humor  and  jokes  at 
their  peril.  He  tells  of  a  brilliant  con- 
sultant who  wanted  to  work  for  him 
but  who  liked  to  tell  locker-room 
jokes  about  women.  "When  I  pointed 
this  out,  he  was  totally  confused," 
Metcalf  recalls.  "We  couldn't  hire 
him.  It  would  have  required  changing 
his  entire  belief  system." 
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D  E  WAR'S  PROFILE 


ALESSANDRA  FEKRI 

HOME:  New  York,  N.Y. 
AGE:  23. 

OCCUPATION:  Principal  dancer,  American 
Ballet  Theatre. 

HOBBY:  "Trying  to  find  the  time  to  have  one." 

LAST  BOOK  READ:  Hopscotch,  Julio  Cortazar. 

LATEST  ACCOMPLISHMENT:  Dancing  the 
lead  in  Romeo  and  Juliet  and  Giselle  during 


the  ABT's  latest  season.  No  mean  feat. 

WHY  I  DO  WHAT  I  DO:  "All  little  girls  want  to 
be  ballerinas;  I  just  never  changed  my  idea." 

QUOTE:  "I'm  Italian,  and  we're  never  neutral. 
About  anything." 

PROFILE:  Focused,  passionate  and  strong- 
minded.  At  ninety-seven  pounds,  she's  nobody's 
weakling. 

HER  SCOTCH:  Dewar's®  "White  Label®  and 
Perrier®  "After  the  barre,  the  bar.  Where  would 
you  go  to  stretch  out?" 


Animal  House  humor  is 
considered  good  fun  on 
some  parts  of  The  Street.  At 
Egan,  Marvin  &  Rubano,  a 
municipal  bond  house, 
shaving  cream  on  telephone 
receivers  and  exploding 
cigarettes  have  become 
routine. 


Jokes  are  increasingly  dangerous  in 
these  days  when  so  much  of  Ameri- 
can life  is  politicized.  Jewish  jokes 
are  verboten,  except  among  Jews, 
and  anything  that  could  be  labeled 
racism  or  sexism  or  majoritarianism 
is  dangerous.  Furthermore,  it's  no 
longer  enough  not  to  make  fun  of 
other  people.  You  must  be  sensitive 
to  their  needs  and  wants.  Whatever 
that  might  mean. 

Yet  Metcalf  believes  that  good  hu- 
mor among  employees  helps  a  busi- 
ness stay  light,  maneuverable  and 
open  to  change.  "I  don't  believe  hu- 
mor will  cure  cancer,  but  it  will  en- 
able you  to  deal  with  criticism  and 
not  become  embittered  about  it." 
Take  your  job  seriously,  advises  Met- 
calf, not  yourself.  You  can,  in  short, 
make  fun  of  yourself  but  not  of  any- 
body else. 

Many  women  who  have  excellent 
senses  of  humor  feel  uncomfortable 
telling  jokes.  Even  Theresa  Dowling, 
vice  president  of  European  equities 
sales  at  Hoare  Govett,  who  will  tell 
practically  any  joke,  admits  she  has  to 
be  careful.  "It's  a  fine  line,"  she  says. 
"You  don't  want  to  tell  too  many  and 
seem  like  you're  trying  to  act  like  one 
of  the  boys." 

How  about  practical  jokes?  De- 
pends on  the  business.  Morgan  Stan- 
ley's traders  got  away  with  mimick- 
ing their  boss'  bald  pate.  But  that  was 
Wall  Street. 

Edward  Pillert,  a  second  officer 
aboard  a  ship  owned  by  Gulf  Oil's 
American  Heavy  Lift  (AHL)  division, 
was  told  to  take  visiting  Gulf  Oil 
executives'  wives  on  a  tour  of  the 
vessel.  Pillert  solemnly  informed  the 
ladies  that  AHL  stood  for  the  Ameri- 
can Hockey  League,  the  cargo  was 
mainly  heavy-duty  pucks  and  the 
massive  cranes  were  used  to  transport 
a  corpulent  captain  from  ship  to 


shore.  Not  long  after  the  women  re- 
turned ashore,  telexes  poured  in  de- 
manding Pillert's  head.  He  survived. 
Pillert  later  went  to  work  on  Wall 
Street,  which  is  far  more  accommo- 
dating to  his  sense  of  humor. 

For  some  reason,  Wall  Street  is 
highly  joke-tolerant.  There,  humor — 
in  many  guises — is  not  only  an  anti- 
dote to  stress  but  frequently  the  ex- 
cuse to  call  a  customer. 

Traders,  proud  of  their  coarseness, 
relish  breaking  every  rule  of  corporate 
decorum  and  good  taste.  Confirming 
the  consensus  of  Wall  Street,  Street 
humor  tends  to  dwell  on  the  bath- 
room side  of  life;  we'll  spare  you  an 
example.  Sexist  jokes  are  de  rigueur, 
as  are  the  disaster  jokes  that  circulate 
more  rapidly  than  the  Brazilian  mon- 
ey supply. 

Research  by  New  York  magazine  last 
year  showed  that  within  minutes  of 
the  first  news  flashes  of  the  Soviet 
Union's  Chernobyl  nuclear  disaster, 
traders  were  lighting  up  the  trans- 
oceanic lines  to  ask:  What  has  feath- 
ers and  glows  in  the  dark?  (Answer: 
Chicken  Kiev.) 

More  recently,  traders  have  been 
asking  clients  if  they've  heard  why  it 
took  so  long  for  Joe  Biden  to  resign? 
(He  couldn't  find  a  copy  of  Hart's 
withdrawal  speech.) 

Animal  House  humor  is  considered 
good  fun  on  some  parts  of  The  Street. 
At  Egan,  Marrin  &  Rubano,  a  munici- 
pal .bond  house,  shaving  cream  on 
telephone  receivers  and  exploding  cig- 
arettes have  become  routine. 

For  variety,  traders  have  lowered 
inflatable  dolls  outside  windows,  and 
handcuffed  a  new  employee  to  a  chair 
and  loaded  her  onto  an  elevator  head- 
ed down  to  the  lobby — proving  once 
again  that  the  difference  between  a 
bond  and  a  bond  trader  lies  in  the  fact 
that  a  bond  matures.  ■ 
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These  companies 
increased  sales, 
{parked  employee  pride 
and  won  an  award 
for  doing  it 


ST  TIME  AWARD  WINNERS 

iney  &  Smith  Inc. 

ton,  Pennsylvania 

tell,  Jacobs,  Kenyon  &  Eckhardt 

v  York,  New  York 

'NTEL  Corporation 

nnta,  Georgia 

ESTAR  Bank 

rmerly  United  Virginia  Bank) 

■folk,  Virginia 

'aso  Natural  Gas  Company 

'aso,  Texas 

it  Bank  System,  Inc. 

meavolis,  Minnesota 
rida  National  Bank 
.sonville,  Florida 
yet  Printing  Co.,  Inc. 
sburgh,  Pennsylvania 
fnel  Real  Estate,  Inc. 
Korua,  New  Hampshire 
;  Hartford  Courant 
tford,  Connecticut 
liday  Inn,  Suwanee 
:>anee,  Georgia 


E.F.  Hutton  &  Company  Inc. 

New  York,  New  York 

Kaye  Marvins  Photography,  Inc. 

Houston,  Texas 

Monumental  Corporation 

Baltimore,  Maryland 

National  Broadcasting  Company 

New  York,  New  York 

New  York  Telephone 

New  York,  New  York 

Oneida  Tribe  of  Wisconsin 

Oneida,  Wisconsin 

Pacific  Telesis  Group 

San  Francisco,  California 

Pilot  Oil  Corporation 

Knoxville,  Tennessee 

Joel  E.  Rubin  &  Associates 

New  York,  New  York 

Waterville  Valley  Resort 

Wateri'ille  Valley,  New  Hampshire 

Williams  Investments,  Ltd. 

Thomasville,  Georgia 


RETURN  AWARD  WINNERS 

Ameritech 

Chicago,  Illinois 

Barnett  Bank  of  Jacksonville,  N.A. 

Jacksonville,  Florida 
Cardinal  Industries,  Inc. 
Columbus,  Ohio 
CITIBANK  (New  York  State) 
Rochester,  New  York 
DIGITAL 

Maynard,  Massachusetts 
General  Motors  Corporation 
Detroit,  Michigan 
Raymond  D.  Nasher  Company 

Dallas,  Texas 

National  Westminster  Bank  USA 

New  York,  New  York 
PepsiCo,  Inc. 
Purchase,  New  York 
Sara  Lee  Corporation 

Chicago,  Illinois 

Southwestern  Bell  Corporation 

St.  Louis,  Missouri 


DISTINGUISHED  AWARD  WINNERS 

American  Express  Company 

New  York,  New  York 
AT&T 

New  York,  New  York 

Consolidated  Edison  Company 

of  New  York,  Inc. 

New  York,  New  York 

Dayton  Hudson  Corporation 

Minneapolis,  Minnesota 

The  Humana  Foundation,  Inc. 

Louisville,  Kentucky 

Manufacturers  Hanover  Corp. 

New  York,  New  York 

Merrill  Lynch  &  Co.,  Inc. 

New  York,  New  York 

Metropolitan  Life  Insurance  Co. 

and  Metropolitan  Life  Foundation 

New  York,  New  York 

Philip  Morris  Companies,  Inc. 

New  York,  New  York 

C.J.  Segerstrom  &  Sons 

Costa  Mesa,  California 


A  business  investment  in  the  arts  can  yield 
(usually  high  returns. 

Last  year,  it  meant  higher  sales  for  these  companies 
rough  increased  visibility  and  a  positive  public 
age.  It  also  brought  them  a  more  enjoyable  working 
vironment. 

Their  involvement  in  the  arts  is  paying  off  once 
ain.  This  time  in  the  form  of  national  recognition  and 

award  —  sponsored  by  the  Business  Committee  for 
s  Arts  and  Forbes  magazine. 

The  winners  are  businesses  of  all  sizes  from  every 


corner  of  America.  The  one  thing  they  have  in 
common  is  an  understanding  of  now  business  and  the 
arts  can  benefit  one  another. 

To  find  out  how  your  company  can  profit  through  a 
partnership  with  the  arts— and  about  qualifying  for 
next  year's  awards— contact  the  Business  Committee 
for  the  Arts,  Inc.,  1775  Broadway,  Suite  510,  New  York, 
New  York  10019.  Or  call  (212)  664-0600. 

The  1988  awards  are  right  around  the  corner.  So 
are  the  rewards  the  arts  can  ■  l 

i    ■   „  .     „„„„  „  „„  I — I  BUSINESS  COMMITTEE 

bring  to  your  company.        |_|  F0R  THE  ARTS  INC 


This  advertisement  prepared  as  a  public  service  by  Ogilvy  &  Mather. 
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Behind  the  Figures 


Edited  by  Lisa  Gubernick 


Big  decisions 

This  company  is  in  remarkable 
condition,"  says  Garner  Anthony, 
59,  departing  chairman  of  $1.6  billion 
(1986  revenues)  Cox  Enterprises.  "It's 
been  on  a  vertical  rise  since  I  started. 
But  I  wouldn't  want  to  hang  around." 

Cox  owns  one  of  the  nation's  most 
desirable  cable  systems,  which  has 
1.4  million  subscribers.  "I  think  we're 
living  in  a  fool's  paradise  with  cable 
prices,"    Anthony    comments.  "It 


would  make  good  sense  to  cash  out 
now,  but  we  have  loyal  employees, 
and  it's  not  the  kind  of  thing  you  can 
decide  overnight." 

Anthony  will  be  succeeded  by  his 
stepson,  39-year-old  fames  Cox  Ken- 
nedy, grandson  of  the  founder  of  the 
media  empire,  who  will  take  over  as 
chairman  of  the  9 7% -family-owned 
(the  remainder  is  held  by  insiders) 
Cox  Enterprises  in  January.  Kennedy 


Cox  Enterprises'  James  Cox  Kennedy 
"Let's  just  say  I'm  glad  we're  not  in  steel.' 


spent  1980  to  1985  as  publisher  of  the 
chain's  paper  in  Grand  Junction, 
Colo,  and  moved  back  to  Atlanta  two 
years  ago. 

When  his  grandfather  died  in  1957, 
the  company  was  largely  newspapers, 
with  a  few  radio  stations  to  help  with 
the  cash  flow.  Today  Cox  Enterprises 
comprises  31  newspapers,  19  radio 
and  television  stations  and,  its  crown 
jewel,  the  cable  system. 

Kennedy,  who  used  to  trap  pigeons 
on  the  roof  of  the  company's  Atlanta 
headquarters,  has  also  done  stints  as  a 
copy  editor,  reporter  and  advertising 
salesman.  He's  a  lanky  six-footer  who 
grew  up  in  Hawaii  with  his  billionaire 
mother,  Barbara  Cox  Anthony. 

The  future?  Kennedy  seems  a  news- 
paperman at  heart.  Expect  him  to  up- 
grade the  papers'  editorial  and  produc- 
tion quality.  At  Grand  Junction  he 
pushed  the  staff  to  do  more  critical 
stories  rather  than  simply  cater  to  lo- 
cal business  interests. 

Does  Kennedy  want  to  sell  the  ca- 
ble systems?  "I  don't  want  to  talk 
about  that,"  he  demurs.  "Let's  just 
say  I'm  glad  we're  not  in  steel." — L.G. 


Reactionary 

Charles  Brown,  Attorney  General 
of  West  Virginia,  wants  to  take 
the  law  into  his  own  hands.  Antitrust 
law,  that  is.  Brown,  a  Democrat,  has 
just  been  named  chairman  of  the  anti- 
trust committee  of  the  National  As- 
sociation of  Attorneys  General — and 
he  says  state  governments  should  be 
enforcing  antitrust  law  where  the  fed- 
eral government  is  not. 

Brown's  view  is  the  culmination  of 
years  of  quiet  activity  on  the  state 
front.  In  1985  the  attorneys  general 
adopted  guidelines  for  going  after  ver- 
tical price-fixing  cases;  this  year  they 
came  up  with  their  own  guidelines  for 
scrutinizing  mergers.  "This  would 
have  been  unheard  of  a  few  years 
ago,"  says  Brown. 

Action  has  already  begun.  West  Vir- 
ginia, New  York  and  Massachusetts 
have  made  themselves  heard  in  the 
USAir/Piedmont  merger  case,  getting 
the  airlines  to  agree  to  certain  service 
and  price  levels  should  the  merger  go 
through.  New  York  and  Maryland 
also  brought  and  settled  a  price-fixing 
case  against  Minolta  Camera.  The 
settlement  was  made  available  to  35 
other  states,  reports  Brown.  "Thou- 
sands of  customers  got  $15  rebates." 

"Our  hope,"  concludes  Charles 
Brown,  "is  that  in  1989,  whichever 
party  wins,  the  Justice  Department 
will  use  our  guidelines."  Meaning: 
There  are  a  lot  of  politicians  out  there 


222 


FORBES,  NOVEMBER  2,  1987 


Vest  Virginia s  Attorney  General  Charles  Brown 
Taking  the  law  into  his  own  hands. 


vho  would  like  to  reverse  the  liberal- 
zation  and  deregulation  of  recent 
'ears  and  turn  back  the  clock  to  the 
960s,  to  the  days  before  there  was 
nternationalization  of  markets,  [apa- 
iese  competition  and  fast  technologi- 
al  progress. — Jean  A.  Briggs 


Waiting  for  a  nosedive 

Small  plane  fanatic,  ex-World  War 
II  fighter  pilot,  manufacturing  en- 
repreneur  M.  Stuart  Millar  has  ful- 
illed  a  lifelong  dream.  In  May  he 
iought  his  own  airplane  company. 
Millar  bought  Piper  Aircraft  from 
roubled  Lear  Siegler  with  $6  million 
n  cash  from  the  sale  of  his  two  small 
lectronics  firms  and  other  assets, 
•iper  is  now  the  country's  largest 
nanufacturer  of  single-  and  twin-en- 


Acev  Harper/Piaure  Group 


'iper  Aircraft's  M.  Stuart  Millar 
».  nightmare  in  the  making? 


gine  piston  planes.  "There's  absolute- 
ly nothing  else  in  my  world,"  says 
Millar,  who  made  overtures  for  Piper 
some  1 7  year's  earlier. 

Millar  may  be  tickled  pink  over  his 
acquisition,  but  can  he  get  Piper  out 
of  the  red?  The  company  has  been  hit 
hard  by  product  liability  claims  for 
defective  equipment.  Result:  a  $31 
million  aftertax  charge  last  year  that 
left  the  $100  million  (1986  sales)  busi- 
ness with  an  operating  loss  of  about 
$20  million. 

Millar's  solution  to  the  insurance 
problem  is  novel,  to  say  the  least.  He 
says  he  plans  to  pay  all  claims  him- 
self, insisting  that  plaintiffs  will  back 
off  once  they  discover  there  are  no  big 
insurers  with  deep  pockets  to  cover 
claims. 

The  claims  aren't  his  only  worries. 
With  fewer  and  fewer  pilots  being  cer- 
tified each  year  and  a  large  number  of 
planes  in  the  used  aircraft  market, 
new  plane  sales  were  down  to  1,500 
units  last  year  from  nearly  10,000  five 
years  earlier.  Millar's  solution?  The 
Latin  American  market,  where,  he 
says,  the  geography  is  just  right  for 
small  planes.  Even  better,  they  are 
less  likely  to  sue.  On  the  other  hand, 
they  are  less  likely  to  pay  their 
debts. — Kathleen  Healy 


Bruised  apples 

If  every  American  would  eat  at  least 
one  apple  a  day,  Thomas  Hale 
would  be  one  happy  man.  As  presi- 
dent of  the  Washington  State  Apple 
Commission,  a  trade  organization 
that  promotes  the  state's  $700  mil- 
lion apple  crop,  Hale,  44,  has  a  big 
problem:  too  many  apples. 

This  year's  nearly  1 -million-ton 
harvest  will  be  up  at  least  30%  from 
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last  year's  record  harvest.  Predictably, 
the  glut  has  depressed  prices,  which 
in  the  last  year  have  slipped  30%,  to 
around  $8.50  a  box. 

But  that's  not  the  worst  of  it.  The 
new  immigration  law  is  boosting  the 
harvest  bill,  and  exports  are  only  now 
recovering  from  the  bruising  they 
took  from  the  strong  dollar,  which 
favored  new  lower-cost  producers  like 
Chile,  New  Zealand  and  Australia. 
Because  those  foreigners  can  grow  ap- 
ples more  cheaply,  over  the  last  six 
years  apple  imports  have  more  than 
doubled,  to  better  than  7%  of  the 
American  market. 

Worst  of  all,  per  capita  domestic 
consumption  has  stalled  at  18  pounds 
a  year,  so  Hale  plans  to  spend  nearly 
$10  million  in  coming  months — up 
from  $3.3  million  in  1980 — to  get 
folks  to  eat  more. 

Hale  is  also  going  after  new  mar- 
kets. "We  need  to  be  more  creative," 
Hale  admits.  "We  need  to  look  harder 
at  packaging — whether  to  dice  or  slice 
to  get  apples  into  restaurants."  So  far 
he's  had  modest  success  getting  res- 
taurateurs to  bite.  And  he  has  made 
headway  with  convenience  stores, 
which  traditionally  have  shunned 
fresh  produce. 

Last  month  7-Eleven  stores  across 
the  country  began  carrying  Washing- 
ton apples  in  special  displays  near 
checkout  stands. — Marc  Beauchamp 


Washington  Apple  Commission  s  Hale 
Getting  people  to  eat  more  apples. 
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Korea  Tourism  Corp.  's  Ke-Ik  Lee 
Forgetting  about  the  riots. 


We  are  ready 

How  do  you  get  tourists  to  come  to 
your  country  when  bloody  dem- 
onstrations by  students  and  workers 
dominate  the  headlines?  That's  the 
problem  faced  by  the  Korea  National 
Tourism  Corp.,  which  has  sent  its 
president,  Ke-Ik  Lee,  on  a  four-city 
tour  of  the  U.S.  to  drum  up  visitors  for 
next  year's  summer  Olympics — less 
than  a  year  away.  There's  a  lot  at 
stake.  With  a  $3.1  billion  budget  for 
the  event,  the  Seoul  games  will  cost 
12%  more  than  the  1976  Montreal 
games  did. 

"Seoul  is  one  of  the  safest  cities  in 
Asia,"  insists  Lee,  51.  "The  biggest 
problem  is  an  occasional  lost  passport 
or  wallet.  No  foreign  visitor  has  been 
hurt  in  the  demonstrations."  Lee  also 
has  a  15-minute  film  titled  "We  Are 
Ready"  to  show  to  the  press  and  travel 
agents,  demonstrating  the  additional 
security  the  Koreans  will  be  laying  on 
for  the  games. 

All  visitors  entering  the  Olympic 
venues  will  be  subject  to  intense  se- 
curity measures,  including  metal  de- 
tectors, luggage  and  handbag  X  rays 
and  car  searches  at  checkpoints  on 
roads  leading  to  various  Olympic 
s   Guests  at  major  hotels  will 
ive  their  cars  checked  before  driv- 
E  3  the  hotel,  including  their 
ige,  an  1  will  go  through 
metal   searches  before 
checking  in.  Hotel  guests  will  also 
be  issue  -  bearing  their  name 

and  room  n  thai  must  be 

worn  while  the  e  i  the  hotel — or 
they  run  the  risk  if  heir  -  stopped  by 


government  security  forces.  ' 

The  film  also  details  the  elaborate 
medical  facilities  the  Koreans  have 
set  up  for  athletes  and  visitors,  just  in 
case. — Roger  Skrentny 


Keeping  the 
money  coming 

Willard  Butcher,  new  chairman  of 
the  Business  Committee  for  the 
Arts,  as  well  as  chairman  of  Chase 
Manhattan  Corp.,  will  have  his  hands 
full  drumming  up  support  for  the  arts. 
Corporate  restructurings,  mergers  and 
acquisitions  are  not  good  for  the 
cause.  The  reason:  When  two  compa- 
nies with  strong  arts  support  pro- 
grams merge,  according  to  Butcher, 
the  surviving  firm's  arts  patronage 
seldom  matches  what  the  two  would 
have  contributed  individually. 

Consider  Philip  Morris'  1985  acqui- 
sition of  General  Foods.  While  Philip 
Morris'  arts  support  is  steady  at  0.3% 
of  its  pretax  net  income  ($5.2  million 
this  year),  General  Foods  has  pared  its 
budget  by  about  50%,  or  by  some 
$600,000,  with  more  cuts  to  come. 

Similarly,  following  Chevron 
Corp.'s  acquisition  of  Gulf  Oil  in 
1984,  Chevron  dropped  Gulf's  long- 
standing support  of  the  Pittsburgh 
Symphony  Orchestra. 
Butcher  is  pushing  hard  to  offset 


Chase  Manhattan 's  Willard  Butcher 
Getting  businesses  to  give. 


such  losses.  His  current  plan:  Expand 
a  three-year-old  committee  program 
that  encourages  local  businesses  to 
donate  to  the  arts. 

The  program  has  already  signed  up 
more  than  1,000  companies,  which 
have  been  responsible  for  contribut- 
ing more  than  $25  million  in  annual 
support,  says  Butcher.  "We  have  to 
make  small  companies  understand 
that  they  can  have  the  same  impact  at 
the  local  level  as  large  corporations 
working  nationally." — Michael  Fritz 


Capsized 

In  1976  the  Coleman  Co.  looked 
smart.  The  Wichita-based  manu- 
facturer of  outdoor  sporting  and 
camping  equipment  (Coleman  lan- 
terns) grabbed  the  fast-growing  cata- 
maran business  by  buying  the  hottest 
outfit  on  the  block,  California-based 
Coast  Catamaran,  which  produced 
Hobie  Cats,  the  company  founded  by 
famous  surfer  Hobie  Alter. 

Unfortunately  for  Douglas  Camp- 
bell, who's  been  running  the  division 
since  1976,  the  waters  at  Hobie  Cat 
have  since  gotten  awfully  choppy. 
While  the  market  for  powerboats  (see 
story,  p.  13V  has  been  booming,  small 
sailboat  sales  (which  include  catama- 
rans) have  dried  up — from  about 
73,000  in  1981  to  less  than  half  that 
many  in  1986.  As  a  result,  Hobie's 
sales  have  plunged  from  around  $30 
million  in  1981  to  around  $20  mil- 
lion, taking  profits  down  with  them. 

The  problem?  Wind-surfers,  which 
cost  only  $450  to  $2,500,  vs.  $3,000  to 
$8,000  for  a  catamaran.  And  while 
you  can  fit  a  wind-surfer  on  the  roof  of 
a  car,  you  need  to  trailer  a  catamaran. 

Coleman  tried  to  get  into  the  wind- 
surfing business  in  1983  by  acquiring 
a  European  sailboard  maker,  but  the 
boards  didn't  do  as  well  as  the  compa- 
ny hoped.  "I'm  sorry  we  didn't  get 
directly  into  manufacturing  sail- 
boards  ourselves,"  says  Campbell  to- 
day. Coleman,  meanwhile,  sold  off 
the  division  to  a  European  investor 
last  month. 

Now  Coleman  wants  out  of  the  cat- 
amaran business,  too,  and  has  put  the 
Hobie  Cat  subsidiary  on  the  block. 

As  for  Hobie  Alter?  He  saw  which 
way  the  wind  was  blowing  long  ago 
and,  having  gotten  out  of  the  catama- 
ran business  altogether,  has  in  recent 
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Zoast  Catamaran 's  Douglas  Campbell 
s  Hobie  Cat  a  sinking  ship? 

rears  been  licensing  the  Hobie  name 
o  makers  of  beachwear  and  leisure 
ipparel. — Ellen  Paris 


tiding  DEC'S  coattails 

rhere  is  nothing  like  taking  a 
sabbatical  in  academia  to  figure 
mt  what  to  do  next  in  one's  business 
:areer.  Take  the  example  of  Robert 
Duncan,  52,  who  resigned  as  senior 
'ice  president  of  marketing  at  Con- 
rol  Data  Corp.  in  September  last  year 
o  become  an  adjunct  associate  dean 
it  the  University  of  Minnesota's  In- 
stitute of  Technology. 
In  between  representing  the  insti- 


tute at  social  functions  and  chatting 
up  students,  he  sifted  through  offers 
before  settling  in  February  on  System 
Industries,  a  $119  million  (fiscal  year 
1987  revenues)  California-based  mak- 
er of  data  storage  systems. 

When  Duncan  reported  aboard  as 
chief  executive  officer,  System  Indus- 
tries was  still  recovering  from  the 
1984  computer  slump.  In  the  slump 
the  company  had  spread  itself  thin  by 
trying  to  supply  too  many  different 
storage  systems  compatible  with  too 
many  different  computers.  The  solu- 
tion: focus  solely  on  Digital  Equip- 
ment Corp.,  which  itself  supplies 
roughly  80%  to  90%  of  the  storage 
systems  used  by  buyers  of  their  com- 
puters. System  Industries'  target:  the 
remainder. 

Duncan's  challenge  now  is  to  im- 
prove the  technology  his  company 
sells  so  that  the  systems  can  contain 
more  information  and,  in  turn,  im- 
prove the  performance  of  DEC's  VAX 
computers.  Is  dependence  on  DEC  a 
liability?  Duncan  says  no.  "The  de- 
mand for  VAX  computers  is  growing 
phenomenally,  and  we  should  fare 
very  well  as  our  storage  systems  im- 
prove their  performance." 

System  Industries  recently  intro- 
duced a  new  storage  system  whose 
price  performance  is  54%  superior  to 
that  of  similar  DEC  equipment. 

The  market  apparently  believes 
that  System  Industries  will  thrive  un- 
der Duncan.  The  stock's  price,  recent- 
ly 1 13/8,  has  nearly  doubled  in  the  last 
year,  putting  Robert  Duncan's  poten- 
tial stake  in  the  company  at  $2.3  mil- 
lion.— Ignatius  Chithelen 

Sc-th  Joel/Wheeler  Pictures 


ystem  Industries'  Robert  Duncan 
tverly  dependent  on  DEC? 


Rene  Perez 


Retailer  Martha  Phillips 
Couture  for  the  stars. 


Dress -up 

In  1935  Martha  Phillips  was  a  New 
York  City  housewife.  She  persuad- 
ed her  father,  a  Brooklyn  retailer,  to 
lend  her  $10,000  to  start  her  own 
dress  shop.  It  was  a  novel  idea  for  the 
time:  a  women's  salon  that  special- 
ized in  expensive,  unusual  gowns.  To- 
day Martha  runs  what  is  arguably 
America's  most  exclusive  chain  of 
couture  stores — catering  to  celebrities 
like  Diana  Ross  and  Ivana  Trump. 

How  did  Martha  grab  that  topflight 
market?  A  pioneer,  she  realized  early 
that  selling  was  theater.  Pencil-thin 
models  float  through  the  stores,  under 
crystal  chandeliers,  showing  off  the 
latest  designs.  The  clothes?  Showing 
them  off  on  racks  would  be  crass. 
They  are  kept  out  of  sight.  Phillips 
was  quickest  to  discover  Valentino, 
Carolina  Herrera  and  Pauline  Trigere. 

She  has  six  stores  in  Florida  and 
New  York.  They  generate  $40  million 
or  more  a  year — some  $1,000  per 
square  foot,  five  times  the  department 
store  average.  Markups  on  her  $1,500- 
plus  designer  dresses  are  high,  netting 
an  estimated  8%  to  10%  pretax,  up  to 
double  the  average,  according  to  New 
York  fashion  consultant  ferard  Less. 

With  such  success,  why  doesn't 
Phillips  expand?  She  contends  that  to 
expand  her  franchise  would  be  to  di- 
lute it.  Customers  call  up  and  ask 
whether  "Miss  Martha"  will  be 
there — and  Phillips  has  been  known 
to  fly  from  Florida  to  New  York  to 
soothe  customers.  When  they  are  pay- 
ing $40,000  for  a  dress,  they  deserve  a 
little  handholding. — Tatiana  Pouschine 
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This  announcement  is  not  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  of  these  securities  The  offering  is  made  only  by  the  Prospecrus,  copies  of  which  may  be  obtained  in  any 
State  in  which  this  announcement  is  circulated  only  from  underwriters  qualified  to  act  as  dealers  in  securities  in  such  State 

NEW  ISSUE  September  8,  1987 


46,000,000  Shares 


ACM  Government  Income  Fund,  Inc. 


Common  Stock 


Price  $12  Per  Share 


PaineWebber  Incorporated 

Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Thomson  McKinnon  Securities  Inc. 
Advest,  Inc. 

Carolina  Securities  Corporation 
Dain  Bosworth 

Incorporated 

McDonald  &  Company 

Securities,  Inc. 

The  First  Boston  Corporation  Alex.  Brown  &  Sons  Dillon,  Read  &  Co.  Inc. 

Incorporated 

Drexel  Burnham  Lambert  A.  G.  Edwards  &  Sons,  Inc.  Goldman,  Sachs  &  Co. 

Incorporated 

Hambrecht  &  Quist  Kidder,  Peabody  &  Co.   Lazard  Freres  &  Co.   Montgomery  Securities 

Incorporated  Incorporated 

Morgan  Stanley  &  Co.  Prudential-Bache  Capital  Funding  L.F.  Rothschild  &  Co. 

Incorporated  Incorporated 

mon  Brothers  Inc  Shearson  Lehman  Brothers  Inc.   Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Wertheim  3c!  &  Co.  Dean  Witter  Reynolds  Inc. 

Incorp  .rated 


1  HI  ■  a 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 
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netting  off  steam.  The  Dow's  92-point  fall  Oct.  6  gave  the 
iverage  its  worst  week  in  history,  a  drop  of  159  points.  The 
Dow  is  now  off  240  points,  or  8.8%,  from  its  alltime  peak 
)n  Aug.  25.  In  the  same  period,  the  overall  market  as 
neasured  by  the  Wilshire  index  lost  $220  billion  in  capital- 
zation.  What  did  investors  cash  in?  Mostly  blue  chips  and 
)rimary  issues.  Since  Aug.  26,  when  it  peaked,  the  Nasdaq 
ost  3.7%,  less  than  half  the  decline  in  the  Dow.  In  the  last 
wo  weeks  the  Nasdaq  lost  0.8%,  vs.  3.4%  for  the  Dow. 


The  P/E  ratio  (based  on  latest  12-month  earnings)  for 
the  Wilshire  index  fell  to  21.3,  whereas  the  Dow  P/E  is 
now  20.2.  While  rising  interest  rates  were  blamed  for 
much  of  the  heavy  selling,  the  truth  is  that  many  inves- 
tors were  just  converting  some  of  their  paper  profits  into 
real  profits.  Even  after  the  latest  declines,  the  Wilshire 
index  shows  a  gain  of  26.5%,  or  $644  billion,  since  the 
start  of  the  year.  The  Dow,  meanwhile,  is  up  30.9%,  and 
the  NYSE  gained  26%  over  that  period. 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 


Percent  change 

Wilshire 
5000 

Forbes 
5002 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-2.9 

-2.6 

-4.9 

-3.0 

-2.3 

-1.7 

in  last  52  weeks 

28.4 

31.2 

38.4 

28.7 

31.0 

24.0 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility5 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-2.3 

-0.6 

-1.4 

-1.1 

-1.9 

-1.6 

-1.0 

-0.9 

-2.5 

-0.7 

-1.6 

-2.7 

in  last  52  weeks 

28.9 

50.4 

71.3 

22.3 

31.9 

17.4 

9.7 

66.6 

67.8 

20.0 

26.9 

43.0 

Wilshire  index  reflects  priee  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created  2Based  on  sales. 
A  stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable  1A  quantitative  evaluation  of  a  stock's 
jowth  image,  determined  by  Wilshire  Associates. 

slote:  All  data  for  periods  ending  10/9/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif  031 
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Where  the  Action  Is 


The  market's  sharp  fall  over  the  last  ten  trading  days 
resulted  in  losses  for  all  nine  Wilshire  sectors.  The  worst 
performer  was  consumer  durables,  which  dropped  more 
than  twice  as  far  as  the  overall  market.  General  Motors, 
Zenith  Electronics  and  Arvin  Industries  all  fell  over  11%. 
Four  other  groups  lost  more  than  the  market:  consumer 
nondurables,  raw  materials,  capital  goods  and  technology. 


The  finance  sector  fell  only  0.4%.  Alexander  &  Alexander 
went  up  13%,  while  CNA  Financial  and  Salomon  gained 
more  than  7%.  Salomon  was  boosted  by  Warren  Buffett's 
new  interest  in  the  company  and  a  counteroffer  for  Salo- 
mon shares  from  Ronald  Perelman.  The  whiff  of  takeover 
prompted  restructuring  moves  that  should  make  the  com- 
pany more  profitable. 


Percent  change  in  last  52  weeks  "O  O  Percent  change  in  last  2  weeks 
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Consumer  durables 


-25 


III'   I  I  II 


'86 


'87 


Consumer  nondurables  and  services 
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Finance 


+  50 


-25 


11111111111  I 


'86 


'87 


Raw  materials 
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Technology 
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Transportation 
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What  the  Analysts  Think 


Transportation  companies  are  behind  schedule.  Wall 
Street  analysts  lowered  their  1987  forecasts  for  some 
airlines,  railroads  and  trucking  firms.  Estimates  were  re- 


cently cut  by  4%  or  more  for  CNW,  NWA,  Arkansas  Best, 
AMR  and  PS  Group,  an  aircraft  leasing  firm.  In  contrast, 
the  forecast  for  Metro  Airlines  was  raised  sharply. 


Forecasting  the 

Forbes  Sales 

500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.29 

20.4 

1987  estimates 

2.90 

16.0 

1988  estimates 

3.77 

12.4 

Earnings  projections  are  c 

apitalization-weighi 

ed  consen 

Estimate  System  (IBES),  a 

service  of  Lynch,  Jo 

nes  &  Ry. 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

l 

Capital  goods 

$2.09 

21.5 

0.09% 

0.21% 

2 

Energy 

2.48 

18.0 

-0.04 

0.00 

3 

Raw  materials 

2.32  * 

17.6 

-0.09 

0.23 

4 

Consumer  nondurables 

2.32 

17.6 

-0.13 

-0.30 

5 

Utilities 

2.37 

10.8 

-0.13 

-0.12 

6 

Consumer  durables 

4.26 

13.9 

-0.13 

-0.51 

7 

Technology 

2.47 

18.0 

-0.48 

-0.75 

8  Finance 

1.72 

19.3 

-0.83 

-1.94 

9 

Transportation 

2.21 

18.2 

-2.26 

-3.76 

estimates  from  over  2,000  security  analysts  Data  arc  compiled  and  updated  continually  by  the  Institutional  Brokers 


Note:  All  data  for  periods  ending  10/9/87  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif.,  IBES,  a  service  of  Lynch,  [ones  &  Ryan,  New  York. 
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"Dress  rehearsal!' 


Ai 


Iter  a  career  of  running  a 
house,  Marie-Claude  Holz- 
berger  decided  to  run  her  own 
business,  "Marie-Claude."  Her 
one-of-a-kind,  hand-painted 
silk  originals  are  show-stoppers 
in  many  a  woman's  wardrobe. 


For  Marie-Claude  Holzberger  of 
Millbrook,  New  York,  it's  the  beginning 
of  a  new  lifetime.  New  lifetimes  are 
lived  with  Modern  Maturity,  the  maga- 
zine of  mature  America.  Modern  Ma- 
turity's circulation  right  now  is  15.8 
million,  up  incredibly  from  last  years 


13  million.  For  mature  America, 
this  is  the  life  of  their  time,  the 
time  of  their  life,  and  they  live 
it  with  Modern  Maturity.  For 
information  on  advertising  to 
mature  America,  please  call 
Peter  Hanson  at  (212)  599-1880. 


Modern  Maturity 

The  beginning  of  a  new  lifetime. 


A  PUBLICATION  OFAARP 


The  Money  Men 


The  big  rating  agencies  toss  all  low-grade 
credits  into  a  few  big  heaps.  Philip  Maffei 
helps  investors  pick  and  choose. 


Junkyard  analyst 


By  Jack  Willoughby 


I'n  the  good  old  days  of  portfolio 
management,  buying  a  bond  was  a 
i one-decision  call.  If  the  bond  was 
rated  "investment  grade/'  you  bought 
it  and  put  it  in  the  strongbox  until 
maturity. 
Michael  Milken  has  changed  all 


'  Wrw.  m  . 


that.  The  junk  market — bonds  rated 
below  Moody's  Baa3  or  Standard  &. 
Poor's  BBB  minus — has  grown  to  $125 
billion,  about  20%  of  all  traded  corpo- 
rate debt.  More  important  than  the 
size  of  the  junk  market  is  the  uncer- 
tainty it  has  brought  down  upon  all 
bonds.  A  leveraged  buyout  can  change 
high-quality  debt  into  junk  bonds 


overnight.  There  are  no  one-decision 
bonds  any  more. 

"Look  at  Borg- Warner,  FMC  and) 
Safeway  Stores,"  says  Philip  Maffei, 
43,  one  of  the  founding  partners  of! 
McCarthy  Crisanti  &.  Maffei,  a  Man- 
hattan bond-rating  firm.  "People 
bought  these  bonds  years  ago,  and 
overnight  they  have  speculative-grade 
credits." 

If  you're  going  to  get  stuck  with; 
)unk,  you  might  as  well  learn  to  ap- 
preciate it.  And  so  the  12-year-old  Mc- 
Carthy Crisanti  has  added  a  new  junk- 
rating  service  to  help  institutional  in- 
vestors play  hot  potato  in  the  junk 
market.  "Our  customers  want  to 
trade  these  bonds,  not  hold  them," 
says  Maffei. 

Maffei  and  his  two  partners  sold  the 
firm  to  Xerox  Financial  Services  Co. 
in  1985,  but  they  didn't  sail  off  into 
the  sunset — Maffei  and  Paul  McCar- 
thy signed  long-term  employment 
contracts.  A  year  ago  they  opened  the 
junk-bond  rating  service,  which  now 
boasts  115  clients  paying  $18,500  a 
year  for  the  junk  ratings. 

As  at  the  bigger  rating  houses,  the! 
core  business  at  McCarthy  Crisanti 


:  f.  i  •■  » 


I'hilip  Maffei  of  McCarthy  Crisanti  &  Maffei 
"Our  customers  want  to  trade  bonds,  not  hold  them 
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September  30,  1987 


General  Motors  Corporation 


has  sold  substantially  all 
of  the  assets  of  its 


North  American  Transit  Bus  Business 


to  subsidiaries  of 


The  Greyhound  Corporation 


The  undersigned  acted  as  financial  advisor  to  General  Motors  Corporation 

and  assisted  in  the  negotiations. 


Salomon  Brothers  Inc 


One  New  York  Plaza,  New  York,  New  York  10004 
Atlanta,  Boston,  Chicago,  Dallas,  Los  Angeles,  San  Francisco,  Zurich, 
Affiliates:  Frankfurt,  London,  Tokyo. 
Member  of  Major  Securities  and  Commodities  Exchanges. 


There's  junk  and  there's  junk 

Below  is  some  of  the  bond  trading  advice  McCarthy 
Crisanti  &  Maffei  was  handing  clients  on  Oct.  1.  It 
sometimes  sees  a  big  spread  in  the  attractiveness  of  dif- 

ferent  junk  bonds  that  Moody's  may  lump  in  the  same 
pot.  Note:  The  Moody's  B  is  two  ranks  below  invest- 
ment grade;  among  Bs,  a  B2  is  slightly  worse  than  a  Bl. 

Buy  recommendation 

Company 

Default  profilet 

Issue 

Price 

Yield 
to  maturity 

Moody's 
rating 

Fruehauf 

5%/25% 

13'/.  '96 

84 

17.0% 

Leaseway  Transportation 

2/25 

13'/4  '02 

94>/> 

14.1 

B2 

National  Gypsum 

1/10 

11%  '97 

84'/2 

14.4 

B2 

Revco 

2/10 

13'/8  '94 

95 

14.3 

Sell  recommendation 

Cain  Chemical 

10/50 

12%  '97 

54  Vi 

13.7 

B2 

Coleco 

25/50 

ll'/s  '01 

71'/2 

16.4 

B2 

Pan  Am 

25/50 

15  '04 

80 

19.0 

B3 

Revlon 

2/25 

10%  '10 

89 

12.3 

Bl 

tPercentage  chance  of  default  i 

n  two  years/five  years. 

remains  its  ratings  of  investment- 
grade  bonds.  But  there  is  a  big  differ- 
ence between  McCarthy  Crisanti  and 
the  rest.  This  firm  gets  all  its  income 
selling  research  to  1,100  securities 
buyers.  Standard  &  Poor's,  Moody's 
Investor  Service,  Duff  &  Phelps  and 
Fitch  Investors  Service,  by  contrast, 
get  part  of  their  revenue  from  fees 
charged  to  the  bond  issuers. 

To  survive  in  the  junk-rating  busi- 
ness takes  not  only  a  trading  mental- 
ity but  also  the  instincts  of  an  equity 
analyst.  Junk-bond  prices  shoot  up 
and  down  like  stocks  on  company 
news.  One  Public  Service  Co.  of  New 
Hampshire  issue  dropped  from  1 19  (or 
$1,190  per  $1,000  bond)  to  40  in  a 
matter  of  months  earlier  this  year,  as 
political  clouds  hanging  over  the  Sea- 
brook  nuclear  plant  darkened.  "Junk 
bonds  may  be  20%  of  the  market,  but 
they  deserve  80%  of  the  attention. 
This  is  where  research  can  add  value," 
says  Maffei. 

Small  wonder  then  that  there  is  a 
growing  need  for  research  that  sepa- 
rates good  junk  from  bad.  True,  large 
Wall  Street  wire  houses  do  their  own 
in-house  research,  but  they  can't  af- 
ford to  offend  too  many  underwriting 
clients.  And,  says  James  Spirnson,  se- 
nior vice  president  of  Illinois  Co.,  a 
Chicago  regional  brokerage  and  junk 
trader,  "Most  of  the  [larger  firms']  re- 
search is  for  stock  traders.  It  fails  to 
tell  investors  which  bonds  are  the 
good  buys." 

Maffei  sees  a  wide  discrepancy  in 
the  quality  of  bonds  being  offered  in 
the  current  market.  Safeway  Stores 
1  PAs  of  1996,  trading  at  97  for  a  yield 
to  maturity  of  13.7%,  is  a  buy;  Cain 


Chemical  125/ss  of  1997  have  the 
same  yield — 13.7%  to  maturity — but, 
according  to  Maffei,  a  fivefold  greater 
likelihood  of  default  in  the  next  five 
years  (50%  vs.  10%).  Yet  Moody's 
rates  both  of  these  bonds  B2. 

As  for  Cannon  Group's  123/8S  of 
1994,  trading  at  24  nine  months  after 
being  issued  for  a  56.4%  yield,  Maffei 
says:  "Some  credits  are  so  weak  that 
they  should  not  be  bought  at  any 
price."  (For  a  different  view  of  sick 
bonds,  see  story  on  p.  42. ) 

Like  the  financiers  who  arrange  the 
LBOs,  Maffei  and  his  eight  junk  ana- 
lysts pay  a  lot  of  attention  to  the  ratio 
of  cash  flow  to  debt  service.  That  in 
itself  is  nothing  novel.  Didn't  John 
Moody  himself  invent  the  very  simi- 
lar "margin  of  safety"  concept  in 
1909?  But  Maffei  does  differ  from 
most  securities  analysts  in  the  degree 
to  which  he  downplays  such  conven- 
tional measures  of  financial  strength 
as  profit  margins.  Says  Maffei:  "With 
junk  there  is  less  margin  for  error. 
These  companies  are  run  not  for  prof- 
itability but  for  cash  flow — or  paying 
off  debt  by  selling  off  businesses." 

Something  else  that  Maffei  cranks 
into  the  ratings  is  Wall  Street  sponsor- 
ship of  an  issuer.  He  takes  comfort  if  a 
Drexel  Burnham  Lambert  or  Merrill 
Lynch  is  participating  in  an  LBO.  "If 
the  sponsoring  institution  has  a  big 
equity  stake  in  a  deal,  it  means  they 
would  likely  help  in  the  search  for 
extra  capital  or  selling  assets"  if  de- 
fault loomed. 

Like  stock  analysts  who  rate  com- 
panies separately  for  short-  and  long- 
term  holders,  Maffei  attaches  two  de- 
fault probabilities  to  about  100  com- 


panies he  follows,  one  for  a  two-year 
and  one  for  a  five-year  horizon.  The 
firm  offers  a  recommendation — buy, 
sell  or  hold — on  the  basis  of  the 
bond's  default  profile  and  its  yield  to 
maturity.  That's  far  more  explicit 
than  anything  Moody's  or  S&.P  tells 
its  buy-side  clients — although,  of 
course,  a  good  rating  from  one  of  these 
houses  could  be  taken  as  a  buy  on  a 
bond  whose  yield  is  well  above  nor- 
mal for  its  grade  and  maturity. 

One  McCarthy  Crisanti  success 
was  a  buy  recommendation  a  year  ago 
on  some  Bethlehem  Steel  bonds  trad- 
ing at  42  for  a  yield  of  24%.  Today 
those  bonds  are  rated  a  hold  at  61. 
"Bethlehem  had  enough  cash  and 
flexibility  in  its  banking  agreements," 
says  Maffei.  "Junk  bonds  tend  to  over- 
react. This  creates  opportunities. 
But  he  doesn't  get  them  all  right — he 
never  got  a  sell  on  Public  Service  Co. 
of  New  Hampshire  out  in  time  to  help 
his  clients.  "We  never  dreamed  it 
would  fall  as  far  and  as  fast  as  it  did," 
Maffei  says. 

Junk  bonds  have  taken  a  licking 
recently,  along  with  the  rest  of  the 
bond  market.  But  not  as  big  a  licking, 
since  their  higher  coupons  make 
them  a  little  less  sensitive  to  swings 
in  interest  rates  than  safer  credits 
with  low  coupons. 

Come  the  next  recession,  however, 
the  tables  may  turn  as  investors  flee 
from  borderline  borrowers.  "I  think 
you'll  have  higher  than  the  historical 
2%  [default  rate  in  the  junk  sector] 
But  I'm  not  sure  if  it  will  be  a  massive 
wrenching,"  says  Maffei.  All  of  which 
will  play  into  his  firm's  hands.  Over 
reaction  creates  opportunities.  ■ 
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LOOK 

INTO  THE 
FUTURE 

OF  THE  BOND 

MARKET. 


©  1987  COMEX 


Something  exciting  is  about  to  happen  to  corporate  bonds. 

Soon,  a  futures  contract  based  on  the  Moody's  Invest- 
ment-Grade Corporate  Bond  Index  will  begin  trading  on  the  floor 
of  COMEX* 

Like  all  important  developments,  it  will  catch  some  people 
unaware.  While  others  will  be  poised  and  ready  to  take  advantage 
of  all  it  offers. 

The  contract  will  give  investors  an  opportunity  to  get  in  on  all 
the  action  of  the  corporate  bond  market,  without  having  to  buy  a 
single  bond.  And  it'll  open  a  whole  new  world  of  trading  strategies 
for  portfolio  managers. 

We've  created  a  wide  range  of  materials  to  explain  the  contract 
in  complete  detail. 

Call  or  mail  the  coupon  and  we' 
help  you  anticipate  the  future. 

'Subject  to  Commodity  Futures  Trading  Commission  approval 
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Closed-end  bond  funds  are  like  great 
Bordeaux  wines.  They)  should  stay  on  the 
shelf  until  they've  aged  a  bit. 

PATIENCE,  SIR 


By  Ben  Weberman 


It  is  amazing  how  much  money  is 
going  into  new  closed-end  bond 
funds.  As  many  as  ten  of  them  are  in 
the  new-issue  pipeline.  Three  issues 
of  more  than  $1  billion  each  came 
to  market  earlier  this  year. 

Why  is  this  record  so  surprising? 
Because,  almost  without  exception, 
closed-end  bond  funds  come  out  at  a 
premium  and  then  sink  to  a  dis- 
count. Yes,  somebody  has  to  buy 
these  shares,  or  the  fund  could  not 
get  off  the  ground.  But  the  people 
who  do  buy  at  the  offering  price  are 
not  very  smart.  Smart  people  buy  a 
closed-end  a  few  months  or  a  year 
later,  when  they  can  buy  shares  for 
less  than  the  net  asset  value  that 
stands  behind  them. 

Why  a  premium  for  a  brand-new 
fund?  The  premium  is  the  amount 
by  which  the  share  price  exceeds 
the  value  of  the  assets  behind  it.  It  is 
also  what  sends  the  broker's  kids  to 
college.  Typically,  the  premium 
starts  out  at  around  7.5%. 

First  Boston  Income  Fund,  for  ex- 
ample, came  to  market  in  April  at 
$10,  with  $9.30  in  assets.  The  fund's 
net  asset  value  is  now  $8.52  a  share, 
and  the  stock  trades  at  about  8V2 — 
no  premium  at  all.  If  this  fund  fol- 
lows the  usual  pattern,  the  shares 
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will  eventually  sink  to  a  discount  to 
net  asset  value. 

First  Australia  Prime  Income 
Fund,  for  example,  was  recently 
trading  at  an  1 1.4%  discount  to  net 
assets.  Excelsior  Income  Shares  was 
at  a  9.2%  discount  and  Pacific 
American  Income  Shares  was  at  a 
5.5%  discount.  Lincoln  National 
Direct  Placement  is  at  an  8%  dis- 
count. It  happens  to  the  best  of 
funds,  sooner  or  later,  although 
sponsors  are  usually  able  to  keep 
the  price  propped  up  in  the  early 
months  after  the  offering,  says 
Thomas  J.  Herzfeld,  a  Miami-based 
newsletter  publisher. 

Even  so,  the  closed-end  fund  con- 
cept has  merit.  Open-end  funds,  re- 
member, stand  ready  to  cash  out 
any  shareholder  who  wants  his 
money.  During  bond  market  crash- 
es the  open-ends  suffer  massive  re- 
demptions, forcing  the  portfolio 
manager  to  dump  securities  to  raise 
cash.  A  closed-end,  in  contrast,  suf- 
fers no  outflow  of  cash,  so  its  portfo- 
lio manager  can  use  a  longer  time 
horizon  in  analyzing  moves.  During 
the  recent  severe  bond  market  cor- 
rections— in  April-May  and  again  in 
September — investors  hounded 
sponsors  of  open-end  funds  with  re- 
demption orders.  Some  funds  had  to 
sell  big  blocks  of  bonds  to  raise  cash 
to  pay  off  the  withdrawals. 

There  are  other  advantages.  Citi- 
bank is  organizing  a  closed-end  fund 
to  be  sold  to  the  public  here  and 
abroad.  "We  will  put  private  place- 
ments into  the  fund,  something 
that  is  extremely  difficult  to  do  in  a 
mutual  bond  fund,"  says  Dan  Bald- 
win, who  will  manage  the  new 
fund,  dubbed  CIM  High  Yield  Secu- 
rities. "We  will  also  be  able  to  take 
risks  in  bonds  of  failed  or  failing 


companies  where  there  is  a  likely 
prospect  of  turnaround.  Such  bonds 
can  be  carried  for  an  extended  peri- 
od of  time  until  the  benefits  of  cred- 
it improvement  are  realized."  Pity 
the  manager  of  an  open-end  stuck 
with  illiquid  securities  like  that  in  a 
time  of  heavy  redemptions. 

So,  I'm  in  favor  of  the  concept  and 
opposed  only  to  buying  the  closed- 
end  at  original  issue.  Let  the  fund 
age  a  bit,  until  a  discount  of  5%  to 
10%  surfaces.  Even  after  paying  a 
commission  to  buy  the  shares 
(which  are  often  traded  on  the  New 
York  Stock  Exchange),  you're  get- 
ting a  dollar  of  earning  assets  for 
every  dollar  you  pay.  To  be  sure, 
when  you  sell  you  will  likely  get  hit 
with  that  same  discount  that  you 
enjoyed  going  in.  But  that's  better 
than  paying  a  premium  going  in  and 
taking  a  hit  going  out. 

Be  wary  of  any  fund  with  a  yield 
well  above  market  rates.  Funds 
with  unnaturally  high  yields  are  ei- 
ther taking  a  lot  of  risk  of  default  or 
engaging  in  portfolio  tricks  that 
cause  an  erosion  of  principal. 

Not  all  closed-ends  go  to  dis- 
counts. Transamerica  Income 
Shares  closed  Oct.  2  at  24,  notwith- 
standing a  falling  net  asset  value 
that  ended  the  day  at  $21.47. 

As  recently  as  six  months  earlier 
the  Transamerica  net  asset  value 
was  $24.05.  The  erosion  of  assets 
can  be  blamed  not  only  on  the  bear- 
ish bond  market  of  late  but  also  on 
the  nature  of  the  portfolio,  which 
includes  some  high-coupon  bonds. 
Those  tend  to  suffer  a  steady  price 
depreciation  that  offsets  some  of 
the  coupon.  The  price  depreciation 
shows  in  the  declining  net  asset  val- 
ue but  doesn't  depress  the  reported 
yield.  Thus,  Transamerica  is  able  to 
boast  an  attractive  yield  near  10% 
even  though  some  buyers  may  not 
be  fully  aware  of  that  price  erosion 
in  the  portfolio. 

Transamerica's  portfolio  is  a  mix 
of  high-quality  corporates  and  low- 
rated  or  unrated  bonds,  with  a  sprin- 
kling of  convertibles  and  foreign 
government  bonds.  Long  term,  its 
performance  has  been  respectable, 
slightly  above  the  Merrill  Lynch 
bond  index  we  use  as  a  benchmark 
in  our  annual  fund  survey. 

Having  pointed  out  the  negative 
aspects  of  closed-end  funds,  I  should 
add  that  the  time  may  have  arrived 
for  fixed-income  investors  to  take  a 
position.  I  think  long-term  bond 
prices  are  close  to  their  lows  of  this 
cycle.  ■ 
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Oh,  ye  Americans  of  little  faith:  Foreign 
stock  pickers  appreciate  our  market  bet- 
ter than  we  do  ourselves. 

FLAG-WAVING 
FOREIGNERS 


By  Susan  Lee 


There  has  been  a  persistent  Wall 
Street  buzz  that  the  U.S.  market  is 
only  as  good  as  foreign  money 
makes  it,  and  that  this  money — 
especially  Japanese  investment — 
may  be  pulled  out  at  any  moment. 
So — true?  I  did  some  heavy-duty 
phoning  around,  and  guess  what? 
Far  from  pulling  out  in  the  recent 
slump,  most  foreign  money  manag- 
ers are  putting  more  money  into 
U.S.  stocks. 

Koen  De  Ryck  of  Nikko  Asso- 
ciates just  upped  his  portfolio 
weighting  in  U.S.  stocks  from  30% 
to  almost  a  fully  weighted  share  of 
38%.  He  says:  "We  think  Ameri- 
cans view  their  own  market  with 
too  much  pessimism.  Americans 
have  too  many  mystic  analysts  and 
forecasters  who  are  inborn  pessi- 
mists. And  too  many  economists 
who  are  pessimists  80%  of  the  time 
and  unclear  the  other  20%." 

Masaru  Izumi  at  Yamaichi  Capi- 
tal Management,  who  is  over- 
weighted in  the  U.S.  at  40%,  thinks 
the  Dow  will  hit  3300  next  year. 
Herb  Kemp  at  Daiwa  International 
Capital  Management  is  betting  on  a 
new  high  in  the  2700-to-3000  range. 
Even  Takeo  Nakamura  of  Nomura 
Capital,  who  says  he's  not  "aggres- 
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sively  bullish,"  thinks  the  Dow 
could  reach  3000  during  the  next  12 
months. 

Their  optimism  is  based  on  sever- 
al bets:  that  the  U.S.  economy  will 
continue  to  grow,  that  earnings  will 
remain  good  and  that  interest  rates 
will  stabilize.  Moreover,  not  only  is 
the  U.S.  market  cheap  for  overseas 
investors,  but  also  they  can  buy 
stocks  with  what  amounts  to  a  dis- 
count currency.  Remember,  with 
the  yen  up  45%  against  the  dollar, 
U.S.  stocks  are  cheaper — in  yen — 
than  they  were  three  years  ago. 

No  question  that  foreign  buying 
is  concentrated  in  the  blue  chips, 
but  that  could  change.  Patrick  Dis- 
ney of  Morgan  Grenfell,  who  is 
overweighted  in  U.S.  stocks,  says, 
"An  environment  of  sluggish 
growth  and  declining  inflation  fa- 
vors big  companies  because  they 
have  some  pricing  flexibility.  But 
now,  with  faster  growth  and  a  slight 
pickup  in  inflation,  I  think  that  the 
value  is  in  smaller  and  medium 
names." 

Disney  is  managing  British  mon- 
ey, which  traditionally  favors 
smaller  and  medium-size  compa- 
nies. Japanese  money,  however,  still 
tends  to  go  into  big  names  for  li- 
quidity and  comfort's  sake.  So  the 
big  question  becomes:  Will  the  Japa- 
nese become  more  venturesome? 
Yamaichi's  Izumi  says  that  the  Jap- 
anese will  diversify  as  the  cycle  gets 
older.  "That's  just  what  happened 
in  Japan,"  he  says.  "At  first  every- 
body bought  blue  chips  like  Matsu- 
shita and  Nissan,  but  as  the  cycle 
matured,  they  diversified  into 
smaller  issues."  He  anticipates  a 
major  shift  to  small  stocks  by  Japa- 
nese investors  in  1988. 

Daiwa's  Kemp  agrees.  He  also 


points  out  that  some  foreign  inves- 
tors have  just  had  their  first  expo- 
sure to  the  U.S.  market,  and  their 
caution  will  lessen  as  they  gain  ex- 
perience. Although  he  isn't  buying 
yet,  Kemp  says,  "There  is  tremen- 
dous value  in  some  of  the  small, 
high-growth  stocks.  They  have  not 
been  doing  well  this  year,  but  they 
represent  great  value  by  historical 
standards." 

It's  a  recurring  note:  The  smaller 
and  secondary  stocks  are  next  on 
the  foreign  buy  lists.  Why  hasn't  it 
happened  yet?  Largely  because  over- 
seas investors  feel  they  can't  get 
good  research  on  smaller  stocks. 

Nonetheless,  those  who  are  ei- 
ther buying  or  considering  buying 
small  stocks  all  agree  on  what  kind 
to  buy — technology. 

Fabien  Pictet  of  Mellon-Pictet  In- 
ternational has  10%  of  his  U.S. 
holdings  in  small  caps,  among  them 
a  bunch  of  technology  stocks.  He 
likes  Symbol  Technology,  a  maker 
of  hand-held  laser  equipment,  and 
Marshall  Industries,  a  distributor  of 
electronic  components.  Pictet,  by 
the  way,  is  wildly  bullish:  With 
52%  of  his  portfolio  in  the  U.S.,  he 
is  way  overweighted. 

Morgan  Grenfell's  Audrey  Jones 
says  that  25%  of  her  small-capital- 
ization stocks  are  technology  com- 
panies. She's  hot  for  Network 
Equipment  Techs,  a  maker  of  com- 
munications systems,  and  Diceon 
Electronics,  a  producer  of  circuit 
boards.  Ditto  for  G-Tech,  which 
makes  networks  for  on-line  lotter- 
ies, and  Iverson  Tech,  which  se- 
cures government  computers 
against  infiltrators  and  spies. 

As  for  Nakamura  of  Nomura,  he 
likes  Avnet,  the  big  marketer  of 
electrical  and  electronics  products, 
and  Nashua,  a  lower-tech  office  sys- 
tems distributor  that  just  bought 
Lin  Data,  a  maker  of  high-tech  stor- 
age disks.  And  Izumi  of  Yamaichi 
favors  Tandy  Corp.,  the  big  con- 
sumer electronics  retailer.  (Al- 
though he — like  his  colleagues — is 
really  wild  about  some  of  the  bigger 
tech  stocks:  DEC  and  Motorola.) 

The  two  names  I  hear  most  often 
are  Compaq,  the  personal  computer 
maker,  and  Sun  Microsystems,  a 
leading  supplier  of  high-perfor- 
mance workstations. 

Net-net,  these  foreign  money 
movers  say  they  are  in  the  U.S.  mar- 
ket to  stay.  The  question,  then,  is 
will  they  broaden  their  buying  lists 
as  time  goes  on?  It's  probably  too 
early  to  tell.  ■ 
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The  Contrarian 


MONEY  &  INVESTMENTS 

The  way  to  beat  the  stock  market  this  year 
is  to  throw  away  your  fundamentals. 

WOESOME  WINNERS 


By  David  Dreman 


Are  you  frustrated  with  your  portfo- 
lio this  year?  If  you  buy  value,  you 
are  behind  the  market,  maybe  by  a 
lot.  Scores  of  articles  proclaim  the 
failure  of  proven  value  methods  to 
cope.  Why? 

The  fault  is  in  the  market,  not  in 
the  method.  Look  at  the  stocks  in 
the  lead  this  year.  As  I  noted  in  a 
recent  article,  it's  not  the  spectacu- 
lar performance  of  the  big  stocks 
that  has  pushed  the  market  up — 
many  have  had  sluggish  results.  I 
made  a  computer  run  of  the  ten 
best-performing  industries  in  the 
S&P  500  to  mid-September.  The 
printout  showed  that  the  market 
has  been  led  by  extremely  cyclical 
industries.  In  all  but  one  or  two 
cases,  they  are  not  growing  cyclicals 
but  industries  whose  heydays  were 
years  ago  and  whose  prospects  are 
mediocre.  In  almost  every  case, 
peak  earnings  were  reached  a  de- 
cade ago,  with  only  a  slim  chance 
they  will  ever  be  surpassed.  The 
same  is  true  of  many  other  indus- 
tries with  major  gains  in  1987. 

Wall  Street  has  become  infatuat- 
ed with  their  recovery  prospects, 
marking  them  up  to  extremely  high 
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multiples  on  1987  earnings  esti- 
mates, and  projecting  enormous 
gains  for  next  year — an  average  of 
50%  (excluding  autos,  up  only  6% ). 
All  on  a  slim  3%  gain  in  GNP.  If 
these  estimates  are  dead  on,  which  I 
strongly  doubt,  the  groups  are  still 
very  pricey.  I  wouldn't  touch 
them — and  you  shouldn't  either. 

In  short,  if  your  performance  is 
lagging  the  market  because  you 
shun  such  stocks,  my  advice  is, 
keep  shunning  them. 

A  look  at  some  of  the  companies 
in  the  ten  best-performing  indus- 
tries will  show  why. 

To  start  with,  let's  look  at  the 
biggest  winner,  offshore  oil  drilling, 
up  173%  since  }an.  1,  and  its  best 
performer,  The  Western  Co.  of 
North  America,  up  216%.  A  great 
turnaround  caused  by  the  rise  in 
domestic  oil  prices,  right?  Wrong. 
Western  is  a  shaky  company,  show- 
ing losses  in  each  of  the  past  five 
years.  Book  value  at  year-end  was  a 
negative  $1.77  per  share,  which  will 
drop  sharply  in  1987.  The  company 
has  a  working  capital  deficit  of  over 
$500  million,  and  no  payment  has 
been  made  on  its  debt  since  1986. 
Reading  &  Bates,  the  second-biggest 
winner,  has  a  similar  profile.  Oil 
had  better  scramble  to  $100  a  barrel 
quickly  for  these  puppies  to  survive. 

Moving  on.  Another  big  winner  is 
metals,  up  111%.  The  best  perform- 
er here  is  Phelps  Dodge,  the  largest 
domestic  copper  producer,  which 
has  risen  135%.  Phelps  currently 
trades  at  $54,  has  a  P/E  of  36  and 
yields  zilch.  Why  all  the  excite- 
ment? Because  copper,  after  a  decade 
of  oversupply  and  depressed  pricing, 
has  risen  from  its  lows,  helped  by 
the  falling  dollar  and  a  pickup  in 
demand.  Consequently,  after  years 


of  mediocre  results,  analysts  are  pro- 
jecting higher  earnings  this  year  and 
again  in  1988.  These  forecasts  as- 
sume the  dollar  will  continue  to  fall 
and  demand  will  continue  to  rise 
briskly,  along  with  prices.  Very  iffy. 
Phelps  Dodge  is  a  stereotype  of  the 
cyclicals  I'm  describing.  Its  income 
peaked  at  $5.47  per  share  back  in 
1974,  some  40%  above  next  year's 
optimistic  estimate. 

Phelps'  P/E  is  6  times  that  of  Ford, 
even  though  autos  are  the  only  cy- 
clical group  on  the  list  whose  funda- 
mentals have  improved  dramatical- 
ly in  the  past  decade.  Ford's  earn- 
ings this  year,  for  example,  will  be 
almost  triple  its  high  of  the  1970s. 

Another  big  hitter  is  aluminum, 
up  93%,  with  the  leading  stock, 
Reynolds  Metals,  up  160%.  The 
company's  earnings  peaked  in  1979 
at  $4.83  per  share,  and  the  road  has 
been  downhill  ever  since.  Again,  de- 
mand and  earnings,  although  not 
spectacular,  are  up.  Trading  at  a 
mere  19  times  trailing  12-month  in- 
come, by  current  market  logic  it's  a 
steal.  But  by  more  conventional  and 
sensible  standards  it  is  grossly  over- 
priced, as  is  the  rest  of  this  group. 

Finally,  let's  look  at  the  domestic 
steel  industry,  up  88%.  The  star  is 
Bethlehem,  which  has  increased 
172%.  Like  the  rest  of  the  industry, 
Bessie  has  had  five  consecutive 
years  of  losses,  through  one  of  the 
greatest  periods  of  economic  expan- 
sion on  record.  This  year  it  will  fi- 
nally be  in  the  black,  earning  $1  per 
share,  and  next  year,  "in  the  best  of 
all  possible  worlds,"  as  Voltaire's 
Dr.  Pangloss  might  say,  it  could 
earn  $1.80.  The  stock  is  trading  at 
17  times  1987  earnings.  A  recent 
prospectus  states  that  the  company 
could  go  into  Chapter  1 1  in  the  next 
few  years.  Value  players  rush  in. 

Other  industries  in  the  top  ten 
with  similar  characters  are  gold  min- 
ing, up  98.3%;  semiconductors,  up 
86.2%;  metal  containers,  up  72.8%; 
diversified  chemicals,  70.6%;  and 
tires  and  rubber,  67.3% . 

No,  I  for  one  don't  want  to  play 
these  new  heroes.  It's  better  to  let 
your  portfolio  lag  temporarily  than 
to  pay  2  or  3  times  the  P/Es  to  buy 
these  groups  instead  of  many  com- 
panies with  much  better  quality 
earnings.  This  market  aberration 
too  will  pass. 

Here  are  a  number  of  good  compa- 
nies that  are  cheap  today:  Chrysler 
(36),  P/E  6,  yield  2.7%;  Ford  (94),  6, 
3.2%;  Aetna  (60),  9,  4.6%;  Kmart  (37), 
12,  3.1%;  Travelers  (45),  8,  5.1%.  ■ 


The  year's  most  exuberant  best- 
seller is  sweeping  across  America! 


!e  can't  remember  readers  or  reviewers  ever  having  a  better  time  with  a  book, 
ialcolm  Forbes  succeeds  in  doing  something  that  is  altogether  rare  in  this  world.  He 
as  fun— and  in  Around  the  World  on  Hot  Air  and  Two  Wheels  we  share  it  to  the  hilt. 


^  book  overflowing  with 
xuberance  and  great 

sood  humor.  Malcolm  Forbes, 

A/ner  and  editor  of  Forbes  magazine,  is 
irely  one  of  the  richest  of  men  and 
jry  likely  the  busiest.  What  he  does 
ith  his  money  is  endlessly  fascinating 
id.  in  a  way,  almost  endearing. .  Now 
i  has  put  together  a  handsome  book 
;lebrating  his  exploits.  Around  the 
'odd  on  Hot  Air  and  Two  Wheels  is 


priced  at  $24.95  and  it's  worth  every 
penny.''  —Jeremiah  Tax,  Sports  Illustrated 

'So  overwhelmingly  a 
celebration  of  the  joys  of 

adventure,  as  well  as  an  affirma- 
tion of  the  'good  side'  of  life,  that  the 
reader  is  soon  buoyed  by  its  exuberant 
message:  'Don't  stay  put  when  you  can 
put  foot  into  any  part  of  this  still  whole, 
wide  and  mostly  wonderful  world.'  " 
—Shirley  Horner,  The  New  York  Times 


*A  cross  between  Marco 
Polo  and  Jules  Verne. 

Who  else  in  the  second  half  of  the  20th 
century  would  fly  across  continents  and 
oceans  in  a  brightly-colored  balloon  or 
go  jolting  his  way  on  a  motorcycle 
through  countries  like  China,  Pakistan, 
and  across  North  Africa?  In  this  gor- 
geously illustrated  book  Forbes  tells  why 
and  how  he  did  it  and  why  he  will  pre- 
sumably go  on  doing  it  as  long  as  he  can. 

"A  book  for  the  eye  to 
admire  and  the  mind  to 

-John  Barkham 
Reviews 


marvel  over! 


rorbes 


60  Fifth  Avenue,  New  York,  New  York  1001 1 


Commodities 


MONEY  &  INVESTMENTS 


Do  your  trading  techniques  need  to  be 
updated?  Several  of  the  titles  reviewed  in 
this  column  could  help  you  do  just  that. 

MORE  READING  FOR 
FUN  AND  PROFIT 


By  Stanley  W.  Angrist 


People  often  ask  me  about  books 
that  will  provide  an  introduction  to 
the  futures  market.  Jake  Bernstein, 
one  of  the  field's  most  prolific  au- 
thors, has  come  out  with  Facts  on 
Futures  (Probus  Publishing,  $27.50), 
which  provides  a  comprehensive 
look  at  the  area,  without  jargon. 
The  book  is  more  than  an  introduc- 
tion though,  as  it  teaches  a  number 
of  basic  techniques,  with  chapters 
on  trendlines,  cycles,  moving  aver- 
ages and  seasonality. 

Bernstein  knows  what  traders 
must  have  to  succeed.  There  is  not 
one  alive  who  could  not  benefit 
from  studying  the  11  rules  in  "On 
Discipline:  This  Book's  Most  Im- 
portant Chapter."  Everything  that 
you  must  understand  in  order  to 
trade  is  covered — from  finding  a 
broker  to  placing  orders.  There  is 
even  a  chapter  on  the  use  of  com- 
puters. In  fact,  experienced  traders 
could  find  numerous  important 
ideas  that  they  may  have  forgotten. 

In  my  July  28,  1986  column  I  re- 
viewed John  Murphy's  excellent 
book,  Technical  Analysis  of  the  Futures 
Markets  (New  York  Institute  of  Fi- 
nance, $45.95).  Murphy  has  now 
come   out   with   a   study  guide 

Stanley  W.  Angrist  is  a  commodity  specu- 
lator, consultant  and  longtime  observer  of 
the  commodity  markets. 


($27.95,  from  the  same  publisher) 
for  that  book.  The  manual  consists 
of  a  number  of  exams  that  test  the 
reader's  understanding  of  the  sub- 
ject matter  in  Technical  Analysis.  If 
you  are  not  sure  of  your  mastery  of 
the  various  technical  trading  meth- 
ods in  the  book,  then  I  think  this 
manual  would  be  a  small  invest- 
ment that  could  pay  big  dividends. 

For  those  who  want  a  more  statis- 
tical approach  to  the  futures  market 
than  Murphy  offers,  Perry  Kaufman, 
another  prolific  writer  in  the  field, 
has  just  brought  out  The  New  Com- 
modity Trading  Systems  and  Methods 
(John  Wiley  &  Sons,  $42.95).  The 
book  starts  with  a  short  but  compre- 
hensive introduction  to  statistical 
theory,  with  examples  biased  to- 
ward futures  trading.  It  quickly 
teaches  simple  linear  regression, 
then  multiple  regressions. 

Kaufman  also  teaches  you  how  to 
use  these  statistical  approaches  to 
make  price  forecasts.  Your  statisti- 


cal education  is  completed  with  les- 
sons on  how  to  do  an  autoregressive 
integrated  moving  average,  a  very 
powerful  tool  that  can  be  useful  in 
trading.  If  you  want  to  skip  the  sta- 
tistics, Kaufman  also  covers  most  of 
the  standard  technical  trading  strat- 
egies in  considerable  detail. 

Did  you  ever  want  to  know  what 
floor  traders  actually  do?  Well, 
George  Angell  and  Barry  Haigh  tell 
you  how  it's  done  in  the  S&.P  pit  at 
the  Chicago  Mercantile  Exchange 
in  West  of  Wall  Street  (Longman 
Financial  Services  Publishing, 
$21.95).  I  am  not  sure  it  will  help 
to  make  you  a  better  trader,  because 
what  they  do  is  not  closely  related 
to  the  strategies  you  can  employ. 
But  it  is  interesting  to  see  the  kinds 
of  traps  pit  traders  fall  into  and  how 
they  differ  from  the  kinds  you  will 
encounter.  It's  an  easy  read  and 
probably  will  make  you  thank  your 
lucky  stars  that  you  don't  earn  your 
living  the  way  they  do. 

Last  year  about  this  time  I  sug- 
gested to  you  lucky  readers  a  trade 
of  a  long  March  T  bond  to  be  bought 
on  Nov.  2  and  sold  on  Nov.  23. 
Frank  Taucher,  that  tireless  com- 
puter whiz,  recently  reminded  me 
of  it.  It  worked  beautifully,  produc- 
ing a  profit  in  excess  of  $2,000  per 
bond.  So  I  am  going  to  call  it  to  your 
attention  again.  Taucher  (918-493- 
2897),  who  uses  computers  to 
search  continually  for  gems  like 
this  one,  sent  me  a  printout — repro- 
duced in  part  below — showing  the 
effect  of  various  entry  and  exit  dates 
on  profitability  and  reliability.  The 
exchange  minimum  margin  on  this 
trade  is  $2,500,  and  I  would  risk  no 
more  than  $1,900  on  it.  ■ 


Timing  is  everything 


I  am  suggesting  a  trade  of  long  March  T  bonds  to  be  bought  on  Nov.  2 
and  sold  on  Nov.  23.  The  numbers  below  show  why  these  dates  were 
chosen.  The  figure  on  the  left  of  the  slash  is  the  gross  profit  this  trade 
has  averaged  over  the  last  ten  years,  if  bought  on  the  date  in  the  left- 
hand  column  and  sold  on  the  date  shown  along  the  top  row.  The  figure 
to  the  right  of  the  slash  is  the  percentage  of  profitable  years. 


Entrance 
date 

Oct.  22       Oct.  31       Nov.  7       Nov.  15 

IC  10/  1 

Nov.  22 

Nov.  30       Dec.  7 

Oct.  15 

-397/50 

-319/40 

-113/50 

797/60 

1,478/60 

1,128/40 

1,231/60 

Oct.  22 

78/50 

284/50 

1,194/60 

1,875/90 

1,525/60 

1,628/60 

Oct.  31 

206/60 

1,116/70 

1,797/100 

1,447/90 

1,550/70 

Nov.  7 

909/70 

1,591/90 

1,241/90 

1,344/70 

Nov.  15 

681/80 

331/70 

434/50 

Nov.  22 

-350/20 

-247/40 

Nov.  30 

103/50 
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Ibur  cable  TV  subscript! 
can  be  tax  deductible 
if  you  use  FNN 
to  track  your  portfolio. 


Consult  your  tax  advisor  now  for  speci- 
fics on  how  FNN  can  save  you  money.  But 
you  don't  have  to  ask  how  FNN  can  help 
you  make  money.  Just  tune  in  on  your  cable 
TV  channel  and  see  live  stock,  option,  bond 
and  futures  prices;  get  market  and  business 
insights  from  the  professionals  and  contin- 
uous updates  on  business  and  financial 
news  every  business  day. 

And  there's  more.  Every  weekday 
morning,  you  can  follow  trading  on  the 
London  Stock  Exchange  on  FNN's  exclusive 
continuous  ticker.  Plus,  live  updates  from 
other  global  markets  on  FNN's  interna- 
tional morning  programs. 

That's  not  all.  You  can  even  track  your 


portfolio  by  turning  your  personal  com- 
puter into  a  real-time  quote  machine.  DBC/ 
MarketWatchSM  Service,  from  FNN's  Data 
Broadcasting  Corporation,  supplies  real- 
time stock,  option  and  index  prices 
encoded  within  your  FNN  cable  signal.  You 
can  get  instant  access  to  all  American  secu- 
rities prices  for  as  little  as  $44  per  month 
which  can  also  be  tax  deductible. 

Find  out  how  DBC/Market Watch™  Services 
can  work  for  you  by  calling  1-800-322-9933. 

Get  the  most  out  of  your  television. 
Watch  cable  TV  and  make  it  pay  for  you. 
For  more  information  about  subscribing  to 
FNN  on  cable  television,  call  your  local 
cable  operator. 
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Financial  News  Network 


As  inside 

as  you  can  get. 


Wall  Street  Irregular 


MONEY  &  INVESTMENTS 

There  are  signs  the  bull  market  is  enter- 
ing its  final  phase.  If  so,  here  are  some 
stocks  that  could  shine  in  the  last  hour. 

APRES  NOUS 
LE  DELUGE 


By  Mark  Hulbert 


Most  people  think  that  the  market 
has  yet  to  shift  its  focus  from  the 
blue  chips  to  more  secondary  is- 
sues. To  the  bulls  this  is  very  en- 
couraging, since  bull  markets,  it  is 
said,  don't  end  until  there  is  a 
burst  of  speculative  frenzy  in  the 
secondary  markets.  To  the  bears, 
by  contrast,  the  lack  of  speculative 
froth  is  evidence  simply  that  this 
bull  market  may  end  differently 
from  previous  ones. 

But  few  seem  to  be  entertaining 
seriously  the  possibility  that  the 
shift  from  the  blue  chips  to  second- 
aries is  already  under  way.  Precisely 
this  conclusion  emerges  from  an  ex- 
amination of  The  Hulbert  Financial 
Digest's  performance  ratings  for  in- 
vestment newsletters.  If  this  early 
warning  signal  from  the  land  of 
newsletters  proves  correct,  it  could 
mean  that  this  great  bull  market  is 
entering  its  final  act. 

The  performance  ratings  are  able 
to  provide  us  with  these  warning 
signals  because  different  newslet- 
ters specialize  in  different  areas  and 
accordingly  do  better  in  some  mar- 
kets than  others.  Of  course,  an  indi- 
vidual newsletter  may  buck  the  per- 
formance trend  of  similar  services. 
But  when  most  newsletters  of  a 


Mark  Hulbert  is  tlx  editor  of  tlx  Washing- 
ton, D.C. -based  Hulbert  Financial  Digest. 


similar  type  do  well  or  poorly,  it 
usually  is  a  reliable  sign  that  the 
market  as  a  whole  is  undergoing  a 
significant  shift. 

So  far  this  year,  for  example, 
newsletter  portfolios  like  those  of 
United  &  Babson  Investment  Report 
that  are  oriented  toward  "in- 
come"— recommending  high-divi- 
dend-paying stocks,  especially  the 
utilities — have  lagged  the  market 
and  most  other  newsletters.  Again, 
in  the  last  several  years  newsletters 
like  Emerging  &  Special  Situations 
that  concentrate  on  the  new-issue 
market  have  been  struggling,  just 
like  that  sector  in  general.  And  for 
much  of  the  market's  surge  over  the 
past  18  months,  newsletter  portfo- 
lios focusing  on  the  blue  chips  (Pro- 
fessional Investor,  Dow  Tljeory  Fore- 
casts) have  dominated  the  ranks  of 
the  top-performing  services. 

But  beginning  late  this  summer, 
our  scoreboard  of  currently  best- 
performing  newsletters  started  fill- 
ing up  with  services  that  focus  on 
the  secondary  markets.  The  top-per- 
forming group  for  the  month  of  Au- 
gust alone,  for  example,  included 
newsletters  such  as  the  Value  Line 
OTC  Special  Situations  Service,  High 
Technology  &  Other  Growth  Stocks  and 
Market  Mania,  all  of  which  focus  on 
secondary  stocks.  These  are  the 
very  stocks  that  have  lagged  the 
market  over  the  past  several  years. 

And  August's  experience  was  not 
just  a  one-month  affair.  Four  of  the 
six  top-performing  newsletters  over 
the  past  year  focus  exclusively  on 
secondary  stocks — California  Tech- 
nology Stock  Letter,  OTC  Insight,  High 
Tecimology  &  Other  Growth  Stocks  and 
High  Tecimology  Investments. 

The  change  in  fortune  for  these 
newsletters  is  dramatic.  High  Tech- 


nology &  Other  Growth  Stocks  lost  a 
cumulative  32%  over  the  three 
years  1984-86,  during  which  time 
the  S&P  500  with  dividends  gained 
66%;  yet  it  is  ahead  50%  in  the  first 
eight  months  of  this  year,  compared 
with  the  S&P's  39%.  Similarly,  the 
Value  Line  OTC  Special  Situations  Ser- 
vice lost  8%  over  those  same  three 
earlier  years  but  is  ahead  for  1987  to 
the  tune  of  52%.  This  service,  in 
fact,  is  having  its  best  year  since 
1980,  when  it  gained  72%  in  the  last 
half  of  the  year  alone. 

California  Technology's  perfor- 
mance is  the  most  striking  of  all: 
Down  44%  from  1984  to  1986,  it 
has  gained  82%  so  far  this  year. 

The  same  dramatic  shift  in  for- 
tunes is  evident  in  the  new-issue 
newsletters.  While  they  have  not 
made  it  to  the  ranks  of  the  current 
best  performers,  they  are  having 
their  best  year  since  1983 — which 
marked  a  major  peak  in  the  second- 
ary markets.  We  calculate  that  the 
average  new-issue-oriented  news- 
letter lost  22%  in  1984  alone,  and 
gained  only  7%  over  the  three  years 
from  1984  through  1986,  yet  already 
is  ahead  34%  for  the  first  eight 
months  of  1987. 

Like  most  newsletters,  those  con- 
centrating on  secondary  stocks  of- 
ten carve  out  market  niches  (such  as 
biotechnology  stocks)  in  which 
there  are  fewer  direct  competitors. 
Stocks  recommended  by  two  or 
more  such  letters  therefore  tend  to 
be  fairly  rare. 

Nevertheless,  currently  there  are 
four  stocks  that  are  recommended 
by  both  the  Value  Line  OTC  Special 
Situations  Service  and  High  Technol- 
ogy &  Other  Growth  Stocks.  These  four 
are  Acuson  (ACSN),  a  supplier  of 
medical  diagnostic  imaging  equip- 
ment; Diagnostic  Products  (DPCZ),  a 
manufacturer  of  diagnostic  test 
kits;  EMC  Corp.  (EMCS),  which 
makes  enhancement  products  for 
midrange  computers;  and  Sungard 
Data  Systems  (SNDT),  which  sup- 
plies backup  services  for  IBM  main- 
frames. All  are  traded  on  Nasdaq. 

Our  past  experience  with  blue 
chips  suggests  that  stocks  favored  by 
two  or  three  letters  tend  to  do  well. 
(If  many  more  than  three  letters  tout 
them,  they  tend  not  to  do  well.)  So  if 
the  current  bull  market  does  culmi- 
nate in  a  speculative  blowoff  in  the 
secondary  area,  the  stocks  men- 
tioned above  could  well  lead  it  right 
to  the  very  end.  They  could  be  good 
buys — for  those  with  the  nerve  to 
push  things  to  the  limit.  ■ 
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Land . . .  what  else  can  give  you  so  much  pleasure  now  and  for  years  to  come? 


jmhe  land  we're  offering  is  far 
I  rrom  the  crowds  and  rat  race  of 
A  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  303/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303,  Ft.  Garland, 
CO  81133. 


the  Properly  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has 
the  merits  or  value,  if  any.  of  this  property  Equal  Credit  and  Housing  Opportunity  A  statement  and  offering 
ent  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval 
ale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed 
le  merits  of  such  offering  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo 
}s.  NYA86- 1 53  A  statement  of  Record  filed  with  the  New  Jersey  Real  Estate  Commission  permits  this  property 
ffered  to  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value.  Obtain  the  New  Jersey  Public 
9  Statement  and  read  it  before  signing  anything.  NJA  #60686004  CO.  Florida  AD  20537 


Forbes  Market/ 


  1 

BUSINESS  OPPORTUNITIES 

BUSINESS  OPPORTUNITIES 

REAL  ESTATE 

EXECUTIVE  PROTECTIC 

Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.007sq.  ft. 


Modem  technology,  excellent  craftsmanship,  and  Ameri- 
can ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price 


•  Fully  Insulated 

•  Thermo  Pane  Windows 

•  Cathedral  Ceilings 

•  Exterior  Decks 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


•  Built-in  Computer  Center 
which  allows  the  home 
to  perform  many  func- 
tions for  the  occupants. 

EAGLE'S  NEST  HOMES  is  seeking  district  representatives  to  establish  retail  sales 

Defined  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 

Individual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home 

Home  may  be  lived  in  or  used  as  an  office. 

Call  Mr.  Farb 
Phone  #  (404)  479-9700 
P.O.  Drawer  1569,  Canton,  GA  30114-1569 


Build  ¥)ur 
FutureWith 
Lindal. 


Build  an  independent  business 
on  a  solid  foundation.  With 
Lindal  Cedar  Homes,  the  world's 
most  popular  custom  houses  for 
over  40  years. 

•  No  franchise  fees 

•  Internationally  recognized 
housing  giant 

•  Dealer  training  schools  and 
ongoing  regional  seminars 

•  National  advertising, 
marketing,  and  co-op 
support 

•  Best  planbooks  and  sales  aids 
in  the  industry 

•  Multiple  product  lines — 
cedar  homes,  log  homes, 
sunrooms,  and  hardwood 
flooring 

Right  now  we're  looking  for 
a  good  dealer  in  many  areas. 
For  more  information,  please 
call  800-221-6063. 

ALindal  Cedar  Homes 

P.O.  Box  24426,  Seattle,  WA  98124 
206-725-0900. 


EXCEPTIONAL  INDIVIDUAL  REQUIRED 
For  An  Extremely  High  Income 
Potential  Business  Opportunity 

...  If  you  have  a  sound,  successful 
business  background  with  high  past 
earnings,  can  easily  and  confidently 
communicate  with  business  leaders 
and  you're  in  a  position  to  call  your  own 
shots.  Utilize  your  talents  to  the  utmost 
in  a  fast  moving,  challenging,  profes- 
sional business.  We  are  seeking  only 
that  individual  who  can  relate  to  earning 
$250,000  and  more  per  year.  Complete 
training  and  continuous  support  pro- 
vided. We  are  a  17-year-old  international 
loan  finance  corporation  seeking  direc- 
tors. $9,800  refundable  deposit  will  be 
required.  Principals  only. 

Call  813-924-6415 


BE  THE  BOSS 

Own  a  Sir  Speedy  Printing  Center  fran- 
chise Over  700  others  have,  ask  them. 
Call  today  for  free  information 

Printing  Canear-s 

23131  VERDUGO  DRIVE 
LAGUNA  HILLS,  CA  92653-1347. 
CALL  1-800-854-3321 


PROFITABLE  BUSINESSES 
FOR  SALE  By  Owner 

Established/Successful 
Good  terms/Owner  financing 
West  &.  Midwestern  States 

AFFILIATED 
BUSINESS  CONSULTANTS 
Mr.  Paul  Grillos 
1-303-630-8188 
COLORADO  SPRINGS,  CO 


BUSINESS  SERVICES 


15.000  BUSINESSES 
FROM  COASt 
TO  COAST 


No  Brokerage  Commission 
inquiries  &  listings  welcome  ~" 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800-327 -9630 
Vf/  in  Fla  call  800-533-4663 


PERSONAL  COMPUTER  OWNERS 
EARN  $1000  TO  $5000  MONTHLY 

Work  At  Home  -  In  Your  Spare  Time 
Performing  Simple  Services  With 
Your  Computer 
FREE  LIST 
of  100  Best  Services  To  Offer 
write    A.I.M.M.T.    PO.  BOX  60369, 
SAN  DIEGO,    CA  92106 


KENDRICK  CATTLE  COMPANY 

Places  famous  family  ranch  on  the 
market.  This' historic  ranch  located  on 
the  Powder  River  and  the  headwa 
ters  of  the  Hanging  Woman  Creek  on 
the  Montana/Wyoming  line  near 
Sheridan,  Wyoming  contains  over 
200,000  acres  (about  150,000  deed 
ed).  It  is  rated  by  the  SCS  in  excess 
of  7,000  animal  units  and  has  been 
priced  to  sell  at  $50  per  deeded  acre. 
This  ranch  was  put  together  by  Wyo- 
ming's "Cowboy  Senator"  John  B. 
Kendrick  starting  in  1897  and  is  of- 
fered for  the  first  time  by  Hall  &  Hall, 
Inc.,  Exclusive  Agents  for  Sellers, 
P.O.B.  1924,  Billings,  MT  59103. 
(406)-252-2155 


A  HOME  FOR  THE  RICH 
&  FAMOUS 

In  legendary  Key  Largo,  just  55  miles  south  of 
Miami,  a  fortress  of  elegance  brilliantly 
blended  in  rose  quartz,  white  marble,  and  Ital- 
ian tile.  Four  bedrooms.  AYi  baths  with  water- 
color  ocean  views;  epicurean  kitchen,  expan- 
sive great  room,  elevator  and  multi-car  garage. 
150'  dockage — a  knot  away  from  fishing  the 
fabled  reef .  .  .  home  port  for  Caribbean  cruis- 
ing! Offers  encouraged — $795,000.  For  bro- 
chure or  information  on  other  Upper  Keys 
properties  in  all  price  ranges,  call:  GANIM 
REALTY,  INC.  (305)  451-0541  or  852-4577 
99696  Overseas  Hwy— Key  Largo,  FL  33037 


DONATE  Real  Estate 
anywhere  in  the  U.S. 

Antique  cars,  stamps  &  coin  collec- 
tions to  the  Jewish  Heritage  for  the 
Blind.  Tax  deductible. 

718-338-2000 


Own  part  of  17,000  Colorado 

acres  in  the  Rockies,  gorgeous 
mountain  land.  Come  visit! 

Call  for  color  brochure, 
303-379-3263,  or  write  Forbes 
Wagon  Creek  Ranch,  Box  303, 
Ft.  Garland,  CO  81133. 


FINANCIAL  SERVICES 

r  * 

IMMEDIATE  CASH 
FOR 

ACCOUNTS  RECEIVABLE 

FAST  APPROVAL 

Brokers  Protected 

TOWERS 
CREDIT  CORPORATION 

A  subsidiory  ol  IK  Towers 
financial  Corporation,  an  OK  Company 

417  Fifth  Avenue 
New  York,  NY  10016 

212-696-0505 


Forbes:  CapitalistTool® 


EXECUTIVE 
PROTECTION 

offered  to 
*Corporate  Executives 
*Government  Officials 

*** 

BULLET  PROOF  CARS 

Discreetly  armored  protectioni 
entire  passenger  compartme 
roof,  floor,  battery,  fuel  tank,  \ 
ports  and  options  such  as  tear  g 
smoke  screen,  oil  slick,  etc. 
*** 


EXECUTIVE 


4836  Whirlwind 
San  Antonio,  Texas  78217 
(512)  654-3905  TXL  7672C 


FRANCHISING 


FRANCHISE 


Your  Busines: 


FRANCHISE  CONSULTING  GROUP.  INI 

101  Derby  Street,  Hingham,  MA  02043 
In  Mass  (617)  7*0-2211 
Outside  Mass  (800)  358-801 1 


INVESTMENTS 


YOUR  ONE  AND  ONLY  SOUR 

How  good  is  that  manager  who  wan 
trade  your  futures  account?  Read  to 
AGED  ACCOUNT  REPORTS'  excli 
performance  figures  on  over  100  mi 
managers.  Send  $5.00  for  sar 
monthly  issue  to  MANAGED  ACC0 
REPORTS,  5513  Twin  Knolls  Rd., 
213,  Columbia,  MD  21045 


COMPUTER  SOFTWAR 


QUANTix  Portfolio  Evalu. 

3,0  Version  5  Quantitative  Valua 
Models  Cash  Flow.  Diversifical 
What-lf  Analysis,  Track  Performai 
Commission*.  Sold  Positions  Do 
load/Upload  Data  Multiple  Portfoi 
IBM/Clones  $69.  (800)  247-6354. 

5900  N  Port  Washington  Rd.. 
Milwaukee.  Wisconsin  53217 


MISCELLANEOUS  FOR  S/ 

INVESTMENT  GEMSTON 
GUARANTEED  LIQUIDIT 

Free  wholesale  catalog  Satisfactioi 
for  20  years!  Member: 

Jewelers  Board  of  Trade 
Chamber  Commerce. 
HOUSE  OF  ONYX 
No.  One  Main  Street 
Greenville,  Kentucky.  42345 
TOLL  FREE  1-800-626-8352 


FOR  INFORMATION  ON 

FORBES 
MARKET/CLASSIFII 

WRITE  OR  CALL: 
LINDA  LOREN 
FORBES  CLASSIFIED! 

60  Fifth  Avenue  New  York,  N  Y  10Q 

(212)  620-2440 


jrbes  Market/ 


AUTOMOBILES 


AUTOMOBILES 


5RPORATE  SPECIALTIES 


CORPORATE  SPECIALTIES 


Better  than  Lacoste  or  Ralph  Lauren! 


JR  logo  embroidered  on  great  quality  100%  cotton  polo  shirts. 

pay  outrageous  prices  for  100%  cotton  polo  shirts  with  someone  else's  logo,  when 
ss  money  we'll  put  your  logo  on  a  better  quality  shirt  and  guarantee  that  shirt  for  at 
an  entire  year.  Minimum  order  just  six  shirts!  For  a  brochure,  price  list  and  FREE 
TH  SAMPLES  call  1-800-84-SHIRT  (in  NY  718-782-0200). 

The  Queensboro  Shirt  Company 
dept.  F-5  119N,  11th  St.,  Greenpoint,  NY  11211 


FLAGS  FLAGPOLES 
&  BANNERS 


md  news  for  the 
lag  Flyer! 

American  flags 
State  &  foreign 
flags 

Corporate  logo  and 
custom  flags 
All  size  flag  poles 
in  stock 

Exterior  banners 

IEE  22  IftGE  CATALOG! 

il  your  business  card  today  to: 

^Kmtorgi  7106  Maplendge 
^Ffopand  Houston,  Texas  77081 
^Fkigpotel  (713)  666-2371 


MAILING  LISTS 


336,000 
MILLIONAIRES 
13,500 
MULTI-MILLIONAIRES 

W.S.  PONTON,  Inc. 

The  Ponton  Building 
49  Butler  St.  Pittsburgh,  PA  15201 
Call  or  Write  tor  FREE  Catalog 
800-628-7806 


kLti 


IAINING 


■■■■■■■ 

Sales  Presentations 
Training  •  Meetings 


■J 

USTOM  SLIDES/OVERHEADS 
^'f-JC'C  VISUAL  HORIZONS 


REE 


I80  METRO  PARK 
ROCHESTER N ¥  I 46?3 
OLOB  CATALOG  (716)424-5300 


COMPUTERS 


adie/hack-TANDY 


Our  I Oth  year  of  DISCOUNTS 
3MPUTERS  &  CELLULAR  PHONES 

Fgt.  Prepaid  Save  Tax 


Toll  Free  8O0-2.M-3680 


I  mflRYITIflC 


INDUSTRIES  INC 


22511  Kaly  Fwy 
Kaly  (Houston)  TX  77450 
1-713-392-0747  Telex:  774132 


Embroidered 
Caps 


»i      •  Shirts 
•Jackets 


■  ' "  Call  for  FREE  Catalog 

TOLL  FREE  (800)  792-2277 
In  Calif.  (800)  826-8585 
San  Francisco  Embroidery  Works 

3952  Point  Eden  Way  •  Hayward,  CA  94545 


We'll  put  your  Company  Name 
on  our  popular  2IP  0  0RSE! 

It's  a  Nitty  Image  Builder! 

(DIRECT  FROM  MANUFACTURER.)  J 
An  attractive  pendant  thermometer  ^-^^Cy? 


with  a  handy  wind  chill  chart 
on  the  back 

Zip-O-Gage  snaps 
on  a  tacket  zippe> 


CALL  TOLL  FREE 
1-800-445-2003 
Colo    <303)  424-46S1 

Or  send  $2  00 

tor  sample 

SUN  COMPANY.  INC 
11413  WEST  48th  AVE 
WHEAT  RIDGE,  CO  80033 


YOUR  L060  AN0  ME8SAGE 
ON  IMAGE  FLASHLIGHTS 

(Direct  from  manufacturer) 
Miniature  But  Powerful 
Flashlights,  Inexpensive 
Even  In  Small  Quantities 
Call  For  Quote  (312)  469-9029 
patented    or  Send  $5.00  For  2  Samples 
FAIRCHHD  INVESTMENTS  "The  0BERUTE" 
BOX  307,  GLEN  ElliN,  II  6013S 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  old  friends 
We'll  narrow  your  closet 
classics  to  a  stylish  3  '/ft"  (or 
state  widtfi}  Great  birth- 
day or  Christmas  gift 
Send  SI3  50  for  each  set 
of  3  ties  to 
SUM  TIES  CO. 
44  Monterey  Blvd .  Dept  O 
San  Francisco.  CA  94 1 3 1        (41 5|  5aS-61 00 


GOURMET  FOODS 


GOURMET  COFFEES  Teas 

Relax  with  a  great  cup  of  coffee  or  tea. 
Sampler  Package,  12oz  each  of  Hawai- 
ian Kona  Fancy,  Mocha/Java,  Scandina- 
vian Ground  Coffee  Beans  plus  100 
Gourmet  tea  bags  Send  $  1 9.99  to  the 
Gourmets  Delight,  Inc.,  POB  1353,  215F 
Averyville,  Lake  Placid,  NY  12946 
Because  you  deserve  the  best 


1988  LINCOLN  115  INCH  SUPER  STRETCH.  ABSOLUTELY  FABULOUS!! 

Complete  with  dual  solid  walnut  side  bars  with  tamber  doors,  dual  RCA  color  televisions,  Panasonic  radio 
cassette  stereo  systems,  dual  electric  window  divider,  intercom  system,  indirect  halo  lighting,  reading  lamps, 
VCR,  heavy  duty  rear  air  conditioning,  double  set  of  decanters  and  glassware,  tinted  glass,  plush  thick 
padded  vinyl  roof,  boomerang  antenna,  handrubbed  lacquer  paint,  pinstriping,  side  chronic  body'  moldings, 
235  x  15  tires,  all  steel  construction. 

Price    $49,900.00 

You  can't  buy  belter  at  any  price ..  .Fit  for  a  Millionaire 

Other  options  and  sizes  available  upon  request  at  a  great  savings  to  you! 
Buy  direct  from  the  manufacturer  and  save  $$$-We  build,  sell  and  have 
great  Financing! 
Magnificent  Lagonda,  all  aluminum,  one  of  a  kind  limousine. 
The  Concord  of  the  road,  absolutely  ultimate. 

GRAND  LIMOUSINE  MANUFACTURING  CORPORATION 

"Automotive  Creations  Extraordinaire1' 

Call  Today:  305-825-2093,  FAX  No.  305-822-9782   


WINE  CELLARS 


WINE  CELLARS 


WlNECELLARS-USA 

#1  Seller  •  Original  American  Handmade 

Retail  YourCost 

440  Bottle(Pictured)  $2495  $  1495 

700 Bottle2  French  Doors   3495  1995 

880 BottleTwin  Unit   4495  2795 

2  20  Bottle  Vertical  1995  1195 

296BottleCreden:a(2  Joor)  2495  1495 

40  BottleGlassdoor  (not  handmade)  499 
Wood  Construction  •  Oak  Exterior  •  Redwood  Racks 
Modular  wine  racks  from  1  2  to  20,000  bottles.  Request  our  wines 
&  cellar  catalog.  Lifetime  guaranty  on  racks,  5  yr  on  compressor. 

Olympic  Sales  Co.  Since  1947 

839S.LaBreaAve.,  Los  Angeles,  CA90036  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    «    We  Ship  Anywhere. 


EXECUTIVE  GIFTS 


EXECUTIVE  GIFTS 


UNIQUE  GIFT  IDEA 


POSTER,  17"  by  25",  containing  over 
50  humorous  &  philosophical 
sayings. 

IDEAL  for  your  personal  office, 
company's  reception  area, 
boardroom,  your  home,  or  as  that 
special  gift. 

MUST  be  seen  to  be  appreciated! 
ALSO  available  imprinted  with  your 
name  &  address  —  ideal  for 
advertising  &  promotional  purposes. 

For  more  information,  write: 

MAILP0RT  PRODUCTIONS  INC. 
DEPT.  F0B-2,  P.O.  BOX  1179 
LEWIST0N,  NY  14092 


Remington  Bronzes 

'The  Outlaw' h 
$795 

Full  size 
cast  from 
original 

To  purchase  or  to 
obtain  details  on  (17) 
other  fullsize  Remington 
bronzes  call  or  write: 

(818)  988-8396 
Munyon  &  Sons 
6918  Mahliia  Ave  ,  Van  Nuys,  CA  91405 


CIGARS 


JEWELRY 


35%  OFF 

CALL  800-672-5544 

(NY  State:  212-221-1408) 


PARTAGAS  No.  1  $3635 

Box  of  25  (6%'  RG43)  Save  $23.05 

Natural  Wrapper 
Or  call  lor  discounts  on  fresh,  perfect 

PARTAGAS  MACANUDO  DON  OIEGO  ■ 
H.  UPMANN  MONTECRUZ  TE-AMO  _ 
RAMON  ALLONES  .  .  .  ANY  TOP  BRAND!  I 

Phone  orders  use  VISA,  MCard  Oi  send  check  or  M0  m 
add  $2  shpg  New  Yorkers  add  sales  tax  - 

FAMOUS  SMOKE  SHOP  | 

Dept  116,  55  W  39th  St  ,  New  York  NY  10018 


Wellington  Simulated  Diamonds" 
have  the  look,  brilliance  and  clarity 
of  the  finest  genuine  diamonds  at  a 
fraction  of  the  cost.  Cut  to  a  fiery  58 
facets  and  mounted  in  I4kt  or  18kt 
gold  settings.  Rings,  earrings, 
pendants,  bracelets  and  baubles. 
Call  for  my  FREE  catalog. 

WELLINGTON  JEWELS 

Toll  tree  800-424-0100. 
In  New  York  (212)  751-8633.  , 


Streetwalker 


Correcting  the  Gap 

In  Wall  Street  parlance,  a  gap  is  a 
big,  fast  move  in  which  a  stock 
price  rises  or  falls  so  drastically,  it 
leaves  a  visible  gap  on  the  chart.  But 
the  gap  we're  talking  about  is  with  a 
capital  G.  When  the  high-flying  spe- 
cialty retailer  announced  in  Septem- 
ber that  earnings  would  be  disap- 
pointing, the  stock  got  killed  and  took 
other  specialty  retailers  with  it — in- 
cluding that  icon,  the  Limited — and 
spread  to  manufacturers.  Lately  the 
Gap  correction  helped  take  the  Dow 
industrials  down  some  250  points. 

Does  this  mean  the  American  con- 
sumer is  sobering  up  and  slowing 
down?  No  sign  of  it,  say  Susan  and 
Lawrence  Sterne,  consumer  spending 
analysts  at  William  K.  Woodruff  & 
Co.  of  Dallas.  The  Sternes  most  defi- 
nitely are  worth  listening  to. 

"In  July  everyone  was  euphoric 
about  the  specialty  retailers,"  says  Su- 
san Sterne.  "We  started  looking  at 
those  sales  and  said,  They're  forget- 
ting that  this  year  imported  apparel  is 
coming  in  at  prices  double-digit  over  a 
year  ago.  As  early  as  April  unit  growth 
was  declining — which  meant  only 
one  thing:  Inventories  were  building." 

Nothing  to  panic  about,  the  Sternes 
conclude,  but  panic  has  spread  any- 
how. "Everyone  took  out  all  their  old 
reasons:  Wage  growth  isn't  good 
enough;  inflation  is  too  high;  debt  is 
too  high,"  Susan  Sterne  continues. 
"They  killed  the  whole  consumer. 
They've  taken  the  specialty  retailers 
and  carried  their  problems  into  any- 
thing that's  labeled  consumer.  For  the 
last  four  years  the  consumer  has  been 
the  major  impetus  for  the  economy 
and  the  stock  market." 

The  consumer  hasn't  stopped.  He's 
still  strong.  Says  Lawrence  Sterne: 

"There's  no  problem  in  employ- 
ment. The  other  factor  is  that  the 
consumer  is  not  seeing  the  kind  of 
inflation  he  saw  earlier  in  the  year. 

"Most  intriguing  is  that  you  read 
practically  nothing  about  next  year's 
tax  cut.  Our  experience  with  tax  re- 
ductions is  that  they  generally  never 
come  the  year  they're  scheduled  to; 
they  come  primarily  in  tax  refunds. 

"We  think  durable  goods  are  going 
to  be  a  lot  stronger  than  people  ex- 
pect, both  in  furniture  and  appliances. 
On  the  apparel  and  textile  side,  unit 
growth  has  already  turned  up. 

"A  Limited  or  a  Gap  still  has  poten- 
tial  problems — sources    of  supply, 


Edited  by  Thomas  Jaffe 

large  import  exposure — that  must  be 
sorted  through,"  Susan  Sterne  cau- 
tions. "But  when  you  get  to  general 
merchandisers,  the  risk  is  not  so 
great.  A  J.C.  Penney  or  a  Wal-Mart  is 
primarily  domestic  production.  Yet 
they  have  been  beaten  down  along 
with  the  specialties.  Then  you  have 
all  the  domestic  textile  and  apparel 
manufacturers.  They're  running  beau- 
tifully. One  we  particularly  like  is 
Guilford  Mills.  We  also  have  recom- 
mendations out  on  Ladd  Furniture 
and  Seaman's  Furniture." 

If  the  Sternes  are  right — and  their 
record  is  impressive — the  Gap  correc- 
tion could  soon  reverse  and  the  mar- 
ket resume  its  merry  climb. 


Image  conscious 

Acuson  Corp.  of  Mountain  View, 
Calif,  makes  diagnostic  ultra- 
sound imaging  systems  for  the  medi- 
cal industry.  There  have  been  major 
disappointments  in  the  field:  Diason- 
ics,  Squibb  and  lohnson  &  Johnson. 
But  Acuson,  which  entered  the  radiol- 
ogy ultrasound  market  in  late  1983, 
dominates  the  high  end  of  the  busi- 
ness— one  of  its  systems  can  cost  up 
to  $200,000 — because  of  its  ability  to 
upgrade  this  computer-imaging  tech- 
nology. Last  year  sales  more  than  dou- 
bled, to  $64  million;  earnings  quadru- 
pled, to  40  cents  a  share. 
In  the  past  12  months  the  22.9  mil- 


Colorfloiv  image  by  Acuson 
Drawing  a  bead  on  future  profit. 


lion  shares  have  more  than  doubled, 
to  a  recent  19'/>  o-t-c.  But  analyst  Paul 
Brooke  of  Morgan  Stanley  says  the 
best  is  yet  to  come.  Acuson  is  intro- 
ducing a  color  upgrade  by  which  doc- 
tors can  see  a  patient's  blood  flowing 
through  vessels  or  between  chambers 
of  the  heart.  It  can  also  show  block- 
ages in  blood  vessels.  This  new  soft- 
ware will  accelerate  the  growth  of  the 
premium-priced  radiology  market  and 
also  allow  Acuson  to  gain  more  mar- 
ket share.  In  addition,  next  year  the 
company  will  introduce  a  system  tc 
serve  the  cardiology  market. 

Brooke  estimates  Acuson  will  earn 
65  cents  a  share  in  1987,  a  63%  gain 
over  1986.  In  1988  he's  looking  for  95 
cents,  up  another  46%.  So  Acuson 
sells  for  a  P/E  of  20.5  times  next  year's 
estimated  earnings.  Not  cheap.  But  il 
growth  stocks  are  your  pleasure,  Acu- 
son is  definitely  worth  consideration. 


Now  hear  this 

Investors  aren't  listening  to  the  mu- 
sic being  made  by  Harman  Interna- 
tional Industries,  says  analyst  Petei 
Ting  of  San  Francisco's  Davis,  Skaggs 
For  the  fiscal  year  ended  June  30,  the 
largest  U.S.  maker  of  loudspeakers 
(sales,  $328  million)  had  earnings  o: 
$1.11  a  share,  up  48%  over  1986.  Foi 
the  current  year,  Ting  predicts  $1.40  £ 
share,  a  26%  gain.  Over  the  next  three 
to  five  years  he  expects  sales  and  earn 
ings  to  increase  at  an  average  com' 
pound  rate  of  15%  to  20%  and  20%  tc 
25%,  respectively.  Yet  for  all  thai 
growth  potential,  the  shares — recen' 
price  o-t-c  of  153/4 — still  sell  just  i 
smidgen  above  the  $15  at  which  Har 
man  came  public  last  November. 

Harman  is  best  known  for  JBL  anc 
Infinity  speaker  systems,  which  range 
from  $100  to  $40,000  a  pair.  The  ris 
ing  popularity  of  compact  disk  play 
ers,  says  Ting,  has  led  to  the  demanc 
for  higher-quality  speakers  in  th« 
home.  He  notes  Harman  can  suppb 
this  increased  demand  as  a  low-cos 
vertically  integrated  manufacturer. 

Ting  is  even  more  excited  by  Har 
man's  exclusive  agreements  to  supph 
brand-name  speakers  as  origina 
equipment  to  Ford  and  Chrysler.  I 
also  sells  into  the  $3  billion  automo 
tive  stereo  aftermarket.  Finally,  Har 
man's  distribution  business  is  boom 
ing;  it  has  the  exclusive  right  to  sel 
Maxell  tape  and  the  like  in  certah 
European  countries.  (With  almost  hal 
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:  sales  overseas,  Harman  benefits 
om  the  weak  dollar.) 

Of  note:  Insiders  didn't  sell  a  single 
lare  in  the  initial  public  offering.  Led 
i  Dr.  Sidney  Harman,  founder  and 
lairman,  they  own  more  than  38% 

the  8.4  million  shares. 


ing  of  bright  water 

J  treetwalker  has  been  reading 
9  about  the  water  crisis  again.  Com- 
mies that  clean  up  polluted  water  or 
in  tests  to  determine  what  caused 
ie  mess  have  been  much  in  vogue  on 
he  Street.  Ditto  for  those  that  supply 
mre"  bottled  water.  But  Kenneth 
tneral  of  Milwaukee's  Blunt  Ellis  & 
)ewi  takes  a  less  jazzy  approach.  He 
<es  companies  that  "own  the  water 
ventory  and  have  storage,  treatment 
id  distribution  facilities,  and  have  a 
oad  customer  base  in  place." 
Diversification  into  the  develop- 
ent  of  excess  land  parcels  originally 
irehased  as  watershed  land  adds 
mregulated  growth  appeal.  Paneral 
so  expects  growth  from  the  privati- 
tion  of  municipal  systems.  Mean- 
hile,  the  cost  of  smaller  private  sys- 
ms  to  come  into  Clean  Water  Act 
impliance  may  be  prohibitive,  lead- 
g  to  even  further  consolidation. 
Paneral  is  recommending  American 
ater  Works  Co.  (estimated  1987 
les,  $492  million).  This  Wilming- 
n,  Del. -based  holding  company  for 
!  operating  companies  provides  wa- 
r  service  to  more  than  1.4  million 
istomers  in  20  states.  He  says  Amer- 
an's  broad  geographic  diversifica- 
m  dilutes  the  negatives  of  drought 
a  poor  regulatory  environment.  Al- 
ough  Paneral  estimates  earnings 
ill  be  flat  this  year  at  $1.84  a  share, 
:  sees  a  14%  gain  next  year,  to  $2.10 
ihare.  Recent  NYSE  price  of  the  30. 1 
illion  shares:  20. 

Paneral  also  likes  $122  million  (es- 
nated  1987  sales)  United  Water  Re- 
urces  Inc.,  of  Harrington  Park,  N.J. 
irmed  as  a  holding  company  in  1983 
rough  a  restructuring  of  118-year- 
d  Hackensack  Water  Co.,  UWR  is 
veloping  about  1,000  acres  in  north- 
stern  New  Jersey.  Another  subsid- 
ry  supplies  substantially  all  of  fast- 
owing  Rockland  County,  N.Y.  (A 
pital  program  begun  in  1981  to 
ought-proof  its  water  supplies 
aked  this  year,  so  capital  spending 
ould  begin  to  decline.)  Paneral  esti- 
ates  1987  earnings  will  be  up  20%, 
$1.20  a  share,  and  expects  a  17% 
in,  to  $1.40  a  share,  in  1988.  Insid- 
s  own  only  2%  of  the  16.3  million 
ares.  Recent  NYSE  price:  I8V2. 


IT  TAKES  VISION 
TO  REACH  THE  LATIN 
AMERICAN  MARKET 

Major  intl.  advertisers  reach  leaders  of  business,  industry  and 
government  in  Latin  America's  leading  news/business  magazine, 
VISION. 
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LA  REVISTA  LATINOAMERICANA 


Sales  Offices: 

Seoul  779-1 538/London  (1  )584-8588/Tokyo  (03)546-2231  /Dusseldorf  (21 1  )57  30-26/Madrid  (1)456-2778/Pans 
(1)45006608/New  York  (21 2)744-91 30/San  Francisco  (41 5)42 1 -7950/Los  Angeles  (21 3)382  6346/Zurich 
(1)720-73-73/Milan  (2)89003  1 8/Sao  Paulo  (011)853-4133 


Whena401(k)plan  seems 
more  a  problem  than  a  benefit 


ext639 


Establishing  and  main- 
taining a  401  (k)  plan  for 
your  employees  should 
be  a  readily  attainable 
goal. 

At  Scudder,  we  deliver 
effective  401  (k)  programs 
which  feature  no-load 
mutual  funds.  We  under- 
stand the  retirement 
planning  needs  of  companies  like  yours 
so  thoroughly,  we  can  make  your  plan  a  virtually  turnkey  operation. 

Scudder,  Stevens  &  Clark  has  been  a  professional  money  manager 
since  1919,  and  now  manages  over  $30  billion.  Call  Scudder  today 
and  turn  our  experience  to  your  benefit.  1  -800-323-61 05  Ext.  639. 

For  more  complete  information,  including  management  fees  and  expenses,  call  for  a  current  pro- 
spectus Read  carefully  before  you  invest  or  send  money  Scudder  Fund  Distributors,  Inc.,  Underwriter. 

SCUDDER 
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Accelerators  48 

Acuson   242,  246 

Aetna  Life  &  Casualty    142,  238 

H.F.  Ahmanson   8 

Alcott  &.  Andrews  95 

Alexander  &  Alexander    228 

Allegheny  International   12 

Allied  Bancshares   34 

Alza  210 

Amax   68 

American  Biomatenals    160 

American  Cyanamid    85,  251 

American  Cyanamid  (La  Prairie)   192 

American  Express    18,  192,  204 

American  Legend  Association 

(Blackglama  Mink)    192 

American  Motors    12,  116 

American  State  Bank   34 

American  Water  Works   247 

AMG   206 

Ammirati  &  Puris    192 

Amoco   88 

AMR   228 

Analytic  Systems   37 

Arthur  Andersen   8,  54 

Apple  Computer   102 

Arkansas  Best   228 

Arvin  Industries   228 

ASA    184 

AT&T   :J.  251 

Avnet  236 

Avoca,  La.  bonds   42 

B  A  T  Industries  (Marshall  Field)   95 

Bank  of  New  York   42 

Bankers  Life  Nebraska    157 

Barmere  Kennels    160 

BASF  (American  Enka)  60 

Basix  208 

BBDO    196 

Bear,  Stearns   38 

Beker  Industries    42 

Bethlehem  Steel    230,  238 

Blandford  Press    19 

Blinder,  Robinson   8 

Blue  Cross/Blue  Shield    178 

Blunt  Ellis  &  Loewi    247 

Boehnnger-Ingelheim   210 

Bolivia  bonds   42 

Bond  Investors  Association   42 

Borg-Warner  230 

Bowery  Savings  Bank   8 

Brock  International   32 

Alex.  Brown  &  Sons   142 

Brunswick   131 

Burlington  Industries    60 

Leo  Burnett   192,  196 

Cadbury  Schweppes  Holdings 

(Rose  Holland  House)   192 

Cain  Chemical    230 

California  Biotechnology  210 

California  Cities  Financing    12 

California  Municipal  Bond  Advisor    12 

California  Teclinology'  Stock  Letter  242 

Canadian  Pacific   68 

Cannon  Group  230 

Capital  Cities/ ABC    196,  216 

Capital  Trust   32 

Carter  Hawley  Hale  Stores 

(Neiman-Marcus)  95 

CBS    12,  33 

CDA  Investment  Technologies   184 

Chase  Manhattan   27,  34,  208,  224 


Chemical  New  York   34 

Chevron    88,  224 

Chinese  railway  bonds  42 

Chris-Craft  Industries    131 

Christie's   212 

Chrysler    25,  206,  238,  246 

Ciba-Geigy  85,  210 

Cigna   142 

Citicorp   12,  27,  48 

Citicorp  (CIM  High  Yield 

Securities)   235 

Citicorp  (Diners  Club)    18,  88 

Cleveland  bonds   42 

CNA  Financial   228 

CNW  228 

Coleman   224 

Colt  Industries    168 

Cominco   68 

Commonwealth  Edison    184 

Compaq    236 

Conde  Nast   18 

Conde  Nast  (Vogue)  6 

Conrail   14 

Contel    192 

Continental  Corp   184 

Continental  Illinois   34 

Control  Data    225 

Cox  Enterprises   222 

Cuba  bonds  42 

Cullen-Frost  Bankers   34 

Custom  Databanks   212 

Czechoslovakia  bonds   42 

Daimler-Benz    116,  206 

Daiwa  International  Capital 

Management   236 

Davis,  Skaggs  246 

DDB  Needham  Worldwide   196 

DEC   236 

Deere  34 

Denver  Post   8 

Detroit  Edison   184 

De  war's   192 

Diagnostic  Products   242 

Diasonics   246 

Diceon  Electronics   236 

Digital  Equipment   225 

Director)'  of  Executive 

Recruiters  '.  212 

Disciplined  Investment  Advisors   184 

Walt  Disney  33 

Dixie  Yarns  60 

Dome  Petroleum   88 

Dominion  Bankshares   216 

Donzi  Marine    131 

Dow  Theory  Forecasts   242 

Dresdnerbank    116 

Drexel  Burnham  Lambert        38,  42,  112,  230 

Dreyfus   208 

Drug  Delivery  Systems   210 

Du  Pont    60,  251 

Duff  &  Phelps  230 

E.S.M.  Government  Securities    160 

Egan,  Marrin  &  Rubano  216 

Elliott  Wave  Theorist    12 

EMC  242 

Emerging  &  Special  Situations    242 

Ernst  &  Whinney   60,  142 

Esquire    192 

Excelsior  Income  Shares   235 

Exxon   88 

Farley  Industries  (BVD)   60 

Farley  Industries  (Fruit  of  the  Loom)   54 


Federal  Home  Loan  Mortgage    14 

Federal  National  Mortgage 

Association    14 

Federated  Department  Stores 

(Bloomingdale's)   95 

Ferrari   206 

Fidelity  (Magellan  Fund)    180 

Firestone  Tire  &  Rubber   160 

First  Australia  Prime  Income  Fund   235 

First  Boston  Income  Fund   235 

First  City  Bancorp   34 

First  Interstate   34 

First  National  Bank  of 

La  Grange  (111.)   48 

First  RepublicBank  34 

Fitch  Investors  Service  230 

FMC   230 

Ford  Models   192 

Ford  Motor   116,  206,  238,  246 

Fortune    192 

L.B.  Foster  38 

Fountain  Powerboats    131 

Fujikura    200 

Furukawa  Electric   200 

G-Tech  236 

Gap  24^ 

GE    33,  200 

Geer,  DuBois    192 

General  Dynamics    168 

General  Motors    33,  131,  206,  228 

Genmar  Industries    131 

Gillette    102 

Giralda  Kennels   160 

Glaxo  Holdings    85 

Goldman,  Sachs   54 

W.R.  Grace  200 

Guardian  Mutual    157 

Guilford  Mills   246 

Gulf  Oil   216 

Gulf  &  Western  (Simon  &  Schuster)    19 

Hackensack  Water   247 

Hanes   54,  60 

M  A.  Hanna   251 

Harman  International  Industries   246 

Hercules  Powder   251 

High  Tecimology  &  Other 

Growth  Stocks   242 

High  Tedmology  Investments   242 

Hindustan  Aeronautics   168 

Hitachi  Cable   200 

Hoare  Govett   216 

Hodge-Cronin  &  Associates   216 

Holly  Farm   200 

Homestake  Mming    68 

Honda  Motor   102,  131 

Hughes  Aircraft  48 

Vie  Hulbert  Financial  Digest   242 

E.F.  Hutton  Group    12 

Hyundai    131,  193 

IBM    48,  102,  242 

IG  Metall    116 

Illinois  Co  230 

Illva  Saronno    192 

Imperial  Russian  bonds   4l 

Incom  International   38 

Inference   204 

Ingredient  Technology    184j 

The  Insiders    18fl 

IntelhCorp   204 

International  Corona  Resources  68 

International  Playtex 

(Jhirmack  Enterprises)    192 
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New  York  City  bonds   42 

New  York  Institute  of  Finance   240 

New  York  Times  Magazine   192 

Tlx  New  Yorker    192 

Newsweek    192 

Nikko  Associates    236 

Nissan  236 

Nitto  Electric  Industrial    200 

Nomura  Capital   236 

North  American  Savings  &  Loan 

Association   32 

Northern  Trust   14 

Northwestern  Mutual   157 

NWA  228 

Ohio  Air  Quality  Development   42 

OTC  Insight   242 

Outboard  Marine   131 

Pacific  American  Income  Shares   235 

Packard  Motor   19 

Paddington   192 

PaineWebber  Group   34 

Panasonic   14 

Parkdale  Mills    6,  60 

PCS    178 

Peat  Marwick  Main    76 

Perm  Central  RR    14 

I.C.  Penney    95,  246 

People    192 

PepsiCo  33 

Perdue   200 

Pfizer  85 

Phelps  Dodge  238 

Philip  Morris   224 

Philips   12,  102 

Pic  'N'  Save    15 

Piedmont   222 

Piper  Aircraft    131,  223 

Porsche   206 

Price  Waterhouse   8 

Principal  Financial  Group    157 

Probus  Publishing   240 

Professional  Ini  estor  242 

Prudential  Insurance    142 

PS  Group  228 

Public  Service  Co 

of  New  Hampshire    42,  230 

Raychem  6,  200 

Reading  &  Bates  238 

Revlon  (Scoundrel)    192 

Reynolds  Metals  238 

Rio  Algom  Limited  (Lornex  Mining]   68 

RJR  Nabisco   33 

Rockwell  International   38 

Rocky  Mount  Undergarment    54 

Rolling  Stone   22 

Rolls-Royce   206 

Rykoff-Sexton   112 

Saatchi  &  Saatchi  DFS  Compton   196 

Safeway  Stores  230 

Salomon    88,  228 

Santa  Barbara  Bank  &  Trust   48 

Sanyo    102 

Sbarro  206 

Schering-Plough    85 

W.  Schlafhorst   60 

Scitex   22 

Seagram    192 

Seaman's  Furniture   246 

G.D.  Searle   210 

Sears,  Roebuck    34,  54,  95 

Sears,  Roebuck  (Dean  Witter  Reynolds]    13 

Seidman  Financial  Services    157 


Separation  &  Recovery  Systems   32 

Shearson  Lehman  Brothers   131 

Sheshunoff  34,  48 

Smith  Barney,  Harris  Upham    180 

Sony    12,  33,  102 

Sotheby's   212 

Southern    184 

Southland    131 

Southland  (7-Eleven)   223 

Squibb    85,  246 

Standard  &.  Poor's    230 

Standard  Oil  88 

Stone  &.  Youngberg    12 

R.L.  Stowe  Mills  60 

Kevin  Sullivan  Associates   216 

Sumitomo  Electric  Industries    200 

Sumitomo  Heavy  Industries  200 

Sun  Microsystems  236 

Sungard  Data  Systems   242 

Suzuki   193 

Symbol  Technology   236 

Symbolics   204 

Sysco    112 

Systems  Industries   225 

Siiddeutscbe  Zeitung   116 

Tandy  236 

Teck   68 

Teknowledge   204 

Telefunken   102 

Texas  American  Bancshares  34 

Texas  Utilities   184 

Time   192 

Time  Inc  (Money)  6 

Toyota   14,  131 

Transamenca  Income  Shares   235 

Travelers    142,  184,  238 

Tsuzuki  Spinning  60 

TWA    196 

U.S.  Steel   251 

Union  Carbide    184 

i  'nited  &  Babson  Investment  Report  242 

United  Water  Resources   247 

Units   95 

USA  Todax   13 

USAir  222 

USLife    184 

Value  Line    184,  242 

Varian  Associates   200 

Volkswagen    196 

Volkswagen  (Audi)    192 

Wal-Mart  Stores    54,  246 

Wall  Street  Journal    8,  37 

Walton  Monroe  Mills  (Avondale  Mills)  60 

Wang  Laboratories    14 

Warnaco  (C.F.  Hathaway)    192 

Washington  Public  Power 

Supply  System   42 

Wells  Fargo   34 

Wesray  |Avis|  88 

The  Western  Co  of  North  America    238 

Westinghouse   33 

John  Wiley  &  Sons   240 

Wiscassett  Mills   60 

William  K.  Woodruff  246 

World  Equity  Mint   32 

Xerox  230 

Yamaha  Motor    102,  131 

Yamaichi  Capital  Management    236 

Young  ik  Rubicam    196 

Arthur  Young    142 

Zenith  Electronics    228 

Zettler    1 16 
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].  Peter  Grace 

Chairman  &  CEO,  WR.  Grace  &  Co., 
Insight  reader 


Among  Insight  readers,  uncommon 
people  are  commonplace. 

Some,  like  Peter  Grace,  run  multi- 
billion  dollar  corporations.  Others 
influence  national  policy.  They  all  mak 
weighty  decisions  and  have  the  means 
to  carry  them  out. 

According  to  a  Simmons  survey, 
Insight  reaches  the  highest  concentra- 
tion of  affluent  readers  of  any  national 
newsweekly. 

And  it  doesn't  get  lost  in  the  in-box.  I 
gets  read.  Circulation  is  over  a  million. 
And  readership  is  nearly  four  times  thai 
high. 

Peter  Grace  says  this  about  Insight: 
"The  news  is  hardhitting.  It's  truthful. 
It's  not  baloney.  I  read  it  regularly  every 
time  it  comes  in,  right  off  the  bat." 

If  you  want  uncommon  results  from 
your  advertising,  ask  your  agency  abou 
Insight.  Or,  if  you're  with  an  agency, 
call  us. 

In  New  York,  our  representative  is  Jac 
Mandable  at  212/599-1730.  In  Chicago 
call  DickWeithas  at  312/346-8810.  In 
Detroit,  call  Jon  Stitle  at  313/651-2770. 
In  Los  Angeles,  call  Bill  Bauer  at 
213/820-1550.  And  in  Washington,  D.C 
call  Tim  Hutchens  at  202/636-8870. 


Insigh 

Talk  to  the 
powers  that  be 


The  common  mar 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

•ixty  years  ago  in  Forbes 

rom  tbe  issue  of  November  1,  1927) 

The  U.S.  Supreme  Court  having 
>und  ex-Secretary  of  the  Interior  Al- 
srt  B.  Fall  'a  faithless  public  officer' 
id  the  Teapot  Dome  naval  oil  re- 
;rve  lease  procured  by  fraud  and  cor- 
lption,  it  is  no  longer  possible  for  the 
iiblic  to  refuse  to  believe  that  the 
its  made  to  him  by  Harry  F.  Sinclair 
id  Edward  L.  Doheny  did  not  influ- 
lce  the  action  of  the  former  cabinet 
linister." 

Dividend  payments  indicate  that 
asiness,  on  the  whole,  has  been  satis- 
ctory  this  year.  Never  before  have  so 
tany  companies  taken  cheering  ae- 
on. During  the  first  three-quarters  of 
le  year  a  record-breaking  total  of  755 
ctra,  initial,  increased,  stock,  back 
id  resumed  dividends  have  been  an- 
aunced.  This  compares  with  699  last 
jar,  514  in  1925  and  41 7  in  1924." 


2,000,000  HORSES 

WERE  FOOLED 


rw  U.S.  Steel  head  James  A.  Farrell 
irted  as  a  laborer  in  a  wire  mill 


ifty  years  ago 

ton  tbe  issue  of  November  1,  1937) 

Fwo  or  three  years  ago  the  average 
xirly  earnings  in  a  typical  automo- 
le  plant  might  have  run  in  the 


! Alexander  winton  is  commonly 
credited  with  having  made  thj 
first  automobile  sale, 
the  car,  a  phaeton  costing 
v.ooo  was  sold  at  cleveland, 
where  2,000,000  norse-drawn 
vehicles  were  produced  an- 
nually, on  april  fool's  day. 

1896. 


neighborhood  of  65  to  70  cents.  Today 
most  plants  average  over  90  cents  per 
hour.  The  lowest-paid  workers  have 
jumped  from  somewhere  between  45 
cents  and  50  cents  to  more  than  80 
cents  per  hour." 

Twenty-five  years  ago 

(From  tbe  issue  of  November  1.  1962) 

"Against  a  background  of  a  stock  mar- 
ket that  continued  to  sink,  municipal 
bonds  last  month  hit  their  highest 
levels  in  six  years.  Demand  by  both 
individual  and  institutional  buyers  for 
these  tax-exempt  securities  has  cut 
the  floating  supply  (new  issues  plus 
secondary  market)  to  half  what  it  was 
before  the  May  debacle  in  stocks." 

"Monsanto,  under  Chairman  Charles 
A.  Thomas  and  President  Charles  H. 
Sommer,  is  one  of  the  few  major 
chemical  companies  (others:  Du  Pont, 
Hercules  Powder,  American  Cyana- 
mid)  with  a  fair  shot  at  record  earn- 
ings in  1962.  The  reason  is  its  boom- 
ing Chemstrand  subsidiary,  which 
provided  27%  of  the  company's  $784 
million  sales  for  the  first  nine  months 
and  loomed  even  larger  in  its  14.5% 
earnings  gain,  to  $2.05  per  share." 

"Senator  Stuart  Symington  (D-Mo.)  is 
a  redoubtable  figure  to  face  in  a  leg- 
islature hearing,  especially  if  he 
chances  to  be  unfriendly  to  a  wit- 
ness. .  .  .  Yet  Symington  met  his 
match  when  he  clashed  with  George 
Magoffin  Humphrey  this  August. 
Humphrey,  Eisenhower's  Secretary 
of  the  Treasury  and  master  builder 
of  Cleveland's  M.A.  Hanna  Co.,  was 
defending  the   profits   that  Hanna 


Mining  Co.  made  in  producing  nick- 
el for  the  government  stockpile.  In 
the  exchanges  between  the  two  men 
Humphrey  came  out  well  ahead.  Fi- 
nally, in  gaveling  Humphrey  to  si- 
lence before  he  had  completed  his 
testimony,  Symington  demeaned 
himself  in  Humphrey's  eyes  by  an 
irresponsible  use  of  power — the  one 
thing  that  Humphrey,  accustomed 
to  the  exercise  of  power  throughout 
most  of  his  business  life,  would  find 
unpardonable." 


Industrial  power  George  M.  Humphrey 


Ten  years  ago 

(From  tbe  issue  of  November  1,  1977) 

"A  Wall  Street  wit  compares  AT&T 
with  the  Roman  Catholic  Church  and 
Chairman  John  deButts  with  the 
Pope.  'You'll  never  see  the  current 
Pope  accepting  artificial  birth  con- 
trol,' he  says,  'and  you'll  never  get 
deButts  to  admit  that  AT&T  accepts 
the  idea  of  competition.  But  both  men 
know  what  the  score  really  is.'  " 

"What  do  a  taxi  driver  and  a  member 
of  the  New  York  Stock  Exchange  have 
in  common?  Answer:  Both  need  a  li- 
cense to  do  business.  But  at  the  mo- 
ment .  .  .  the  cabby  seems  to  have  the 
best  of  it.  A  membership  on  the  New 
York  Stock  Exchange  changed  hands 
last  month  for  $35,000  [and]  a  New 
York  taxicab  medallion  sold  to  an 
owner-driver  for  $50,000." 
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Conscience  is  the 
hag  that  rides 
my  dreams. 
John  Dryden 


If  one  considered  life 
as  a  simple  loan,  one 
would  perhaps  be 
less  exacting. 
Eugene  Delacroix 


Almost  all  our  faults  are 
more  pardonable  than  the 
methods  we  resort  to 
to  hide  them. 
La  Rochefoucauld 


There  are  certain  characters 
who,  unable  to  read  a  writ 
from  the  court  of  conscience 
and  reason,  must  be  served 
with  one  from  a  court — even 
though  it  be  inferior — whose 
language  they  understand. 
A.B.  Smith 


The  human  species,  according 
to  the  best  theory  I  can  form 
of  it,  is  composed  of  two  distinct 
races,  the  men  who  borrow 
and  the  men  who  lend. 
Charles  Lamb 


The  reverence  of  man's  self  is, 
next  to  religion,  the  chiefest 
bridle  of  all  vices. 
Francis  Bacon 


Some  people  use  one-half  their 
ingenuity  to  get  into  debt, 
and  the  other  half  to 
avoid  paying  it. 
George  Prentice 


Self-respect:  the  secure  feeling 
that  no  one,  as  yet, 
is  suspicious. 
H.L.  Mencken 


Debt  is  a  trap  which  man  sets 
and  baits  himself,  and  then 
deliberately  gets  into. 
Josh  Billings 


Thoughts 

on  the  Business  of  Life 


A  self -respecting  man  may  get 
into  debt,  but  he  will  go  to  bis 
creditor  and  state  bis  case  frankly, 
and  nine  times  out  of  ten  he  u  ill 
hat  v  no  trouble.  Slipping  out  a  back 
door  when  a  creditor  comes  in  at  the 
front  door  is  a  sure  sign  of  inner 
sneakiness  entirely  inconsistent  with 
self-respect.  A  self-respecting  person 
may  make  mistakes  that  will  cause 
superiors  to  be  angry,  but  he  faces 
the  music — his  self-respect  command* 
the  respect  of  others. 
B.C.  Forbes 


The  voice  of  conscience  is  so 
delicate  that  it  is  easy  to  stifle 
it;  but  it  is  also  clear  that 
it  is  impossible  to  mistake  it. 
Madame  de  Stael 


Pocket:  the  cradle  of  motive 
and  the  grave  of  conscience. 
Ambrose  Bierce 


A  habit  of  debt  is  very 
injurious  to  the  memory. 
Austin  O'Malley 


The  power  of  hiding  ourselves 
from  one  another  is  mercifully 
given,  for  men  are  wild  beasts, 
and  would  devour  one  another 
but  for  this  protection. 
Henry  Ward  Beecher 


A  burden  in  the  bush  is 
worth  two  in  your  hands. 
James  Thurber 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


The  fact  that  human  conscience 
remains  partially  infantile 
throughout  life  is  the 
core  of  human  tragedy. 
Erik  Erikson 


We  can  always  make  ourselves 
liked,  provided  we  act  likable, 
but  we  cannot  always  make 
ourselves  esteemed,  no  matter 
what  our  merits  are. 
Nicolas  Malebranche 


The  man  does  better  who 
runs  from  disaster  than 
he  who  is  caught  by  it. 
Homer 


Conscience  is  a  cur  that 
does  not  stop  us  from  passing 
but  that  we  cannot 
prevent  from  barking. 
Nicolas  Chamfort 


Man  is  still  a  savage  to 
the  extent  that  he  has  little 
respect  for  anything  that 
cannot  hurt  him. 
Ed  Howe 


A  Text . . . 

Ye  are  they  which  justify 
yourselves  before  men; 
but  God  knoweth  your 
hearts:  for  that  which  is 
highly  esteemed  among 
men  is  abomination  in  the 
sight  of  God. 
Luke  16:15 


Sent  in  by  Val  Azzoli,  Toronto,  Ont. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


If  it  isn't  the  sheriff,  it's 
the  finance  company.  I've  got 
more  attachments  on  me 
than  a  vacuum  cleaner. 
John  Barrymore 
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Picking  up  the  pieces 

Why  didn't  we  see  it  coming?  Just  as  millions  of  inves- 
tors are  asking  themselves  that  question,  so  are  we  at 
Forbes  wondering  why  we  weren't  louder  in  warning 
our  readers  that  the  market  was  getting  dicey.  Oh  yes, 
we  did  flash  danger  signals.  As  far  back  as  June  3,  1985 
Jean  A.  Briggs  and  William  Baldwin  reported  in  a  lead  article 
that  Ben  Graham-type  investors  were  increasingly  pulling  out 
of  the  market.  Our  cover  story  of  May  4 — the  Dow  industrials 
were  then  at  2300 — gave  tips  on  identifying  market  tops,  and 
reported  that  a  good  many  of  the  indicators  were  already 
screaming  for  caution.  In  our  annual  mutual  fund  issue  of  Sept. 
7  we  hammered  again  on  the  thesis  that  investors  should  shun 
hot  performers  and  look  for  funds  that  offered  strong  downside 
protection.  Finally,  in  a  long  and  significant  interview  in  our 
Oct.  19  issue,  we  quoted  the  views  of  investment  philosopher 
Philip  Fisher,  who  said  that  the  financial  scene  reminded  him 
uncomfortably  of  the  late  1920s. 

But,  still,  we  didn't  see  it  coming,  not  anywhere  near  the 
magnitude  of  800  points  on  the  Dow.  Looking  back,  I  am  afraid 
we  overlooked  the  dangers  inherent  in  the  growing  acceptance 
everywhere  of  the  greater  fool  theory — even  though  we  cited  it 
in  our  May  4  cover  story.  The  greater  fool  theory  says  that  it  is 
okay  to  overpay  for  stocks  because  an  even  greater  fool  will 
come  along  and  take  the  merchandise  off  your  hands  at  a  profit. 
It  was  said  in  the  media — ad  nauseam — that  the  Japanese  would 
bid  up  U.S.  stocks  maybe  even  to  3000  or  3500  on  the  Dow 
because  they  had  nothing  else  to  do  with  the  money.  They 
would  play  the  greater  fool. 
In  the  end,  the  American  investor  was  the  greater  fool. 
So  much  for  dissection.  In  this  issue  we  look  at  post-crash 
investment  strategies.  Columnist  Ashby  Bladen  (p.  317)  fore- 
sees worse  things  ahead.  Columnist  David  Dreman  (p.  314)  says 
that  program  trading  turned  a  150-point  drop  in  the  Dow  into  a 
500-point  collapse.  Columnist  Mark  Hulbert  (p.  320)  cites  some 
investment  letters  that  did  a  good  job.  Funds  looks  at  the  biggest 
mutual  funds  (p.  36)  and  tells  which  ones  came  through  in  best 
shape.  Streetwalker  surveys  his  somewhat  battered  recommen- 
dations and  says  which  ones  he  thinks  are  buys  now  (p.  322). 
There's  more. 

Is  there  life  after  the  stock  market?  Most  definitely.  And 
there's  a  good  deal  of  nonmarket  information  in  this  issue. 
Starting  on  page  146,  Richard  Behar  tells  the  shocking  story  of 
how  a  couple  of  feuding  blue  jeans  makers  may  have  corrupted 
the  IRS.  And,  as  we  do  every  year  at  this  time,  we  identify  the 
200  best  small  publicly  held  companies  in  the  U.S.  (p.  194). 


C-/  Editor 
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BENTLEY.  THE  CLOSEST 

A  CAR  CAN 
COME  TO  HAVING  WINGS. 


ThE  NAME  "BENTLEY"  AND  THE  BADGE  AND  RADIATOR  GRILLE  ARE  REGISTERED  TRADEMARKS  C  ROLLS-ROYCE  MOTOR  CARS,  INC.  1937 


It's  no  coincidence  that  the  Bentley  logo  sports  wings.  It's  been  an  appropriate 
symbol  of  Bentley  performance  throughout  65  years  of  automotive  history. 

In  the  20's  and  30's,  Bentley  was  a  frequent  visitor  to  the  winner's  circle  at 
Le  Mans  and  Brooklands.  Today's  version,  the  Bentley  8,  is  every  bit  as  triumphant. 

The  Bentley  8  engine  is  a  substantial  6.75  litres 
with  an  8-to-l  compression  ratio  and  electronically 
controlled  continuous  fuel  injection.  It  will  cer- 
tainly get  you  out  and  about. 

What's  most  astonishing  about  the  8,  how- 
ever, is  that  a  car  this  grand  and  glorious  can  be| 
so  nimble  and  quick.  You  don't  quite  expect  its 
hard,  firm  cornering  stance.  The  feel  of  the  ride 
defies  description,  particularly  at  high  speeds. 
Which  the  Bentley  8  is  very  wont  to  do. 

Of  course,  underlying  all  its  engineering  attributes 
is  Bentley's  historic  sense  of  elegance  and  restraint.  Bentley 
is  manufactured  by  Rolls-Royce.  Assurance  enough  that  the 
particulars  are  particularly  exemplary. 

The  Bentley  8,  at  $99,500?  is  for  people  who  want  something  on  a  higher 
plane  than  the  top-of-the-line  European  imports.  If  you're  interested  in  that 
pleasantly  lofty  position,  stop  into  a  Bentley  dealer  for  a  test  flight. 

"MANUFACTURER'S  SUGGESTED  RETAIL  PRICE-  TITLE. TAXES, TRANSPORTATION,  REGISTRATION,  ETC. .ADDITIONAL  BentlCy 


Follow-Through 


Calling  the 
rout 

May  4,  1987 


This  spring,  when  the  bull  market 
was  approaching  its  fifth  year  and 
the  Dow  Jones  industrials  had  already 
topped  2400,  Forbes  took  time  to  re- 
mind readers  of  a  truth:  "All  bull  mar- 


kets end." 

Did  we  say  when?  No.  Did  we  say 
how  badly?  Nope.  But  we  did  advise 
readers  to  take  some  profits  and  build 
cash  reserves  and  warned  that  some 
danger  signals  were  flashing. 

Various  signs  of  an  end  were  already 
in  sight.  Historically,  a  stagnating 
Dow  Jones  utility  average  has,  almost 
without  fail,  signaled  subsequent  tops 
in  the  more  closely  watched  industri- 
al average,  and  Forbes  noted  in  May 
that  the  utility  index  had  already  lost 
10%  of  its  value  since  January.  Mean- 
while, the  theory  that  the  market 
would  keep  rising  because  the  world 


was  flooded  with  uninvested  cash 
seeking  opportunities  seemed  to 
Forbes  nothing  more  than  a  new  in- 
carnation of  the  greater  fool  theory. 
That,  too,  concerned  us. 

Finally,  comments  from  notable 
Wall  Street  executives  that  new  mar- 
ket highs  seemed  attainable  sounded 
to  Forbes  all  too  similar  to  remarks 
made  before  the  market  fell  in  1973 
and  even  before  the  1929  crash:  The 
economy  is  sound,  earnings  are  rising, 
optimism  is  not  excessive,  etc.,  etc. 

Moral?  If  there  is  one,  it  is  simply 
this:  The  stock  market  is  like  a  famil- 
iar play;  in  succeeding  eras  different 
actors  play  the  top  roles,  and  the  scen- 
ery and  dialog  are  often  updated.  Yet 
the  plot  is  always  depressingly  the 
same. — Alyssa  A.  Lappen 


Fishy 
business 

Apr.  26,  1982 


New  York  City's  Fulton  Fish  Mar- 
ket five  years  ago  was  a  bustling 
center  through  which  passed  most  of 
the  fish  consumed  in  the  Northeast. 
But  Forbes  reported  that  the  150- 
year-old,  $300-million-a-year  market 
and  its  union — Local  359  of  the  Unit- 
ed Food  &  Commercial  Workers  In- 
ternational— were  controlled  by  the 


mob,  as  they  had  been  for  50  years.  A 
five-agency  investigation  had  put  two 
Mafiosi,  Peter  and  Carmine  Romano, 
in  jail  for  racketeering  and  extortion 
and  convicted  16  others.  But  Forbes 
learned  the  real  power  rested  with  the 
Bonanno  and  Genovese  families  and 
concluded  little  had  changed. 

Forbes  was  right.  The  only  appar- 
ent change  in  the  Fulton  Fish  Market 
in  the  last  five  years  has  been  that  the 
amount  of  fish  passing  through  it  has 
dropped  to  little  more  than  half  what 
it  was  in  1982  as  competition  in- 
creased. But  the  stakes  are  the  same, 
since  the  value  of  that  fish  is  still 
about  $300  million  a  year.  The  Justice 
Department  says  extortion,  theft, 
loansharking,  even  murder  continue. 

But  where  criminal  prosecution  has 


changed  nothing,  the  Justice  Depart- 
ment now  hopes  that  a  civil  suit 
might.  In  an  effort  to  end  the  Mafia 
rule  of  the  Fulton  Fish  Market  once 
and  for  all,  U.S.  Attorney  Rudolph 
Giuliani  has  asked  the  U.S.  District 
Court  to  appoint  an  administrator  to 
oversee  the  market's  operations  and  a 
trustee  to  run  the  union. 

Will  Giuliani's  tactic  work?  The 
government  has  never  before  tried  to 
put  an  entire  commercial  center  un- 
der court  supervision.  "We  don't  ex- 
pect that  this  will  go  very  smoothly," 
he  says.  "It  will  be  very  heavily  liti- 
gated, and  it  will  take  time."  Never- 
theless, if  the  process  works,  fish 
prices  all  over  the  Northeast  could  fall 
to  real  market  levels  for  the  first  time 
in  more  than  50  years. — A.A.L. 


A  trader 
runs  amok 

Sept.  21,  1987 


Here's  a  man  to  watch  and  a  com- 
pany to  watch,"  Forbes  said  of 
Ken  Lay  and  his  go-getting  Enron 
Corp.  Lay,  at  45,  has  created  in  Enron 
the  U.S.'  largest  natural  gas  pipeline 
system,  with  an  aggressive,  creative 
management  team — rare  in  the  sleepy 
pipeline  business.  Enron  is  poised  to 
profit  from  pipeline  deregulation.  De- 
spite the  gas  glut  and  intense  compe- 
tition, earnings  rose  14%  in  the  first 
half  of  1987,  to  $44  million,  or  99 
cents  a  share.  Lay  talks  of  Enron's 
earning  up  to  $7.70  a  share  by  1990. 
But  Enron  has  also  been  beset  by 


unusual  problems:  the  1985  national- 
ization of  its  Peruvian  assets,  which 
cost  $218  million  aftertax,  and  a  cost- 
ly raid  by  greenmailers  in  1986.  Now 
a  renegade  crude  oil  trader  has  cost 
Enron  $85  million.  That  will  wipe  out 
almost  all  its  expected  1987  earnings 
unless  Lay  can  sell  assets  or  make 
other  gains.  It  will  also  impair  efforts 
to  trim  Enron's  $3.5  billion  debt. 

Enron's  New  York-based  oil  trading 
operation,  created  in  1984  by  Lay's 
predecessor,  was  a  tiny  but  profitable 
part  of  Enron,  earning  $52  million 
over  its  life.  Enron  won't  name 
names,  but  the  renegade,  it  turns  out, 
was  Lou  Borget,  president  of  the  oper- 
ation, aided  by  a  financial  executive. 

Apparently  Borget  let  success  go  to 
his  head.  After  earning  $13  million  for 
Enron  through  June — and  a  large  bonus 
for  himself — "he  felt  so  confident,  he 
wanted  to  go  for  a  home  run, "  Lay  says. 
In  August  he  ignored  board-imposed 
trading  limits  and,  after  losing  a  huge 
sum  on  one  trade,  made  ever-bigger 


trades  in  an  effort  to  recoup.  Then  Lay 
heard  rumors  from  outsiders  and  sent 
in  independent  auditors. 

Why  wasn't  Borget  caught  sooner? 
He  and  his  helper  kept  two  sets  of 
books  and  sent  fake  daily  position  re- 
ports to  Enron's  home  office  in  Hous- 
ton. Lay  fired  the  pair  and  is  now 
closing  shop.  Enron  is  sorting  through 
the  mess  to  determine  whether  to  sue 
the  pair  for  damages  and  whether 
there  is  evidence  for  a  federal  criminal 
case.  (If  the  pair  diverted  funds  for 
personal  gain,  for  example,  it  would 
be  a  criminal  offense.) 

The  disaster  comes  at  a  time  when 
Enron'  is  making  extraordinary  prog- 
ress in  its  main  business:  Through  the 
first  nine  months  of  the  year,  its  natu- 
ral gas  deliveries  were  up  18%,  an 
amazing  feat  in  a  flat  gas  market.  "It's 
sad,"  says  Lay,  "when  our  other  6,998 
employees  are  working  so  hard." 

In  short,  Enron  still  stands  to  profit 
from  creative  management,  but  the 
profits  will  take  a  while. — Toni  Mack 
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Edited  by  Gretchen  Morgenson 


Winning  with  Wendy 

Funny  thing,  isn't  it,  how  many  peo- 
ple now  claim  they  anticipated  Black 
Monday  and  went  short  or  into  cash. 
Here,  though,  is  one  such  claim  we 
can  verify. 

Wendy  is  a  New  York  City  seer  who 
calls  herself  the  psychic's  psychic.  In 
her  January  predictions  Wendy  felt 
the  economy  held  great  promise  for 
the  start  of  the  year,  but  that  1987 
would  end  in  "bitter  disappointment. 
Throughout  the  year  there  will  be  the 
illusion  that  things  are  as  good  as  they 
seem."  Then  in  July  Wendy  emitted  a 
Dow  Jones  update,  in  which  she 
warned  of  "unexpected  and  severe 
drops  in  October,  especially  the  week 
of  the  18th." 

Wendy  dispenses  her  predictions  on 
a  Manhattan  cable  show  each  Thurs- 
day at  7  p.m.  and  Saturdays  at  12:30 
p.m.,  so  her  prescience  is  on  tape. 
How  does  she  divine  the  future?  "I 
close  my  eyes  and  things  come  to  me, 
like  how  the  market  seemed  to  be  an 
illusionary  thing." 

With  her  eyes  closed,  then,  Wendy 
looks  a  lot  smarter  than  all  those  eco- 
nomics professors  with  their  eyes 
wide  open  and  their  graduate  students 
slaving  away  at  computer  screens.  Ra- 


tional markets,  indeed. 

So  what's  Wendy's  view  now?  "I  see 
the  Dow  going  to  1 100,"  she  says. 

Jokes  among  the  ruins 

"Ivan  [Boesky]  was  lucky,"  moans 
one  battered  takeover  arb.  "At  least 
he  got  out  in  time." 

The  static  skyline 

The  woes  of  Wall  Street  are  sure  to 
shake  New  York  City's  real  estate 
business.  Between  the  market  selloff 
and  securities  firms'  layoffs,  big  and 
small  New  York  real  estate  deals  are 
now  being  reconsidered,  renegotiated. 
Those  developers  who  were  counting 
on  bull  market  wealth  to  bring  them 
big-spending  tenants  may  have  to 
dump  projects  or  at  least  lower  prices. 

Which  commercial  deals  are  vul- 
nerable now?  Anything  being  built  in 
Wall  Street,  first  off.  But  according  to 
Lloyd  Lynford,  president  of  Reis  Re- 
ports Inc.,  a  New  York  real  estate  re- 
search firm,  many  projects  pending  in 
Manhattan's  midtown  west  area  are 
also  threatened.  That  includes  the 
huge  Times  Square  redevelopment 
project  and  Mort  Zuckerman's  ambi- 
tious Coliseum  project. 

A  sick  securities  business  is  part  of 


Kitnck  Mi'DmihH'II 


the  problem.  Competition  is  another. 
A  few  years  ago  corporate  headquar- 
ters bailing  out  of  Manhattan  had  fair- 
ly limited  choices:  Westchester  and 
Fairfield  counties.  Now,  says  Lynford, 
the  competition  is  sizzling — New  Jer- 
sey has  ten  counties  competing,  and 
Long  Island's  Suffolk  County  has  got- 
ten in  on  the  act,  as  have  Brooklyn, 
Queens  and  Piano,  Tex.  Notes  Lyn- 
ford: "If  Manhattan  costs  $50  a  square 
foot,  Jersey  costs  $25.  In  the  wake  of 
Monday's  market  crash,  the  decision 
to  move  is  easier  to  make." 

Trumpeting  rings  false 

Donald  Trump  says  he  is  one  smart 
guy.  Not  only  does  he  know  how  to 
run  the  country  better  than  the  folks 
currently  in  charge  but  he  says  he  saw 
Black  Monday  coming.  The  day  after 
the  market  crash,  the  New  York  real 
estate  magnate  was  quoted  in  the  Wall 
Street  Journal  as  having  sold  all  of  his 
stock  just  prior  to  the  debacle. 

True,  Trump  sold  out  of  Allegis  and 
Holiday  in  time.  But  it  seems  Donald 
neglected  to  tell  the  Journal  that  he 
still  owned  585,000  Resorts  Interna- 
tional Class  B  shares  that  he  acquired 
in  March  for  $135  each.  With  Resorts 
trading  at  $102,  Trump  was  down  $19 
million  in  six  months. 

Undeterred,  Trump  offered  to  buy 
all  remaining  Resorts  B  shares  at  $135 
each  on  Oct.  27. 

Jackpot  hits  the  Big  Board 

It's  a  big  deal  for  an  over-the-counter 
stock  to  get  listed  on  the  Big  Board. 
Only  one  got  listed  on  Black  Monday. 
Appropriately,  it  was  a  gambling  com- 
pany named  Jackpot  Enterprises. 
Some  jackpot.  It  finished  its  first 
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day  of  trading  off  24%,  about  in  line 
with  the  rest  of  the  stocks  on  the  Big 
Board.  The  high  for  the  day  was  HVh, 
but  it  closed  at  9. 

Edelman's  flop 

What  forced  Asher  Edelman's  youn- 
ger brother  Jonathan  to  close  down  his 
Metropolitan  Securities  on  Oct.  20? 
According  to  traders  familiar  with  the 
firm,  Edelman  helped  seal  his  fate  by 
underestimating  the  bond  market  and 
overestimating  stocks.  In  mid-Octo- 
ber, for  instance,  he  sold  15,000  S&P 
100  October  puts  in  the  final  days 
before  their  Oct.  17  expiration.  It  was 
a  small  deal,  netting  him  $2,000.  But 
how  could  he  lose?  The  market  was 
rising,  and  so  the  puts  would  expire 
and  he  could  pocket  the  two  grand. 

When  the  market  tanked,  it  was  his 
obligation  to  buy  the  shares  that 
15,000  S&P  100  options  represent,  or 
try  to  reverse  his  position  by  buying 
back  his  options  at  $10  each — $15 
million  worth.  At  the  same  time,  he 
was  short  the  bond  market.  Facing 
rumored  losses  of  $50  million  to  $60 
million,  he  shut  down.  Moral:  Never, 
but  never,  risk  big  capital  for  small 
gains,  even  with  a  seeming  sure  thing. 

Short  success 

These  have  been  the  kinds  of  markets 
where — as  the  old  saying  goes — not 
even  liars  can  make  money.  We've 
heard  of  one  chap,  however,  who  did 
cash  in.  He's  Irving  Goldman,  a  New 
York  real  estate  investor  and  brother 
of  the  late  realty  billionaire  Sol  Gold- 
man. Sources  say  that  late  this  past 
summer  Irving  went  short  a  boatload 
of  S&P  futures.  He's  rumored  to  have 
made  upwards  of  $10  million  on  his 
futures  position.  Irving's  not  lying; 
he's  not  even  talking.  But  our  infor- 
mation is  highly  reliable. 


The  four  corner  office. 


It's  roomy.  It's  luxurious.  It's  Hartmann's  Executive  Case 
with  expandable  inside  flaps  and  pockets  to  hold  almost  any- 
thing you  can  take  with  you.  This  Hartmann  'office'  locks.  But 
sorry,  no  windows. 
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Takeover  woes 

Sir:  I  was  astonished  to  read  your  po- 
sition on  takeovers  (Fact  and  Comment 
II,  Oct.  19).  The  marketplace  that  is 
meaningful  to  the  economy  of  this 
country  is  hot  the  Wall  Street  casino 
but  rather  the  marketplace  of  goods 
and  services.  The  executives  I  know 
have  to  perform  in  the  real  market  or 
they  do  not  hold  their  positions  very 
long.  The  myth  of  entrenched  man- 
agement is  raider-speak,  perpetuated 
by  the  likes  of  T.  Boone  and  his  merry 
band  who  have  run  rampant  through 
the  industrial  field  of  private  enter- 
prise, leaving  footprints  in  the  soil 
from  which  nothing  grows. 
— Robert  E.  Mercer 
Chairman  of  the  Board, 
Goodyear  Tire  &  Rubber  Co. 
Akron,  Ohio 

Sir:  I  went  to  work  for  Allis-Chalmers 
in  1936.  It  had  taken  over  a  dozen  or 
more  companies  and  had  turned  its 
black  ink  to  red.  Now  Allis-Chalmers 
is  in  Chapter  11.  All  of  the  takeovers 
have  been  sold  off  for  cash.  The  deep 
pockets  that  engineered  a  score  of 
takeovers  foundered  along  with  the 
takeoverees. 

I'm  all  for  allowing  anyone  or  any 
company  to  pursue  its  own  business 
any  way  it  wants,  but  they  should  not 
be  able  to  substitute  buyout  for 
brains. 

— Walt  Buescher 
Pigeon  Forge,  Term. 


Splitting  shares 

Sir:  Your  article  ("A  random  walk 
through  Euclid,"  Sept.  21)  shows  that 
in  the  five  months  since  its  initial 
public  offering,  our  subsidiary,  Na- 
tional Heritage,  went  from  9.5  to  9.25 
per  share  for  a  reported  decline  of  al- 
most 3%.  Those  of  us  who  own  the 
stock  now  hold  50%  more  shares  as  a 
result  of  a  3-for-2  stock  split.  To  us 
this  feels  very  much  like  a  50%  gain. 
— Thomas  C.  Walker 
Executive  Vice  President, 
Southmark  Corp. 
Dallas,  Tex. 


No  tears  lost 

Sir:  Re  your  article  "Life  in  the  out- 
side lane"  (Oct.  5)  Golden  parachute, 
indeed.  I  cannot  understand  how  Mr. 
Shaver's  $200,000  a  year  through 


1990  (not  to  mention  the  hefty 
$200,000  stock  options)  will  not  suf- 
fice to  help  his  son  obtain  an  M.B.A., 
remodel  the  kitchen  and  pay  for  a 
vacation  in  the  Caribbean. 

Guarantee  me  a  quarter  of  that  sala- 
ry in  1988  and  I'll  show  anyone  how 
to  sail  the  Caribbean  for  a  year  and 
have  enough  left  to  remodel  the  kitch- 
en when  I'm  finished. 
—J.L  Gilbert 
Montpelier.  Vt. 

Sir:  For  thousands  whose  careers  in 
either  agriculture  or  petroleum  were 
permanently  terminated  or  forever  al- 
tered, it  will  be  most  difficult  to  relate 
to  Mr.  Shaver's  finding  his  way  on 
only  $200,000  per  year  through  1990. 

For  those  of  us  living  in  the  real 
world,  we  should  be  so  lucky. 
— William  E.  Simpson 
Kansas  City,  Mo. 


Mint  conditions 

Sir:  Re  your  editorial  about  the  de- 
structiveness  and  stupidity  of  protec- 
tionism (Fact  and  Comment  II,  Sept.  7). 
Even  the  Mint  has  become  embroiled 
in  the  protectionism  debate.  Legisla- 
tion has  been  proposed  that  "materi- 
als and  supplies  for  the  production  of 
coins  must  be  produced  or  manufac- 
tured in  the  U.S." 

This  clearly  demonstrates  why  the 
cost  of  government  continues  to  rise. 
— Donna  Pope 
Director, 
U.S.  Mint 
Washington,  D  C 


Nice  advice 

Sir:  Your  column  pointing  out  that 
bonds  can  be  recalled  for  redemption 
("Bad  calls, "Aug.  24)  was  similar  to  an 
article  you  wrote  over  two  years  ago.  I 
got  monthly  payments  from  a  trust 
that  was  relying  on  high-yielding 
bonds.  I  brought  your  concerns  to  the 
bank,  which  did  not  agree  with  your 
views.-  One  bond  after  another  was 
called,  and  the  payments  to  the  bene- 
ficiaries shrank  drastically. 

As  a  trustee  I  was  able  to  force  the 
bank  to  replace  the  income  lost 
through  their  negligence.  It  cost  them 
several  hundred  thousand  dollars  out 
of  court. 

— Frederick  J.  Ruegsegger 
Mount  Prospect,  111. 
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Our  business  accessories  are  made  of  exquisite 
materials  and  are  invaluable  on  your  way  up.  Not  just  because  they  fit 
into  any  space  But  because  they  fit  into  any  style  Success  you  can 

They  now  come  in  luxurious  leather,  too  carry  with  you  T' 


THE  PIERPO 


mil 


APPRECIATION 

FUND 


Consider  the  credentials 


A  challenge,  a  tip 

Sir:  Re  your  article  about  McKinsey 
&  Co.  ("We  don't  learn  from  our  cli- 
ents, we  learn  from  each  other,"  Oct. 
19).  I  challenge  the  title. 

Having  been  a  member  of  this  firm 
for  30  years,  I  can  assure  you  that  a 
substantial  part  of  my  knowledge  of 
the  field  has  been  acquired  from  the 
intensive  dialogue  we  have  with  our 
clients. 

McKinsey  &  Co.  owes  a  consider- 
able debt  to  its  clients  for  teaching 
us — as  students  of  management — 
how  the  art  is  practiced. 

— D.  Ronald  Daniel 
Managing  Partner, 
McKinsey  &  Co. 
New  York,  N.Y. 

Sir:  Funny  about  the  McKinsey  ad- 
vice that  consultants'  tie-bars  divert 
listeners'  attention.  My  attention  is 
always  drawn  to  the  ties  of  men  who 
don't  wear  clasps  or  tie  tacks. 

If  another  well-dressed  man's  tie  is 
knotted  out  to  a  gentlemanly  length 
and  hanging  free,  I  always  have  the 
distracted  feeling  that  he's  about  to 
get  it  in  the  gravy. 
— -Jerry  Dorbin 
Santa  Fe,  N.M. 


Nice  guy 

Sir:  Re  your  article  on  Grete  Schicke- 
danz  ("Queen  of  mail  order,"  Oct.  5). 
My  husband,  who  will  be  92  years  old 
this  month,  went  to  school  with  her 
husband,  the  late  Gustav  Schicke- 
danz.  He  was  a  wonderful  human  be- 
ing. In  November  1938  he  saved  my 
husband  from  being  sent  to  a  concen- 
tration camp. 
— Mrs.  Paul  Adelung 
Hollywood,  Fla. 


So  there 

Sir:  In  answer  to  your  comment  that 
Value  Line  rankings  become  worth- 
less after  the  third  day  ("Paying  the 
piper,"  Oct  19),  I  would  refer  you  to 
Value  Line's  frozen  record  (i.e.,  one- 
year  holding  periods):  +  2655%,  1965 
through  1987. 

It  would  appear  that  those  rank- 
ings have  staying  power  far  beyond 
three  days. 
— Samuel  Eisenstadt 
Director  of  Statistical  Research, 
Value  Line,  Inc. 
New  York,  N.Y. 


With  Morgan  Stanley  as  Sponsor  and 
Morgan  Guaranty  as  Investment  Advisor, 
The  Pierpont  Capital  Appreciation  Fund 
offers  a  welcome  alternative  for  the  dis- 
cerning investor. 

The  objective  of  The  Fund  is  long-term 
capital  appreciation.  It  is  designed  for  in- 
vestors who  seek  growth  but  not  current 
income  and  who  can  accept  the  market 
risk  of  investments  offering  opportunities 
for  long-term  growth. 

The  minimum  initial  investment  is 
$25,000,  except  for  shareholders  of  an- 


other Pierpont  Fund,  for  whom  it  is 
$10,000.  There  are  no  sales  charges. 

More  complete  information,  including 
management  fees  and  expenses,  is  con- 
tained in  the  prospectus,  which  you 
should  read  carefully  before  you  invest. 

To  obtain  a  copy,  along  with  current  in- 
vestment results,  please  call  one  of  our 
account  representatives  toll-free  at  (800) 
521-5412,  or  write  The  Pierpont  Funds, 
Morgan  Stanley  &  Co.  Incorporated, 
1221  Avenue  of  the  Americas  New  York, 
NY  10020. 


MORGAN  STANLEY 
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Wstrn^ouse? 

What  a  nourishing 
place  to  look  for 

business 
financing! 


If  you  thought  looking  into  Westinghouse 
still  meant  searching  for  a  midnight 
snack,  you  might  be  disappointed. 
Westinghouse  no  longer  makes  refriger- 
ators. But  we  can  be  a  very  nourishing 
source  for  business  capital. 

Westinghouse  Credit  is  a  prime 
mover  in  real  estate  financing.  A  crea- 
tor of  imaginative  packages  for  asset- 
based  lending,  leveraged  buyouts  and 
equipment  leasing.  An  innovator  in 
customizing  loans  for  hotels,  airlines, 
franchises— all  kinds  of  business  growth. 


That's  why  we're  one  of  America's 
fastest  growing  resources  for  business 
capital.  A  lender  with  so  many  satis- 
fied customers  that  over  $2  billion  of  our 
financing  last  year  was  repeat  business. 

Maybe  you,  too,  should  look  into 
Westinghouse  Credit. 

After  all,  every  growing  business 
needs  its  nourishment. 


Westinghouse  Credit 

Westinghouse  Credit  Corporation,  One  Oxford  Centre,  Pittsburgh.  PA  15219:  Commercial  and  Residential  Real  Estate  Financing. 
Corporate  Financing,  Acquisition  Financing,  Asset-Based  Lending,  Leasing,  and  Fixed  Asset  Financing 

You  can  be  sure. . .if  it's  Westinghouse  (w) 


0  WESTINGHOUSE  CftEDfT  CO«POft*T.ON 


With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


IT  TAKES  TWO  TO  SUMMIT 

and  Ronnie's  not  going  to  be  so  taken  by  Gorby  as  to  let  himself  be  waltzed  all  around  beforehand. 

AN  AMUSING  SIDELIGHT  OF  WALL  STREET'S  JUMP  OUT  THE  WINDOW 

is  the  number  of  day-after  geniuses  who  claim  to  have  been  out  of  the  market  days 
before  The  Day.  One  wonders  who  the  'ell  was  left  to  do  all  that  selling  on  Oct.  19. 

THE  CRUX  OF  IT 


The  direst  danger  from  the  stock  market's  devastating 
drops  is  recession — with  a  capital  R. 

To  the  degree  the  market  recovers,  fewer  people  and 
businesses  will  stamp  a  red  Full  Stop  on  planned  major 
expenditures.  Only  if  millions  freeze  in  terror  will  Reces- 
sion happen. 

It  isn't  happening.  In  fact,  a  couple  of  good  things  have 
resulted  from  this  incredible  Instant  Crash — 

A  prompt  decline  in  interest  rates  whose  climb  had 
been  gaining  momentum.  The  Fed's  morning-after  open- 


ing of  the  money  gate  was  in  time. 

And  there  was  a  lot  of  liquidity  out  there  for  the 
perceptive  to  buy  pieces  of  good  businesses  at  fire-sale 
prices.  Most  important  of  all,  the  specter  of  inflation — 
and  specter  it  was — that  has  been  spooking  so  many 
Powerfuls  in  D.C.  and  elsewhere  has  vanished  into  the 
thin  air  it  was  part  of. 

Of  course,  we're  not  out  of  the  woods,  in  the  clear,  all 
signals  Go. 

But  when  has  that  ever  been  the  case? 


ONE  WAY  TO  KEEP  PERSPECTIVE  ON  WHAT'S  BEEN  HAPPENING 


is  to  remember  that  the  Dow  Jones  at  the  end  of  Black 
Monday  was  almost  where  it  was  just  a  little  over  a  year 
ago— Oct.  19,  1987,  1738.74;  Sept.  12,  1986,  1758.72. 

A  year  ago  did  you  feel  constricted,  panicked,  chilled, 
apprehensive? 

Didn't  you,  too,  frequently  express  concern  in  the  past 


13  months  that  the  market  couldn't  keep  going  nowhere 
but  up,  no  matter  what  the  news  was? 

Now  you  have  one  less  worry — you  don't  have  to  worry 
any  more  that  the  market  will  take  a  tumble. 

All  you  need  to  do  now  is  get  back  to  feeling  as  you  did  13 
months  ago — when  the  market  was  lower  than  it  is  now. 


A  DAY  WE'RE  APT  TO  REMEMBER  THE  REST  OF  OUR  DAYS 


It  has  been  a  rapidly  dwindling  number  of  us  who  have 
firsthand  memories  of  the  harrowing  Great  Depression 
years  of  the  1930s  that  were  heralded  by  Black  Friday's 
great  stock  market  crash  of  1929.  How  often  in  recent 
years  have  commentating  survivors  of  those  days  wagged 
warning  words  at  today's  oft-ingenuous  stock  market 
makers  for  not  being  inhibited  by  memories  of  or  even  by 
apparent  awareness  of  the  economic  havoc  wrought  58 


years  ago.  Unfortunately,  today  there  is  not  a  soul  left  in  a 
blissful  state — unawareness  of  what  a  crash  is. 

Everyone  alive  half  a  century  from  now  will  be  telling 
the  tale  of  Black  Monday,  Oct.  19,  1987,  to  the  exuber- 
antly confident  market  makers  and  shakers  of  the  2030s 
and  2040s. 

I'm  sorry  our  once  small  "I-lived-through-the-worst- 
day-on-Wall-Street"  group  is  now  so  inclusive. 
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A  FEW  ON  THE  BALL 
FINANCIAL  HOUSES 

within  hours  were  out  with 
boldly  sense-making,  superbly 
timed  pronouncements. 

They  accomplished  '  their 
mission,  staying  some  hands 
and  holding  others. 

Among  the  best,  this  by 
Merrill  Lynch. 

GLASNOST  COMES  TO 

Most  everyone  everywhere  gets  a  charge  out  of  some- 
one's doing  something  challenging  that's  not  been  done 
before.  For  a  long  time,  a  few  hardy  souls  have  sought  to 
make  the  freezing  swim  from  the  United  States  to  Russia. 
Until  glasnost  thawed  the  Bering  Strait,  the  Soviet  nyet 
prevented  any  attempt. 

EDUCATION:  WHY  B.S, 

Because  a  bachelor  of  arts  university  degree  didn't  quali- 
fy for  any  specific  career,  it  was  generally  regarded  as  a 
lesser  thing  by  those  grinding  away  for  their  bachelor  of 
science  parchment. 

Though  it  was  half  a  century  ago,  I  remember  we  who 
were  not  aspiring  engineers  used  to  commiserate  with 
those  who  were  because  of  the  far  longer  classroom  and 
laboratory  hours  they  had  to  put  in.  We  did  kid  them  a  bit 
about  the  unrounding  of  their  education.  Our  own  imme- 
diate worries  as  arts  bachelors  were  not  about  the  breadth 
of  our  own  education,  but  more  about  the  difficulties  of 
reconciling  an  evening's  beers  with  the  next  morning's 
classes,  lectures  and  papers  due. 

It  was  principally  to  needle  the  longer-houring  engineer- 
ing aspirants  that  liberal  arters  would  "worry"  out  loud 
about  what  B.S.ers  were  missing. 

But  lo  and  behold — MIT  announced  this  year,  that  it  is 
going  to  go  all  out  to  be  sure  that  its  undergraduate  slide- 


After  October  19:  A  perspective. 


t  m  i  V  lober  I'*  investor  un*  ertainty  abruptly  turned  mlo 
an  unpret  edentod  market  decline  In  (jne  day  the  L)c;w 
tones  Industrial  Average  lell  12X  percent 

Hut  Hie  selling  was  not  caused  by  any  particular  bad 
news  and  there  is  no  evidence  that  it  was  justilied  by  the 
lundaiiif  fital  values  ol  the  stoi  ks  t*-mg  vjld 

Buy,  sell,  hold? 

The  worsl  ihing  to  do  right  nirw  wcxild  be  to  sell  at 
distressed  prices 

It's  c  rue  ial  at  this  point  to  get  y>ur  bearings  in  this 
totally  new  environment  and  dec  ide  upon  a  ratK>naJ  and 
prudent  i  ourse  ol  action 

Without  minimizing  the  seriousness  of  a  market 
decline  ol  sixne  40"  percent  since  its  high  last  August  it  is 
also  iorre<  t  lo  say  that  lor  investors  who  remain  steady 
und'-r  lire  this  new  markel  is  studded  wiih  values  But 
Ihem  outjK^kes  sense  t 


panied  by  socne  strengthening  m  Ihe  fjond  rnarket 
We  leel  that  k*ng-|prtn  Treasury  bonds  <  urrently 

yielding  in  the  neighborhood  ol  III  per<  enl  oiler  a  very 

satisfying  n-turn  wilh  relatively  little  risk 

Partly  bee  ause  ol  ihe  stock  markel  dct  lint-  the  KederaJ 

Reserve  Board  is  no  longer  so  likely  to  pursue  a  lighter 

monetary  ujurse  which  would  lend  In  push  interest  rates 

upward 

The  Industrial  Renaissance. 

in  ihe  stock  market  the  quest  lor  valif  stiould  locus  on 
Ihe  major  kxtg-lenu  n-surgem  C  ol  the  industrial  sec  tor  ol 
the  economy  ror  investors  who  want  to  make  a  move 
rKrw,and  who  havt-  tlw  patietxe  to  hold  on  through 
sfMjrl  term  volahlitv  we  are  re<  umn tending  a  small  gmup 
of  <  omparues  in  titr  heavy  industrial  and  closely- related 
tliat  we  f>elieve  have  tlw  pott 
overy  \t±ii)£jtl*mkjnarket 


Merrill  Lynch 


THE  BERING  STRAIT 

Recently,  a  30-year-old  California  swimmer,  Lynne  Cox, 
got  cleared  to  try  and,  in  two  hours,  completed  the  six- 
mile  icy  swim. 

We  can  all  take  heart  that  there  are  those  of  strong  heart 
who  make  and  meet  these  challenges.  They  may  not  seem 
to  matter  that  much,  but,  you  know,  they  do. 

ers  WORK  FOR  B.A.s 

rulers  spend  far  more  hours  studying  the  arts,  human- 
ities and  social  sciences. 

"  'Too  many  MIT  graduates  end  up  working  for  too 
many  Princeton  and  Harvard  graduates,'  said  Ann  F. 
Friedlaender,  dean  of  MIT's  School  of  Humanities  and 
Social  Science." 

"  'A  professional  engineer  can  no  longer  be  narrowly 
focused  on  technical  interest,'  said  Paul  E.  Gray,  MIT 
president.  'He  lives  and  operates  in  a  social  system,  and 
he  needs  to  understand  cultural  and  human  values. 
Humanities  courses  cannot  be  viewed  merely  as  frosting 
on  the  cake.'  " 

B.A.s  felt  truly  sorry  for  B.S.ers  who  couldn't  b.s.  their 
way  if  they  hadn't  done  the  lab  work,  read  the  book  or 
made  the  calculations.  It's  nice  to  know  that  undergradu- 
ates at  the  Massachusetts  Institute  of  Technology  will 
have  more  of  an  opportunity  to  develop  the  same  snow- 
jobbing  skills. 


EVERY  ONCE  IN  A  WHILE  WE'RE  REMINDED  AFRESH 


how,  with  refreshing  brevity  and  clarity,  Ben  Franklin's 
Poor  Richard  tossed  out  one  truth  after  another. 

These  samplings  are  from  Ben's  The  Way  to  Wealth, 
attractively  reprinted  in  a  wee  volume  by  Boston's 
Applewood  Books: 

"  'Friends,'  says  Poor  Richard,  'the  taxes  are,  indeed, 
very  heavy;  and,  if  those  laid  on  by  the  government  were 
the  only  ones  we  had  to  pay,  we  might  more  easily 
discharge  them;  but  we  have  many  others,  and  much 
more  grievous  to  some  of  us.  We  are  taxed  twice  as 
much  by  our  idleness,  three  times  as  much  by  our  price, 


and  four  times  as  much  by  our  folly;  and  from  these 
taxes  the  commissioners  cannot  ease  or  deliver  us,  by 
allowing  an  abatement.'  '•' 

"Sloth,  like  rust,  consumes  faster  than  labour  wears, 
while  the  used  key  is  always  bright." 

"Diligence  is  the  mother  of  good  luck." 

"If  you  would  know  the  value  of  money,  go  and  try  to 
borrow  some." 

"Creditors  have  better  memories  than  debtors." 

Laments  poor  Malcolm,  why  is  it  that  such  sage  advice 
is  always  more  inspiring  to  read  than  to  follow? 
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ONE  GOOD  FUN  ASPECT  OF  WRITING  A  BOOK 


in  addition  to  the  unmatchable  joy  of  getting  it  published,  is 
dedicating  it.  To  dedicate  a  book  to  someone  is  usually 
considered  a  unique  compliment.  With  dedications,  as  with 
sinking  ships,  wives  and  children  come  first.  Parents 
abound.  Dogs  and  secretaries  and  pets  (often  different)  are 
close  runners-up.  In  a  delightful  article  on  the  subject  by 
Fran  Schumer  in  theNew  York.  Times  Book  Review,  she  writes: 

"The  standard  dedication  in  an  academic's  book  is 
something  like  'To  my  wife,  who  really  should  have  been 
listed  as  coauthor.'  Needless  to  say,  she  never  is. 

"To  solve  the  problem  of  the  divorced  dedicatee,  Andre 
Schiffrin,  managing  director  of  Pantheon  Books,  advises 
authors  to  dedicate  simply  'to  the  woman  (or  man)  I  love.' 

"Probably  the  best  and  most  famous  parental  poke  is 
P.G.  Wodehouse's  dedication  in  The  Heart  of  a  Goof:  'To  my 
daughter  Leonora  without  whose  never-failing  sympathy 


and  encouragement  this  book  would  have  been  finished  in 
half  the  time.'  " 

To  insure  that  at  least  a  few  people  would  buy  the  first 
edition  of  The  Sayings  of  Chairman  Malcolm,  I  dedicated  it  to 
2,130  people  whom  I  more  or  less  (mostly  less)  knew.  The 
dedication  ran  12V2  pages.  Before  publication,  each  one 
received  a  letter  saying  the  book  was  being  dedicated  to 
him  or  her,  without  mentioning  the  other  hundreds.  An 
order  blank  was  enclosed  and,  fortunately,  quite  a  few 
bought. 

Maybe  a  Scotsman  can  be  forgiven  for  using  the  dedica- 
tion as  one  means  of  selling  some  books? 

The  most  embracing  dedication  I  am  familiar  with  is 
Bruce  Feirstein's  hilarious,  hot-selling  paperback,  Nice  Guys 
Sleep  Alone:  "Dedicated  to  anyone  who's  ever  heard  the  three 
worst  words  in  the  English  language:  'Let's  be  friends.'  " 


SOME  MIS  SPEAKS  BY  SPOKESMEN  OF  THE  LORD 


Sentences,  as  they  sometimes  come  out  from  the  type- 
writers of  those  in  the  service  of  the  church,  read  as  though 
the  devil  had  done  them.  To  wit,  these,  which  actually 
appeared  in  church  bulletins: 

"This  afternoon  there  will  be  a  meeting  in  the  South  and 
North  ends  of  the  church.  Children  will  be  baptised  at 
both  ends." 

"Wednesday,  the  ladies  Literary  Society  will  meet.  Mrs. 
Johnson  will  sing,  'Put  Me  In  My  Little  Bed'  accompanied 
by  the  pastor." 

"Thursday  at  5  p.m.  there  will  be  a  meeting  of  the  Little 

THE  HARDEST  THING  TO  DO 

is  to  listen. 


Mothers  Club.  All  wishing  to  become  Little  Mothers  will 
please  meet  with  the  minister  in  his  study." 

"The  service  will  close  with  'Little  Drops  of  Water.'  One 
of  the  ladies  will  start  quietly  and  the  rest  of  the  congrega- 
tion will  join  in." 

"The  ladies  of  the  church  have  cast  off  clothing  of  every 
kind  and  they  may  be  seen  in  the  church  basement  on 
Friday  afternoon." 

"On  Sunday,  a  special  collection  will  be  taken  to  defray 
the  expenses  of  the  new  carpet.  All  wishing  to  do  something 
on  the  carpet,  please  come  forward  and  get  a  piece  of  paper. " 

DOING  NOTHING 

sometimes  is  the  right  thing  to  do. 


BOOKS 


The  Paper  Sword  of  Bill  Rent 
schler — by  William  H.  Rentschler 
(Chicago  Review  Press,  Inc.,  $14.95). 
3w  The  feisty,  entrepreneuring  propri- 
etor of  nine  Chicagoland  weeklies 
pours  his  able  all  into  his  columns. 
While  the  march  of  time  dates  most 
of  the  punditry  that  deals  with  the 
passing  parade  of  events  and  people,  an  unusual  number 
of  these  oft-biting  writings  are  so  Right  On  they  stand 
out  and  up  as  much  today  as  the  day  they  appeared. 

Excerpts:  Thursday,  Oct.  18,  1984: 1  got  carried  away  at  a 
Better  Boys  Foundation  charity  auction  and  found  myself 
the  possessor  of  four  tickets  to  a  Michael  Jackson  concert. 
Michael  in  glittering  field  marshal  iacket,  tight  black 
pants,  spats,  and,  oddly,  black  loafers,  exhibiting  a  form  of 
turbulent  kinetic  energy,  his  features  smooth  and  almost 
girlish.  With  rare  force,  he  belts  out  a  song.  The  uncompro- 


mising light  bathes  a  face  that  is  unmarked,  childlike. 
Laser  shafts  of  fuchsia,  turquoise,  gold  and  aqua  radiate 
out  from  the  stage  and  dance  across  the  Comiskey  stands 
and  light  towers.  This  is  an  irrepressible  showman.  We  are 
transported  into  a  surrealistic  otherworld.  .  .  .  We've  wit- 
nessed a  glittery  tableau,  a  fleeting  page  from  a  history  of 
ourtimes.  I'mglad.  It  has  added  one  more  facet  to  our  lives. 

•  America  on  Display — by  Joyce  Jur- 
novy  and  David  Jenness  (Facts  on  File 
Publications,  $24.95).  America's 
mega-museums  are  meccas  for  mil- 
lions, but  here  is  a  guide  to  more  than 
200  other  unusual  museums  (includ- 
ing the  Forbes  Galleries)  that  are 
unique  and  often  totally  fascinating. 
For  those  tripping  on  this  continent,  this  sprightfully 
written  and  illustrated  book  is  a  map  to  unknown  trea- 
sures you  would  otherwise  pass  by. 
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For  those  who 
appreciate  luxury 
and  performance. 
No  matter  how  little 
it  costs. 


For  those  of  you  with  a  true  passion  for  driving, 
Mitsubishi  introduces  the  new  Galant  2.  The 
Greek  letter  "2"  is  Sigma,  meaning  "summation." 
An  entirely  appropriate  name  for  a  car  that  totally 
integrates  superb  style  with  superior  performanc 
and  technology. 

Beneath  its  elegant,  aerodynamic  exterior  you' 
find  a  wealth  of  features  including  automatic  cli- 
mate control,  theft  deterrent  system  and  the  luxur 
of  available  leather  seating. 

But  don't  be 
fooled  by  its  refined 
good  looks.  Once 
behind  the  wheel, 
you'll  discover  the 


aration  of  a  new  3-liter  SOHC  fuel-injected 
engine. 

id  to  put  you  in  effortless  command  of  every 
twist  and  turn,  the  new  Galant  2  offers 
the  remarkable  handling  of  an 
available  ECS™ electronically- 
controlled  suspension  and  the 
unmatched  assurance  of  ABS 
anti-lock  braking. 
Controlled  by  a  micropro- 
cessor, ABS  sensors  on  each 
wheel  monitor  your  braking.  They 
automatically  modulate  the  pressure 
on  the  disc  calipers  to  prevent  lock-up 
help  keep  you  in  complete  control,  whatever 


the  driving  conditions. 

Yet,  despite  all  its  sophistication  and  style,  this 
high  performance  sedan  is  available  for  well 
under  $20,000* 

Which  means  that  the  new  Galant  2  offers  you 
all  you've  come  to  expect  in  an  imported  luxury 
sedan  and  one  thing  you  don't. 

An  affordable  price. 

CALL  1-800-447-4700  FOR  YOUR  NEAREST  DEALER 

•BASED  ON  MANUFACTURERS  SUGGESTED  RETAIL  PRICE  ACTUAL  PRICE  SET  BY  DEALERS  TAX.  LICENSE 
FREIGHT  DEALER  OPTIONS  AND  CHARGES  EXTRA 


Mitsubishi. 

Suddenly,  the  obvious  choice.1 


MITSUBISHI 

MOTORS 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  'this  editors  mind.  -MSF 


Market  Advice 

"I've  got  one  piece  of  advice  for 
you,  Dad.  [In  talking  to  the  press]  try 
not  to  say  anything  stupid  about  the 
stock  market." 

— Professor  Robert  Solow, 
Nobel  Prize  winner  in  economics, 
on  the  McNeil/Lehrer  Newshour, 
repeating  comment  from  his  econo- 
mist son  congratulating  him. 

U.S.  Loners 

John  Chrystal,  chairman  and  CEO 
of  Iowa's  Bankers  Trust  Co.,  after  a 
trip  to  the  U.S.S.R.  this  summer:  "I 
think  that  Gorbachev's  agriculture 
initiatives  offer  tremendous  opportu- 
nities long  term  to  sell  American  agri- 
culture— technology,  machinery,  oth- 
er products.  I  worry  that  we'll  miss 
the  chance.  We're  not  natural  joint- 
venture  people.  I  can  tell  you — the 
place  is  crawling  with  representatives 
from  Western  Europe.  And  their  tech- 
nology isn't  as  good  as  ours. 

"We  ought  to  make  trade  easier 
than  it  is.  They  offer  market  opportu- 
nities too  big  to  overlook." 

— Dick  Seim,  Farm  Journal 

Accidental  Differences 

In  their  heyday,  Goldwater  and 
Nelson  Rockefeller  were  viewed  by 
public  and  media  alike  as  bitter  philo- 
sophical adversaries,  the  Arizona  sen- 
ator a  passionate  advocate  of  right- 


o 

3)  '  - 
u  ', ; 


"Disgusting/  ...Its  just  a  sort  of 
heavy  buffing  and  puffing. " 


wing  dogma,  the  New  Yorker  a  flam- 
ing eastern  liberal. 

"Not  at  all,"  Goldwater  once  told 
me.  "Our  differences  were  probably 
not  much  more  than  an  accident  of 
birth,  of  environment,  where  we  grew 
up  and  lived.  If  Nelson  had  my  Arizo- 
na upbringing,  and  I'd  been  raised  by 
nannies  on  Park  Avenue  or  one  of 
those  fancy  estates,"  he  mused, 
"things  might  have  been  a  whole  lot 
different."  Then,  as  an  afterthought, 
"Did  you  know  my  mother  was  the 
first  Registered  Nurse  in  the  State  of 
Arizona,  and  she  died  at  97  from  too 
much  Bourbon?" 

— The  Paper  Sword, 
by  William  Rentschler 

Tax  Collector 

A  corporation,  of  course,  pays  no 
taxes.  It  only  collects  them  for  the 
government  and  passes  on  the  ex- 
pense to  the  consumer. 

— Victor  Alin, 

News  of  Delaware  County 

Great  Rebuttal 

fust  recently  Mrs.  Reagan,  who  is 
widely  credited  for  pushing  Reagan 
toward  making  an  arms  control  deal 
with  the  Soviet  Union,  was  asked 
whether  she  had  anything  to  do  with 
the  selection  of  Robert  Bork  for  the 
Supreme  Court.  "No.  I'm  too  busy 
with  arms  control,"  she  quipped. 

— Niles  Lathem,  New  York  Post 

Patent  Rout 

U.S.  residents  were  granted  38,124 
patents  last  year,  about  54%  of  the 
total,  while  foreigners  from  100 
countries  accounted  for  nearly 
33,000  of  the  patents  granted  by  the 
U.S.  government.  The  Patent  Com- 
missioner, Donald  J.  Quigg,  said  the 
heavy  demand  by  foreigners  for  pat- 
ents was  a  disturbing  trend.  To 
counter  this  trend,  Mr.  Quigg  said 
more  attention  should  be  focused  on 
education. 

He  said  the  Patent  Office  had  begun 
"Project  XL,"  aimed  at  fostering  ana- 
lytical thinking  in  classrooms. 

"Our  nation's  schools  are  filled  with 
potential  Edisons  and  Marconis,"  he 
said,  but  "the  education  that  U.S. 
schoolchildren  receive  has  not  mea- 
sured up  compared  to  that  of  the  chil- 


dren in  other  countries.  We  are  partic- 
ularly weak  in  science  and  in  math." 

— New  York  Times 

Get  the  Picture 

Caught  at  a  stoplight  near  Second 
Ave.,  the  (A. P.]  photographer  pointed 
out  a  spot  on  the  pavement  just  out- 
side Sparks  Steak  House  and  said, 
"That's  where  Big  Paul  Castellano  got 
his,  and  I  made  three  thousand  bucks 
in  three  minutes.  Biggest  break  of  my 
life.  I  was  just  walking  along  around 
here  when  I  heard  shots.  I  knew  him 
from  covering  the  Mafia  trials.  He's 
just  lying  there  and  I'm  snapping  away, 
thinking,  Hey,  money  in  the  bank!  I'm 
going,  'Hey,  Big  Paul,  don 't  move!  fust 
keep  doing  what  you're  doing!'  " 

— New  Yorker 


If  you  want  to  know  what 
a  man  is  really  like, 
take  notice  how  he  acts 
when  he  loses  money. 

— New  England  proverb. 
The  World  According  to  Warbucks, 
compiled  by  Bruce  Smith 


Of  Course 

"I  don't  know  how  ballplayers  do  it. 
One  minute,  it's  'Yea,  yea,  we  love 
you!'  and  then  they  strike  out  and  it's 
'You  bum!'.  .  .  I  was  always  in  the 
position — I  was  born  into  it — where  if  I 
was  good,  people  said,  'Of  course.'  If  I 
wasn't  good,  people  said,  'Of  course. '  If 
I'm  healthy  and  working,  they  say, 
'Well,  of  course.'  If  I  die  tomorrow, 
they'd  say,  'Well,  of  course.'  " 

— Liza  Minnelli,  Vanity  Fair 

Trivia 

You  should  treat  all  disasters  as  if 
they  were  trivialities  but  never  treat  a 
triviality  as  if  it  were  a  disaster. 

— Quentin  Crisp,  People 

Low-Speed  Twenties? 

The  Carters'  favorite  Georgia 
mountain  philosopher,  Jimmy  Town- 
send,  is  given  to  such  aphorisms  as, 
"Marriage  teaches  you  loyalty,  for- 
bearance, self-restraint,  meekness, 
and  a  great  many  other  things  you 
wouldn't  need  if  you  had  stayed  sin- 
gle." Or,  "Anybody  who  can  still  do  at 
60  what  he  was  doing  at  20,  wasn't 
doing  much  at  20." 

— New  York  Times  Book  Review  of 
Everything  to  Gain, 
by  Jimmy  and  Rosalynn  Carter 
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Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


1929?  OR  1962? 

Why  did  we  have  the  October  stock  market  crash? 

What  can  we  do  to  avoid  a  repeat  of  the  Great  Depression? 

The  U.S.  economy  today  is  indeed  fundamentally 
sound — just  as  it  was  in  1929.  The  stock  market, 
however,  is  concerned  not  so  much  with  past  and 
present  conditions,-  but  rather  it  always  tries  to  antici- 
pate the  future.  In  both  instances,  equities  slumped 
because  of  fundamental  threats  to  the  prosperity  of  the 
nation.  In  the  early  1930s,  those  threats  became  a  reality. 

With   history   as    its  guide, 


Washington  can  avoid  repeating 
those  catastrophic  mistakes. 

What  brought  on  Wall  Street's 
1929  debacle  was  the  sudden 
realization  in  September  that 
Congress  might  well  pass  the 
sweepingly  protectionist  Smoot- 
Hawley  trade  bill.*  The  markets 
instinctively  realized  this  legis- 
lation would  destroy  the  world 
trading  system  and  bring  in  its 
wake  a  serious  economic  contraction  here  and  abroad. 

That  November,  however,  the  congressional  free  trade 
coalition  regained  the  upper  hand.  As  the  prospects  for 
Smoot-Hawley  dimmed,  stocks  rallied  vigorously.  By  the 
spring  of  1930,  equity  averages  had  reached  the  levels  of 
the  year  before.  But  Smoot-Hawley  reared  its  ugly  head 
again;  this  time,  the  free  trade  opposition  fell  apart,  and 
the  bill  was  passed.  In  one  of  history's  supreme,  tragic 
ironies,  Hoover  reluctantly  signed  the  bill,  in  part  to 
reassure  the  markets  by  taking  a  bold  step. 

The  real  stock  market  crash  began  in  earnest;  equities 
subsequently  lost  almost  85%  of  their  nominal  value.  A 
world  trade  war  was  under  way,  followed  by  the  collapse  of 
the  international  money  system. 

Eighteen  months  later,  to  compound  the  Smoot-Haw- 
ley folly,  Hoover  proposed,  and  Congress  subsequently 
passed,  a  significant  tax  increase.  Washington's  rationale? 
To  reassure  the  financial  markets  that  something  was 

'The  pioneering,  and  still  the  best,  account  of Smoot-Hawley's  supreme  depression- 
causing  role  can  be  found  injude  Wanniski's  The  Way  the  World  Works. 


Hawley  and  Srnoot,  architects  of  the  trade  hill  that 
triggered  the  Depression.  Presidential  hopeful  Richard 
Gephardt  and  others  are  sponsoritig  similarly  destruc- 
tive legislation  today 


being  done  to  reduce  the  growing  federal  budget  deficit. 
Sounds  familiar,  doesn't  it. 

Unemployment  quickly  jumped  from  16%  to  24%.  The 
deficit  widened  as  the  economy  contracted  even  more. 

A  third  piece  of  stupidity  was  the  Federal  Reserve's 
unwillingness  to  prop  up  the  faltering  banking  system  as 
the  crisis  deepened.  Instead,  it  permitted  real  interest  rates 
to  rise  to  cataclysmic  heights. 
Instructive  parallels  today.  It  is  no  coincidence  that 
stocks  started  faltering  this  past 
August  when  the  Administra- 
tion hinted  it  might  be  willing  to 
compromise  with  Congress  on  a 
trade  bill.  As  written  now,  this 
legislation  would  be  as  murder- 
ous as  its  Smoot-Hawley  ances- 
tor of  1929-30.  Even  a  "compro- 
mise" would  do  real  damage. 
The  Administration  pulled  back 
on   the  compromise   talk,  but 
those  reassurances  rang  hollow 
as  the  White  House's  political  authority  visibly  ebbed. 

During  early  October,  a  series  of  events  took  place  that, 
together  with  trade  scares,  combined  to  create  a  panic. 

Treasury  Secretary  Baker  hinted  that  the  dollar  might 
have  to  fall  again  because  the  Germans  were  raising  their 
interest  rates.  The  financial  markets  knew  all  too  well  the 
consequences  of  that. 

True,  the  dollar  was  overvalued  in  the  early  1980s,  but 
the  correction  was  overdone  by  year-end  1986.  When  the 
greenback  fell  out  of  bed  early  this  year,  stocks  faltered  and 
the  bond  market  tumbled.  Why?  Because  a  weaker  dollar 
meant  inflation,  which  in  turn  meant  higher  interest  rates. 
It  also  meant  that  investors  had  to  account  for  exchange- 
rate  risk  with  dollar-based  securities.  (When  the  dollar  was 
stabilized  in  the  spring,  interest  rates  leveled  out  and  the 
stock  market  boomed.) 

That  same  week,  Alan  Greenspan  made  statements  that 
sounded  as  if  he  were  a  commentator  on  the  sidelines 
rather  than  the  chairman  of  the  world's  most  important 
central  bank:  i.e.,  he  implied  the  Fed  would  be  powerless 
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to  halt  a  rise  in  interest  rates.  Finally,  congressional  Dem- 
ocrats wrote  up  "soak-the-rich"  tax  bills. 

Add  to  this  brew  overleveraging  by  a  number  of  inves- 
tors via  options  and  futures  where,  in  effect,  they  could 
speculate  in  stocks  with  5%  down. 

The  possibilities  of  protectionism,  tax  increases,  ris- 
ing interest  rates  and  a  weaker  greenback  did  to  equities 
what  a  similar  combination  did  58  years  before. 

What's  to  be  done  now? 

At  last,  the  Federal  Reserve  responded  the 
way  a  central  bank  should.  In  a  simple  state- 
ment the  day  after  the  great  debacle,  it  said 
credit  would  be  provided  to  prevent  a  lethal 
domino  effect  on  the  financial  system.  The 
Germans  and  our  Treasury  Secretary,  both 
chastened,  are  now  working  together  to  re- 
duce interest  rates  instead  of  boosting  them. 

But  dangers  remain.  The  most  important  is    Hoover  lost  his  nerve 
congressional  trade  legislation.  The  President  should  state 
unequivocably,  again  and  again,  that  anything  even  remote- 
ly resembling  it  would  be  subject  to  a  fast  veto.  He  should 
also  remain  as  adamant  about  significant  tax  increases. 

The  current  cooperation  with  the  Germans  and  Japanese 
could  unravel  as  the  crisis  scare  recedes;  now  is  the  time 
for  the  U.S.  to  come  up  with  firm  proposals  for  rebuilding  a 
new  international  monetary  system  that  will  provide  ex- 
change-rate stability,  guided  by  a  gold-based  compass. 

It  is  also  important  that  the  Administration  and  others 
dispel  a  number  of  myths  that  provide  grist  for  destructive 
legislation,  such  as  the  current  trade  bill. 

Trade.  A  merchandise  trade  deficit  is  simply  a  number, 
which  in  and  of  itself  signifies  nothing.  The  U.S.  routinely 
ran  trade  deficits  during  the  first  hundred  years  of  its 
existence.  Japan  ran  massive  trade  deficits  in  the  1950s  and 


1960s.  Were  those  shortfalls  signs  of  economic  weakness? 


the  budget  deficit  was  shrinking  dramatically?  (In  the  just- 
ended  fiscal  year,  it  went  down  by  more  than  $70  billion.) 
If  Uncle  Sam  separated  money  spent  on  current  expenses 
from  money  spent  on  long-lived  assets  (about  $100  billion 
a  year),  the  fiscal  situation  would  not  look  nearly  so  dire. 
Everyone  else  in  business  and  government  has  capital 
budgets;  Uncle  Sam  still  has  a  cash-drawer  mentality. 
States  and  municipalities  in  this  country,  moreover,  run 
up  hefty  surpluses,  around  $50  billion  to  $60 
billion  a  year.  The  net  government  deficit — 
federal,  state  and  local — isn't  very  large  com- 
pared with  the  size  of  our  economy. 

Debt.  The  national  debt  is  proportionately 
no  larger  today  than  it  was  25  years  ago, 
despite  the  Reagan  deficits.  Moreover,  the 
assets  of  the  nation  have  been  growing  sever- 
al times  as  fast  as  its  liabilities.  (This  remains 
true  even  in  the  wake  of  Meltdown  Monday.) 
Manufacturing.  The  battering  of  our  traditional  indus- 
tries should  not  obscure  this  fundamental  fact:  Manufac- 
turing as  a  proportion  of  our  economy  is  the  same  today  as 
it  was  five  years  ago,  and  as  it  was  thirty  years  ago.  What 
we  make  is  changing,  how  we  make  it  is  changing,  but  our 
ability  to  make  things  remains  unimpaired. 

The  economy.  It  is  healthy.  Corporate  profits  are  rising. 
So  are  personal  incomes.  We  have  created  13  million  jobs 
since  1982,  including  a  high  proportion  of  high-paying 
ones.  We  are  holding  our  own  in  technology,  despite  some 
well-publicized  setbacks  against  Japan.  In  software,  for 
example,  our  share  of  the  world  market  is  now  75%,  vs. 
67%  a  few  years  ago. 

Overvalued  stock  market.  When  adjusted  for  inflation, 
the  peak  averages  reached  in  last  August  have  yet  to  attain 
the  levels  of  the  mid-1960s. 

So  what  will  it  be?  Will  this  crash  be  like  that  of  1929, 
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Brazil  and  Mexico  today  have  sizable  trade 
surpluses.  Does  that  make  them  economical- 
ly healthy? 

Did  our  trade  surpluses  during  the  Great 
Depression  make  that  contraction  less  se- 
vere, easier  to  bear? 

The  reason  we  had  a  trade  shortfall  in  recent 
years  is  because  we  were  growing  and  the  rest 
of  the  world  wasn't.  If  it  had  not  been  for  our 

open  markets,  Europe  would  not  have  had    JFK  avoided  a  depression 
even  the  small  growth  it  experienced,  Latin  America  would 
be  even  more  of  an  economic  basket  case  than  it  already  is 
and  Japan  would  have  had  far  less  growth  than  it  had. 

In  short,  not  only  did  we  grow  more  than  most  after 
1982,  but  we  carried  much  of  the  rest  of  the  world  on  our 
shoulders.  That's  strength,  not  weakness. 

Budget  deficit.  If  Washington's  red  ink  is  the  cause  of 
the  October  collapse,  why  did  stocks  wait  to  tumble  when 


a  harbinger  of  ominous  times  to  come?  Or 
will  it  be  a  spectacular,  frightening,  sobering 
aberration  on  the  road  to  more  progress  and 
prosperity? 

Look  at  1962.  In  the  wake  of  President 
Kennedy's  crude  assault  on  the  steel  industry 
(including  midnight  raids  on  executives)  for 
raising  prices,  the  stock  market  that  spring 
fell  in  a  manner  reminiscent  of  1929.  But  the 
tumble  did  not  presage  hard  times.  Kennedy 
continued  to  reaffirm  U.S.  support  of  the  Bretton  Woods 
international  monetary  system.  The  President  subse- 
quently started  a  new  round  of  tariff  reductions.  He  pushed 
a  bill  to  cut  sharply  individual  tax  rates.  Result:  The 
economy  boomed.  The  stock  market  gradually  recovered; 
by  late  1963  it  was  at  record  levels. 

If  we  don't  lose  sight  of  the  basic  principles  of  economic 
growth,  the  best  of  times  are  yet  to  come. 
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What's  Ahead  for  Business 


Edited  by  Howard  Banks 


The  real  world 
doesn't  look 
so  bad 


But  the  markets' 
message  couldn't 
be  plainer 


How  to  head  off 
self  fulfilling 
prophecies 


NOW  ANYTHING  (ALMOST)  COULD  HAPPEN 

In  the  real  world,  the  news  is  nothing  as  traumatic  as  it  is  from 
the  financial  markets.  Manufacturing,  in  fact,  looks  remarkably  rosy. 

U.S.  trade  was  worse  in  August,  but  mostly  because  of  higher  oil 
imports  to  refill  stocks.  Manufacturing  exports  were  actually  okay. 

One  reason,  says  Jack  Welch  of  GE,  has  been  U.S.  saber  rattling — the 
threat  of  protectionist  trade  law.  Surplus  countries  like  Taiwan  and 
South  Korea,  Welch  says,  "have  been  on  a  buy  America  kick." 

The  lower  dollar  is  working.  TRW  is  now  shipping  higher-technology 
auto  parts  from  the  U.S.  to  Japan,  West  Germany  and  even  Korea. 
"That's  a  big,  big  change,"  says  Chairman  Ruben  Mettler. 

And  the  third-quarter  GNP  is  estimated  to  have  grown  3.8%,  the  best 
level  for  over  two  years,  while  inflation  is  not  as  bad  as  expected,  new 
jobs  grow,  and  unemployment  stays  at  around  6%. 

But  the  markets  and  business  have  not  "decoupled."  Think  back 
to  1982,  when  the  economy  was  bad,  manufacturing  worse,  and  the 
markets  boomed. 

Back  then  the  markets  anticipated  the  good  times  to  come.  Now  they 
are  predicting  recession  next  year  or  early  1989 — unless  policies 
change.  Now  the  sudden  decline  in  the  financial  markets  worldwide 
could  help  bring  about  what  they  fearfully  forecast. 

History  is  little  guide  in  such  uncharted  waters,  but  the  $950  million 
wiped  off  household  net  worth  should  cut  $50  million  to  $90  million 
off  consumer  spending.  With  some  of  that  being  lopped  off  consumer 
goods  imports,  the  net  effect  should  be  a  1%  to  2%  reduction  in  GNP, 
reckons  Allen  Sinai,  chief  economist  with  Shearson  Lehman  Brothers. 

There  will  also  be  unguessable  damage  to  confidence,  and  a  raising  of 
the  cost  of  capital  will  hit  hopes  of  improved  capital  spending. 

A  MULTIPART  OPERATION  INVOLVING  GOVERNMENTS,  politicians  and 

bankers  will  be  needed  to  stave  off  such  self-fulfilling  prophecies. 

That  makes  it  difficult,  if  not  impossible,  and  only  possible  if  all 
believe  the  crisis  is  severe  enough.  They  may  not  believe  that — yet. 

Washington's  politicians  will  have  to  do  more  than  scrap  plans  for  new 
spending  (like  catastrophic  health  care).  Example:  Rescind  the  planned 
4.1%  raise  in  1988  Social  Security  benefits,  saving  $8.6  billion. 

The  Federal  Reserve  would  have  to  pump  money  to  offset  the  loss  of 
economic  stimulus.  By  pumping  liquidity  to  the  banks  after  Black 
Monday,  Chairman  Alan  Greenspan  showed  that  he  can  act  quickly. 

Then  foreign  governments  would  have  to  bump  up  their  own  internal 
demand  to  offset  inevitably  slower  growth  in  the  U.S. 

Recent  history  suggests  this  will  be  a  hard  trick  to  pull  off.  Even  harder 
will  be  getting  foreign  acceptance  of  a  basic  fact:  Cutting  the  U.S.  trade 
deficit  means  direct  equivalent  cuts  in  the  surpluses  of  Japan,  West 
Germany,  South  Korea  and  Taiwan.  Their  comparative  inaction,  so  far, 
defies  this  inevitable  logic. 
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The  Forbes  Index 


Forbes  Index 
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The  economy,  at  least,  hasn't  crashed.  For  the  eighth 
consecutive  month  industrial  production  posted  an  in- 
crease. But  a  0.2%  rise  in  September  and  a  gain  of  3.6%  for 
the  first  nine  months  of  this  year  have  not  made  a  large 
enough  dent  in  the  trade  deficit,  despite  the  weaker  dollar. 
Wall  Street's  violent  reaction  to  the  trade  and  federal 
deficits  threatens  the  current  economic  expansion.  Retail 


sales  fell  for  the  first  time  in  four  months,  with  a  0.4% 
setback  in  September,  and  the  trailing  12-month  total  for 
new  housing  starts  decreased  0.2%. 

The  overall  economy  doesn't  look  bad.  New  unemploy- 
ment claims  fell  3%  for  the  six  months  ending  in  Septem- 
ber. Strength  in  the  job  market  coupled  with  the  gain  in 
industrial  production  pushed  up  the  Forbes  Index  0.4%. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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When  your  horizons  expand, 
so  shouldyour  carry  on. 


Whether  your  travel  plans  call  for  London  in  the 
morning  or  Los  Angeles  at  midnight,  it's  time  you 
examined  the  Lark  expandable  carry-on. 

With  little  effort,  you  can  easily 
enlarge  our  unique  carry-on  by  50  percent 
And  that  makes  it  the  ideal  travel  com- 
panion for  those  overnight  business  trips 
or  week-long  conferences. 

Plus,  unlike  some,  the  Lark  carry-on 
continues  to  look  great  long  after  it's  been 
removed  from  the  showroom  floor.  That's 
because  every  carry-on  is  treated  with 
Dupont  Teflon®  so  it  repels  both  water  and 


stains.  Each  is  carefully  hand-crafted,  sporting 
all-leather  handles,  and  solid-brass  zippers. 
Best  of  all,  each  carry-on  is  fully  lined. 

What's  more,  if  you  purchase  the  Lark 
expandable  carry-on  this  November  or 
December  from  a  participating  dealer,  he'll 
give  you  a  garment  bag  valued  at  $65  free. 
For  the  dealer  nearest  you,  call  1-800-782-7555 

When  your  horizons  ex-  ; 
pand, you  need  the  carry-       /  . 
on  that  expands  along        /  _^ ~ y  ^ 
with  them.  The  Lark  — 

expandable  Cany-On.  Luggage  for  your  expanding  needs'. 


MasterCar 


By  Choosing  Now. 


Every  time  you  choose  MasterCard  to  make  a  purchase, 
well  make  a  contribution- and  it  won't  cost  you  a  thing. 


Right  now,  you  can  choose  to  make  a  difference  in  someone's  life.  You  can  choose  a  cause  and 
have  an  effect.  At  MasterCard,  we  encourage  that. 

Choose  the  cause  you  support  by  filling  out  and  sending  in  this  ballot.  Every  time  you  use  your 
MasterCard®  card,  Gold  MasterCard®  MasterCard  BusinessCard™,  or  buy  MasterCard  Travelers 
Cheques®  from  now  until  the  end  of  the  year,  we'll  put  money  aside  for  a  special  fund.  It  won't 
cost  you  a  thing.  We'll  divide  the  entire  fund  (a  minimum  of  two  million  dollars)  among  these  six 
worthy  causes  based  on  your  vote.  And  how  much  goes  into  the  fund  is  based  on  how  often  you 
use  MasterCard. 

We're  not  asking  you  to  spend  more.  Just  that  when  you  shop,  travel  or  dine,  you  use 
MasterCard.  Together,  we  can  make  a  difference. 
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Forbes 


In  seeking  a  culprit  for  the  crash,  a  lot  of people  have  focused  on 
program  trading.  In  fact,  those  programs  were  only  part  of  a 
much  bigger  and  broader  problem. 

The  day  the 
brokers  picked 
their  own  pockets 


If  ever  a  picture  were  worth  a 
thousand  words,  it  would  be  the 
one  on  the  right,  which  looks 
something  like  the  EKG  of  a  heart- 
attack  victim.  In  fact,  it  measures  the 
stock  market's  own  heart  attack. 

What  you're  looking  at  is  the  spread 
between  the  Standard  &  Poor's  500 
futures  contract  and  the  price  of 
stocks  underlying  it,  as  provided  by 
Knight-Ridder  Tradecenter.  The 
spread  stays  within  its  normal  narrow 
range  until  Oct.  19,  then  runs  wild. 
And  that's  why  computerized  index 
arbitrage  programs  sold  billions  of 
dollars  of  stock  short  on  that  never-to- 
be-forgotten  day. 

Who  could  resist  a  classic  arbitrage 
in  which  you  could  buy  S&P  futures  cheap,  sell  underlying 
stocks  short  for  more  than  you  paid  for  the  futures,  and 
pocket  the  difference?  It  was  so  easy.  Like  finding  money. 

The  chart  symbolizes,  too,  the  real  problem  on  Wall 
Street — a  conflict  of  interest  that  pits  brokerage  house 
interests  against  those  of  the  houses'  customers,  and  possi- 
bly against  the  interests  of  the  markets. 

In  the  truest  sense  of  the  term,  Wall  Street  underwent  a 
sea  change  in  recent  years.  Traditionally,  most  brokerage 
houses  made  the  major  part  of  their  living  as  agents  work- 
ing for  fees  and  commissions.  More  recently,  the  emphasis 
has  been  on  trading  and  investing  for  the  houses'  ac- 
counts— as  principals,  not  agents.  This  involves  not  only 
the  now  infamous  program  trading  but  also  other  activi- 
ties, such  as  trading  for  the  house  account,  making  bridge 
loans  for  takeovers  and  buying  entire  companies. 

This  recalls  the  conflict  of  interest  that  banks  had 
when  the  market  crashed  in  1929.  In  those  days,  banks 
financed  companies  and  also  underwrote  their  stocks  and 
bonds.  The  potential  for  abuse  was  obvious  and  led  to 
the  Glass-Steagall  Act  of  1933,  which  separated  invest- 


By  Richard  L.  Stern 
and  Allan  Sloan 


ment  banking  from  commercial 
banking.  Whether  those  conflicts  ex- 
isted is  debatable.  Today's  conflicts, 
though,  are  clear-cut. 

Take  "merchant  banking" — a  fancy 
term  that  means  the  broker  is  acting 
as  the  principal,  rather  than  as  an 
agent.  Merchant  banking  has  always 
been  around  on  a  small  scale.  But  now 
it  involves  billion-dollar  deals  by 
mainline  houses.  If  a  brokerage  house 
has  risked  a  large  part  of  its  capital  by 
making  a  bridge  loan  to  finance  a 
takeover  and  then  peddles  securities 
to  its  clients  so  the  borrower  can  re- 
pay the  bridge,  doesn't  it  raise  the 
same  conflict  of  interest  that  banks 
had  in  1929?  Of  course  it  does. 
Ironically,  all  these  conflicts  and  risks  don't  even  assure 
decent  profits  for  the  brokers.  As  more  competitors  enter  a 
field,  spreads  narrow  and  risks  increase.  Witness  the  losses 
some  brokerage  houses  took  on  their  trading  even  before 
Black  Monday — and  the  losses  they  will  take  on  their  risk 
arbitrage  and  trading  this  quarter. 

What  pushed  Wall  Street  into  potential  conflicts  of 
interest  so  analogous  to  those  of  the  banks  in  the  1920s?  A 
well-intentioned  move  did. 

Let  us  explain.  The  end  of  high,  fixed  commissions  in 
1975  was  meant  to  save  money  for  investors  and  prevent 
Wall  Street  from  raking  in  easy  profits  as  trading  and 
investing  grew  in  popularity.  The  move  brought  price 
competition  to  The  Street.  But  it  also  forced  brokers  to 
find  new  profit  centers,  because  competition  drove  down 
commission  rates.  In  1976,  the  first  full  year  of  deregulated 
commissions,  brokers  had  to  move  an  average  $77  worth 
of  stock  to  earn  $1  of  commissions;  last  year,  it  took  $216. 

To  accommodate  big  customers,  who  could  now  trade 
more  frequently  because  commissions  were  so  low,  bro- 
kers increasingly  began  buying  stock  for  their  own  ac- 
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count  and  reselling  it.  (That  way,  if  they  traded  sharply, 
they  could  skim  an  extra  spread  in  addition  to  the  commis- 
sion.) They  threw  more  capital  into  making  markets  in 
securities  ranging  from  over-the-counter  stocks  to  munici- 
pal bonds.  Brokers  also  acted  as  principals  in  new,  exotic 
securities  like  junk  bonds  and  mortgage-derived  securities. 
Inevitably,  brokers  began  trading  for  trading's  sake. 

In  fact,  for  the  past  few  years  (see  chart  below)  brokerage 
houses  have  generated  more  revenues — and  more  profit — 
by  trading  for  their  own  accounts  than  from  commissions. 
Given  this  pattern,  it  should  come  as  no  surprise  that 
among  the  biggest  practitioners  of  program  trading  are  the 
brokerage  houses  themselves. 

No  surprise  that  when  a  Forbes  reporter  visited  one  of 
the  nation's  biggest  brokerage  houses  the  day  after  Black 
Monday,  the  head  trader  was  buying  S&P  futures  and 
shorting  underlying  stocks.  This  was  shortly  before  the 
New  York  Stock  Exchange,  fearing  a  financial  meltdown, 
eliminated  most  program  trading  by  restricting  the  use  of 
its  computers. 

That  same  day  was  a  disaster  for  risk  arbitragers — those 
heavily  leveraged  speculators  who  make  their  living  bet- 
ting on  takeovers.  They  took 
big  losses,  in  large  part  be- 
cause of  the  turmoil  creat- 
ed by  the  heavy  short- 
selling.  Wall  Street  that 
day  was  tripping  all  over 
itself.  While  our  trader 
was  shorting  stocks  to 
lock  in  program  trading 
profits,  the  shorting  he 
others  were  doing  contribut- 
ed to  the  heavy  hits  his  com 
pany's  risk  arbitrage  department 
was  taking.  A  lot  of  big  houses  were, 
in  effect,  picking  their  own  pockets. 

It  would  appear  that  some  of  -==555 
this  trading — though  not  neces- 
sarily the  trades  we  watched — 
has  bent  the  rules,  if  not  broken  them. 
Consider,  for  example,  the  rule  that  you 
can't  short  a  New  York  Stock  Exchange  issue 

unless  the  stock  has   

risen  in  price  on  the 
previous  trade.  This 
uptick  rule,  as  it's 
known,  may  sound  like 
a  prissy  technicality, 
but  it  was  argued  ex- 
tensively in  the  debate 
over  what  became  the 
Securities  Exchange 
Act  of  1934. 

That  provision  was 
designed  to  curb  the 
bear  raids  that  devas- 
tated some  stocks  in 
the  1920s.  In  theory 
the  uptick  rule  should 
make  it  tremendously 
difficult  to  sell  New 
York  Stock  Exchange 
stocks  short  as  part  of  a 
program   trade,  espe- 


Whose  side  is  the  broker  on? 


Commissions  used  to  make  up  more  than  half  of  brokers' 
revenues;  trading  for  the  house  account  was  a  sideline.  Now 
trading  for  the  house  outstrips  commission  revenues.  (The 
1987  results  are  a  fluke,  caused  by  trading  losses.) 

Percent  contributions  to  securities  industry  revenues 


Commissions 


'73      '74      '75      '76      '77      '78      '79      '80      '81      '82      '83      '84      '85      '86  '87 

Source:  Securities  Industry  Association 


cially  in  a  rapidly-falling  market.  Why?  Because  collapsing 
stock  prices  make  it  hard  to  hit  an  uptick,  making  it 
difficult  to  buy  futures  and  sell  stocks  short  simultaneous- 
ly. And  unless  the  futures  and  the  stocks  are  bought 
simultaneously,  the  transaction  will  be  wildly  risky. 

As  best  we  can  gather,  the  uptick  rule  is  ignored — how 
widely,  we  can't  tell.  So  is  the  requirement  that  brokers 
must  tell  the  New  York  Stock  Exchange  when  a  short  sale 
is  made. 

But  to  get  back  to  Black  Monday.  To  be  sure,  portfolio 
insurance  and  index  arbitrage  contributed  to  the  speed  of 
the  crash.  When  stocks  began  falling  on  Oct.  1 9,  computer- 
ized portfolio  insurance  programs  automatically  triggered 
short  sales  of  S&P  futures,  dropping  them  below  the  price 
of  the  underlying  stocks.  Then  index  arbitrage  programs 
bought  futures  and  shorted  stocks,  triggering  more  insur- 
ance, setting  off  more  futures  buying  and  stock  short- 
selling. 

But  in  the  rush  to  find  a  scapegoat,  people  are  starting  to 
put  all  the  blame  on  portfolio  insurance  and  program 
trading.  That's  confusing  the  disease  with  the  symptoms. 
If  the  market  hadn't  been  weak,  if  speculation  hadn't 

driven  prices  to  unsustainable 
levels,  the  insurers  and  arbi- 
tragers couldn't  have  driven  it 
down. 

Remember  that  1929  was 
blamed — at  first — on  banks 
and  short-sellers.  Only  later 
did  people  realize  the  causes 
were  far  more  complex.  Great 
events  like  market  crashes 
never  have  a  single,  simple 
cause.  No  question,  though, 
this  time  the  growing  specula- 
tion— of  which  index  arbitrage 
was  only  a  part — made  a  bad 
situation  worse. 

The  real  tragedy,  both  in 
1929  and  now,  is  that  Wall 
Street  professionals  forgot  that 
the    markets    can't  function 
without  public  confidence.  And 
that  by  going  for  quick 
profits  and  letting  the 
customer  be  damned, 
they  were  fouling  their 
own  nest. 

Hyman  Minsky,  a 
Washington  Universi- 
ty economics  profes- 
sor, has  been  predicting 
a  crash  for  years.  He 
holds  that,  if  left  to 
their  own  devices,  peo- 
ple who  have  forgotten 
the  lessons  of  previous 
crashes  will  pile  specu- 
lation upon  specula- 
tion, causing  markets 
to  become  increasingly 
strained,  then  ulti- 
mately crash.  Few  peo- 
ple are  scoffing  at 
Minsky  now.  ■ 


Trading  and  investments 


Picking  up        the  Pieces 


Most  investors  paid  little  atten- 
tion when  bond  and  stock 
yields  got  out  of  sync.  They  paid 
for  their  inattention. 

Back  in  sync? 


By  Edwin  A.  Finn  Jr. 

Why  did  the  stock  market  crash?  A  better  way  to 
ask  the  question:  How  did  stock  prices  get  so 
inflated  in  the  first  place?  The  answer — now — is 
only  too  obvious:  The  prices  got  out  of  touch  with  reality. 

It  used  to  be  simple.  As  interest  rates  rose,  the  stock 
market  declined.  And  vice  versa.  It  went  more  or  less  like 
clockwork  for  six  decades:  lower  interest  rates,  higher 
stock  prices;  higher  interest  rates,  lower  stock  prices. 
Then  came  1987.  A  major  divergence  was  occurring.  Inter- 
est rates  had  been  rising  rather  fast  since  January,  and 


Treasury  bonds  actually  crossed  the  9%  yield  figure.  But 
the  stock  market  didn't  fall;  instead  it  took  off.  (See  inset  on 
chart.)  The  two  markets  were  completely  out  of  sync. 

For  nearly  60  years  yields  on  long-term  Treasury  bonds 
have  done  a  mating  dance  with  the  stock  market,  repre- 
sented below  by  the  price/earnings  ratios  of  the  30  stocks 
in  the  Dow  Jones  industrial  average.  As  yields  rise,  P/E 
ratios  should  fall.  But  this  year  the  P/E  signals  were 
screaming  that  something  was  wrong.  Unfortunately, 
most  of  us  ignored  those  signals. 

It's  fashionable  to  blame  foreign  buying  and  selling  for 
the  inflated  prices  and  for  the  severity  of  the  drop.  But  the 
weight  of  Japanese  money  shouldn't  be  overestimated.  Of 
the  $200  billion  in  U.S.  stocks  owned  by  foreigners  at  the 
end  of  August,  Western  Europeans  held  about  60%,  the 
Canadians  16%,  and  Japanese  about  7%.  Overall,  the  for- 
eigners own  only  about  7%  of  all  U.S.  equities. 

In  short,  the  foreigners  were  simply  following  the  trend. 
They  may  have  contributed  to  the  upside  momentum  and 
the  downside,  but  they  didn't  cause  it.  To  a  large  degree, 
they  were  simply  sucked  in  by  the  excitement. 

"Too  much  analysis  from  1985  to  1987  compared  one 
stock  to  another,  or  one  stock  market  to  another,"  says 
Roger  Brinner,  chief  economist  at  Data  Resources  Inc. 
"Fundamental  analysis  would  have  shown  that  bonds 
were  a  better  value." 

Now  that  the  stock  market  is  down  by  a  third  and 
interest  rates  are  dropping  again,  is  that  a  buy  signal  for  the 
stock  market?  Are  the  two  markets  back  in  sync?  Almost. 


Mixed  signals 


The  stock  market  and  interest  rates  are  supposed  to 
move  in  opposite  directions,  but  this  year  (inset) 
both  were  on  the  rise.  Investors  ignore  such  time- 
honored  indicators  at  their  peril,  a  costly  lesson  we  all 
relearned  Oct.  19.  Now  price/earnings  ratios  and 
Treasury  bond  yields  are  nearly  in  sync. 
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*  Dow  Jones  30  industrials  had  net  loss  in  1932.  Therefore,  the  p/e  ratio  was  infinite. t  From  1929  through  1953,  figures  show  yields 
on  all  long-term  government  bonds.  From  1954  to  present,  yields  are  based  on  30-year  bonds  only.  "  High  p/e  due  to  losses  at 
Aluminum  Co.  of  America,  American  Can,  Bethlehem  Steel,  Inco,  International  Harvester,  Manville  and  U.S.  Steel. 
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Brinner's  study  of  P/E  ratios  and  bond  yields  indicates  the 
Dow  should  fall  no  lower  than  1650.  This  assumes  eco- 
nomic growth  of  about  1%  over  the  next  12  months. 

Comments  by  Federal  Reserve  Chairman  Alan  Green- 
span suggest  he  will  likely  move  to  avert  an  outright 
recession  by  cutting  rates  as  needed.  But  Greenspan 
doesn't  have  a  free  hand.  If  he  drops  interest  rates  too  fast, 
the  dollar  will  fall  further,  and  foreign  investors  could 
stampede  out  of  U.S.  securities.  A  falling  dollar  would 
threaten  to  speed  up  inflation,  forcing  Greenspan  to  raise 
the  cost  of  money  again.  Says  one  economist,  "Green- 
span's really  in  a  box." 

Stocks  are  a  bargain  compared  with  two  months  ago.  But 
compared  with  two  years  ago,  they  are  not.  Are  they  a 
bargain  compared  with  bonds  or  cash?  The  answer  is  not 
clear  and  won't  be  for  some  time.  But  meantime,  Forbes 
has  detected  an  interesting  gap  in  perception.  See  below. 


Generation  gap 

Wonder  why  there  wasn't  more  gloom  and  despair 
after  Black  Monday?  Why  people  took  it  so  calmly, 
more  like  a  sporting  event  than  a  financial  disaster?  The 
answer  seems  to  be  that — professionals  aside — many  indi- 
viduals thought  of  the  crash  more  as  a  buying  opportunity 
than  as  the  worst  market  crash  in  history. 

"The  institutions  were  nervous,  and  I  was  nervous,  but 
our  customers  were  calm,"  said  Fred  Jinsler  of  discount 


broker  Quick  &  Reilly  in  Miami.  Of  Jinsler's  orders  70% 
were  buys  after  Oct.  19.  "We  had  people  reactivating 
accounts  that  hadn't  traded  in  a  couple  of  years." 

"The  small  investor  was  buying  like  crazy,  eight  buys  to 
one  sell,"  said  David  Pratt  of  Piper  Jaffray  &.  Hopwood  in 
Minneapolis. 

"They  sensed  a  bargain,  and  that  surprised  me,"  said 
Scottie  Mills  of  Merrill  Lynch  in  San  Diego.  "They  were 
overwhelmingly  buy  orders  the  last  three  days,  eight  buys 
to  two  sells." 

"It  was  all  euphoria  buying  after  Monday.  I  didn't  take 
one  sell  order  Wednesday  morning  before  opening,"  said  a 
Charlotte,  N.C.  broker. 

There  were  some  sellers  among  individual  accounts,  and 
this  showed  an  interesting  pattern.  It  was  an  age  gap. 
Younger,  less-experienced  investors  panicked  and  ran. 
Older,  grayer  heads  snapped  at  bargains.  "If  the  account 
was  more  than  five  years  old,  I  knew  they  were  going  to 
buy,"  said  Joan  Curran  of  Quick  &  Reilly  in  Washington, 
D.C.  "Newer  accounts  would  sell." 

"Old-timers  knew  to  take  advantage  of  quality,"  said 
George  Griffin  of  PaineWebber  in  Chicago.  Other  brokers 
repeated  the  refrain:  Younger  investors  were  selling,  older 
ones  buying  in  the  early  stages  of  the  collapse. 

What  do  we  make  of  all  this?  Can  it  be  that  these  were 
buyers  who  missed  much  of  the  past  year's  rise  and 
grabbed  at  a  chance  to  get  back  in?  Or  were  they  truly 
getting  bargains?  Are  older  heads  wiser?  We  don't  know; 
we're  just  reporting  what  we  learned. — Christie  Brown 


Long-term  government  bond  yield 

15% 


Sources:  Dow  /ones,  Federal  Reserve  Board,  Salomon  Brothers  Inc. 
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Where  was  the  Forbes  honor  roll 
when  the  lights  went  out?  Alas, 
fully  invested  for  the  most  part. 

Which  funds 
lost  the 
least? 

By  Laura  R.  Walbert 


T 


|he  mutual  funds  that  do  the  best  in  bull  markets 
tend  to  do  the  worst  in  bear  markets.  That  simple 
iverity  is  at  the  core  of  the  Forbes  fund-rating  system, 
which  assigns  separate  grades  for  up  markets  and  down 
markets.  The  theory  is  that — since  markets  go  up  as  well 
as  down — the  wise  long-term  investor  wants  a  fund  that 
can  do  well  in  both  kinds  of  markets. 

How  well  did  the  system  hold  up?  Passably  well,  al- 
though scarcely  any  stock  funds  escaped  the  recent  crash. 
We  measured  the  performance  of  the  271  rated  open-end 
stock  funds  for  which  complete  data  were  available  for  the 
first  three  weeks  of  Octo- 
ber— that  is,  from  the  close 
Sept.  30  to  the  close  Oct. 
21,  the  Wednesday  after 
Black  Monday.  In  that 
three-week  period  the  mar- 
ket, as  measured  by  the 
S&P  500  average,  was  off  a 
shade  less  than  20%  (with 
dividends  reinvested). 

The  ten  funds  that  were 
rated  A  +  for  down  market 
performance  in  the  annual 
fund  survey  (Sept.  7)  aver- 
aged a  decline  of  only 
12.3%.  Performance  was 
progressively  worse  for 
each  lower  grade.  Funds  rat- 
ed A  in  down  markets  aver- 
aged a  16.3%  decline,  well 
ahead  of  the  market.  Those 
rated  F  declined  an  average 
21.9%. 

How  about  the  honor 
roll?  There  were  18  open- 
end  funds  that  made  this 
list  in  the  recent  survey.  To 
get  on,  a  fund  had  to  earn  a 
B  or  better  in  both  up  mar- 
kets and  down  markets, 
while  showing  a  high  over- 


The  honor  roll 

Performance1 
UP  DOWN 

Fund 

Total  return 
9/30-10/21 

B 

B 

Acorn  Fund 

-18.4% 

B 

A 

Amcap  Fund 

-17.9 

B 

A  + 

American  Capital  Pace  Fund 

-23.7 

A 

B 

Evergreen  Fund 

-17.7 

A 

A 

Fidelity  Destiny  Portfolio  I 

-22.1 

A  + 

A 

Fidelity  Magellan  Fund 

-22.0 

A 

A 

Growth  Fund  of  America 

-19.3 

A 

B 

Mass  Capital  Development  Fund 

-23.8 

A 

B 

New  England  Growth  Fund 

-27.9 

B 

A  + 

Nicholas  Fund 

-13.2 

B 

A 

Over-the-Counter  Securities  Fund2 

-13.3 

B 

A 

Pennsylvania  Mutual  Fund 

-13.6 

A 

B 

Shearson  Appreciation  Fund 

-17.4 

B 

B 

Sigma  Venture  Shares 

-24.0 

A 

B 

Tudor  Fund 

-24.3 

A  + 

B 

Twentieth  Century  Select  Investors2 

-22.9 

B 

B 

United  Vanguard  Fund 

-19.2 

B 

A 

Value  Line  Leveraged  Growth  Inv 

-23.1 

Average 

-20.2 

'Ratings  for  9/30/76  to  6/30/87.    2Source:  fund. 

Source  NASD 

all  performance  since  1976.  Average  performance  for  the 
honor  roll:  a  so-so  -20.2%  from  Sept.  30  to  Oct.  2 1 .  Exactly 
half  the  honor  rollers  beat  the  market. 

Funds  that  had  been  nervously  sitting  on  cash  for 
months  were  suddenly  vindicated.  Nicholas  Fund,  an  hon- 
or roll  fund  with  27%  of  assets  in  cash  at  the  end  of 
September,  did  the  best,  down  13%.  Pennsylvania  Mutual 
was  close  behind  with  30%  cash  and  a  14%  decline. 

Among  the  underperformers:  Fidelity's  famed  Magellan 
Fund.  Tudor  Fund,  with  a  heavy  position  in  cyclical 
stocks,  lost  24%  when  economic  worries  pushed  cyclical 
stocks  down  even  further  than  most. 

No  one  saw  the  508-point  drop  coming.  But  Ralph 
Wanger,  manager  of  Acorn  Fund,  down  18%,  sees  some 
comfort  in  the  speed  and  severity  of  the  debacle.  "If  you're 
going  to  have  your  leg  amputated,  taking  it  off  an  inch  a 
day  is  no  improvement,"  he  says. 

But  there  was  a  lot  of  pain  all  the  same.  Binkley  Shorts, 
manager  of  the  Over-the-Counter  Securities  Fund,  down 
13%,  says,  "I  thought  the  100-point  drop  on  Friday  was 
very  healthy.  I  felt  good  and  thought  this  would  be  a  fine 
week."  Pennsylvania  Mutual  manager  Charles  Royce, 
with  $700  million  under  management,  bought  $25  million 
worth  of  stock  between  Monday  and  Wednesday.  Wanger 
bought  Stride-Rite  and  Cray  Research.  Says  Wanger,  "Cray 
was  as  high  as  135  this  year.  I  picked  off  some  at  48.  At  48 
I'd  sell  my  house  and  dog,  lease  out  my  wife  and  buy  more 
Cray." 

Actually,  Monday  was  a  fairly  good  day  for  Royce, 
Wanger  and  Shorts  and  the  smallish  companies  they  spe- 
cialize in.  The  bears  hadn't  gotten  around  to  the  little 
stocks  yet.  "Monday  I  was  gloating,"  says  Shorts,  "but 
Tuesday  my  market  went  to  hell.  It  was  sickening." 
Shorts  said  he  was  appalled  by  the  gaping  spreads  be- 
tween bid  and  asked  prices 
in  the  kind  of  stocks  he 
buys.  (Fund  net  asset  values 
are  calculated  on  bid 
prices.)  Says  Shorts,  "With- 
out an  intermediary,  it's 
difficult  for  buyers  to  find 
sellers.  I  would  love  to  buy 
bushels  of  stocks  at  these 
prices,  but  I  can't." 

Nicholas  bought  May 
Department  Stores  and  Hu- 
mana at  less  than  10  times 
fiscal  1987  earnings  (esti- 
mated in  May's  case).  Mel- 
ville Straus,  the  manager  of 
Tudor  Fund,  bought  high- 
quality,  low-leverage 
stocks  such  as  Squibb,  K 
mart,  Eastman  Kodak  and 
Disney.  Straus  is  already 
worrying  that  he  will  live 
to  regret  his  prudence.  He 
says  he'd  have  bought  more 
if  he  had  had  the  nerve  for 
it:  "Unless  this  is  1929, 
they  gave  corporate  Ameri- 
ca away  on  Tuesday.  We're 
going  to  look  back  and  say, 
'Where  were  we?  Why 
weren't  we  buying?'  "  ■ 
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How  the  largest  stock  funds  fared 

Results  of  the  90  largest  FoRBEs-rated  open-end  stock  funds  in  the  recent  crash. 

Performance1 
UP  DOWN 

Total  return 

Fund  9/30-10/21 

Performance1 
UP  DOWN 

Fund 

Total  return 
9/30-10/21 

B 

B 

Acorn  Fund 

-18.4% 

D 

A 

Merrill  Lynch  Pacific  Fund 

-21.6% 

B 

C 

Affiliated  Fund 

-17.8 

C 

A 

Mutual  Qualified  Income  Fund 

-15.8 

C 

D 

Alliance  Fund 

-23.3 

C 

A  + 

Mutual  Shares  Corp 

-15.5 

B 

A 

Amcap  Fund 

-17.9 

D 

B 

Nationwide  Fund 

-19.5 

C 

A  + 

American  Capital  Comstock  Fund 

-25.6 

A 

B 

New  England  Growth  Fund 

-27.9 

A 

D 

American  Capital  Enterprise  Fund 

-22.8 

B 

B 

New  Perspective  Fund 

-16.0 

B 

A  + 

American  Capital  Pace  Fund 

-23.7 

B 

A  + 

Nicholas  Fund 

-13.2 

D 

A 

American  Mutual  Fund 

-11.5 

C 

B 

Oppenheimer  Equity  Income  Fund 

-12.8 

B 

C 

Boston  Co  Capital  Appreciation  Fund 

-17.8 

A  + 

D 

Oppenheimer  Global  Fund 

-17.6 

F 

C 

Colonial  Strategic  Income-Diversified 

-15.3 

C 

B 

Oppenheimer  Special  Fund 

-13.3 

C 

A 

Decatur  Fund-Series  I 

-14.6 

B 

A 

Partners  Fund 

-15.6 

C 

B 

Delaware  Fund 

-22.8 

C 

C 

Pioneer  Fund 

-20.1 

D 

B 

Dreyfus  Fund 

-16.6 

B 

A 

Pioneer  II 

-22.0 

A 

C 

Dreyfus  Growth  Opportunity  Fund 

-19.7 

C 

D 

T  Rowe  Price  Growth  Stock  Fund 

-20.5 

B 

B 

Dreyfus  Leverage  Fund 

-22.5 

A 

C 

T  Rowe  Price  International  Stock  Fund  -15.4 

C 

C 

Energy  Fund 

-18.4 

B 

D 

T  Rowe  Price  New  Horizons  Fund 

-23.4 

A 

B 

Evergreen  Fund 

-17.7 

D 

A 

Putnam  Convertible  Income-Growth 

-16.8 

C 

A 

Evergreen  Total  Return  Fund 

-9.6 

C 

B 

Putnam  Fund  for  Growth  &  Income 

-17.8 

A 

A 

Fidelity  Destiny  Portfolio  I 

-22.1 

C 

B 

Putnam  International  Equities  Fund 

-16.1 

C 

A 

Fidelity  Equity-Income  Fund 

-14.4 

B 

D 

Putnam  Investors  Fund 

-20.2 

C 

C 

Fidelity  Fund 

-21.5 

D 

B 

Putnam  Option  Income  Trust 

-20.8 

A  + 

A 

Fidelity  Magellan  Fund 

-22.0 

A 

C 

Putnam  Voyager  Fund 

-22.1 

D 

A 

Fidelity  Puritan  Fund 

-14.0 

B 

C 

Scudder  Capital  Growth  Fund 

-23.3 

C 

D 

Fidelity  Trend  Fund 

-24.1 

B 

D 

Scudder  Growth  &  Income  Fund 

-16.0 

C 

C 

Financial  Industrial  Fund 

-22.0 

C 

B 

Scudder  International  Fund 

-11.9 

D 

A 

Financial  Industrial  Income  Fund 

-16.8 

B 

C 

Seligman  Common  Stock  Fund 

-17.8 

D 

A  + 

Franklin  Utilities  Fund 

-2.2 

B 

D 

Seligman  Growth  Fund 

-21.7 

C 

B 

Fundamental  Investors 

-19.3 

C 

A 

Sentinel  Common  Stock  Fund 

-17.1 

A 

A 

Growth  Fund  of  America 

-19.3 

D 

A  + 

Sequoia  Fund 

-10.1 

B 

B 

Guardian  Mutual  Fund 

-18.5 

A 

B 

Shearson  Appreciation  Fund 

-17.4 

B 

D 

IDS  Equity  Plus 

-20.1 

D 

A 

Smith  Barney-Income  &  Growth 

-13.9 

A  + 

C 

IDS  Growth  Fund 

-20.2 

B 

C 

State  Street  Investment  Corp 

-19.7 

A 

c 

IDS  New  Dimensions  Fund 

-15.0 

A 

D 

Technology  Fund 

-23.0 

D 

c 

IDS  Stock  Fund 

-16.7 

C 

A 

Templeton  Growth  Fund 

-16.7 

C 

B 

Investment  Company  of  America 

-15.8 

C 

B 

Templeton  World  Fund 

-17.0 

C 

A 

(anus  Investment  Fund 

-13.6 

A  + 

B 

Twentieth  Century  Select  Investors 

-22. 92 

F 

A 

Kemper  Option  Income  Fund 

-18.2 

C 

C 

United  Accumulative  Fund 

-15.6 

A 

D 

Keystone  Custodian  S-4 

-26.5 

C 

B 

United  Income  Fund 

-12.4 

C 

C 

Lehman  Investors  Fund 

-19.2 

A 

C 

United  Services-Gold  Shares  Fund 

-7.4 

B 

C 

Manhattan  Fund 

-23.2 

B 

B 

United  Vanguard  Fund 

-19.2 

A 

B 

Mass  Capital  Development  Fund 

-23.8 

B 

A 

Value  Line  Leveraged  Growth  Inv 

-23.1 

B 

D 

Mass  Investors  Growth  Stock  Fund 

-21.9 

B 

D 

Vanguard  Index  Trust 

-19.7 

C 

D 

Mass  Investors  Trust 

-21.0 

C 

A 

Vanguard  Windsor  Fund 

-12.7 

C 

B 

Merrill  Lynch  Basic  Value  Fund 

-15.1 

B 

C 

Vanguard  WL  Morgan  Growth  Fund 

-21.3 

C 

B 

Merrill  Lynch  Capital  Fund 

-14.6 

C 

A 

Washington  Mutual  Investors 

-15.3 

'Ratings  for  9/30/76  to  6/30/87.    2Source:  fund. 

Source:  NASD 
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Picking  up        the  Pieces 


Discount  brokers  and  no-load 
funds  are  a  great  way  to  save  on 
commissions.  But  you  may  give 
back  some  savings  during  a  buy- 
ing panic  or  a  selling  panic. 


Busy 
signals 


By  Matthew  Schifrin 


On  the  Tuesday  morning  after  the  Oct.  19  market 
crash,  Hobart  Pollard,  a  construction  firm  owner  in 
Plymouth  Meeting,  Pa.,  got  a  call  from  his  Merrill 
Lynch  broker.  Did  Pollard  want  to  buy?  "I  didn't  take  any 
action,"  says  Pollard,  whose  $100,000-plus  stock  portfolio 
was  at  risk,  "but  it  was  comforting  to  get  a  phone  call." 

Compare  that  with  the  experience  of  Peter  Robinson,  a 
retired  architect  in  Key  West,  Fla.  Robinson  decided  on 
Black  Monday  to  liquidate  his  $65,000  in  Fidelity  mutual 
funds  for  a  down  payment  on  a  boat.  He  figured  he  could 
get  the  money  wired  to  him  within  24  hours,  Fidelity's 
usual  procedure.  Instead  he  found  himself  listening  to 
busy  signals  at  Fidelity's  800  number  for  the  next  three 
days.  Robinson  finally  figured  a  way  around  the  toll-free 
backlog  by  calling  Fidelity's  Houston  branch.  By  the  time 
he  made  the  connection,  his  funds  were  down  a  lot  further. 
And  that  wasn't  all. 

"After  I  finally  got  through,  they  told  me  I  would  have  to 
wait  seven  days  for  my  money,"  says  an  angry  Robinson. 
"I'm  out  of  Fidelity  and  other  no-loads  altogether — and 
you  won't  see  me  back  there,  either."  In  the  worst  of  the 
panic,  Fidelity  activated  a  clause  in  its  prospectuses  that 
allows  it  to  make  payments  seven  days  after  a  redemption. 

The  editors  of  this  magazine  have  always  been  fans  of 
no-load  funds.  Why  pay  an  $850  sales  charge  to  put 
$10,000  into  a  fund,  when  a  no-load  house  will  take  your 
money  with  no  charge?  We,  and  a  lot  of  investors,  have 
just  discovered  a  reason:  The  no-load  fund  might  not 
answer  its  phone  during  a  market  panic. 

During  a  hectic  24-hour  period  beginning  on  Oct.  21 — 
two  days  after  the  n^-point  drop — Forbes  conducted  its 
own  test  of  how  well  vhe  top  ten  no-load  fund  houses 
respond  to  calls  to  their  toll-free  numbers.  We  called  each 
firm  eight  times,  for  a  total  of  80  calls.  Twenty-four  went 
unanswered.  The  worst  performer  was  Fidelity,  with  five 
of  eight  calls  meeting  a  busy  signal. 
Fidelity,  of  course,  argues  that  it  could  scarcely  have 


anticipated  604-million-share  days.  The  call  volume 
peaked  at  282,000  on  Oct.  20  (answered  calls,  that  is), 
handled  by  P,400  clerks. 

Besides  the  regular  numbers  for  fund  redemptions  and 
exchanges,  Fidelity  has  another  toll-free  number  with  a 
machine  at  the  other  end  on  which  it  took  218,500  calls. 
Customers  with  touch-tone  phones  can  use  this  number 
to  find  account  balances  or  switch  funds.  But  the  switch- 
ing service  was  suspended  from  the  afternoon  of  Oct.  19  to 
the  afternoon  of  Oct.  21  because  of  the  change  to  seven- 
day  payment  rules. 

In  contrast,  load  fund  investors  had  a  much  easier  time 
getting  through.  Oppenheimer  Management  Corp.,  which 
distributes  its  21  funds  through  full-service  brokers,  han- 
dled redemption  calls  with  nary  a  problem.  Claims  a 
spokesman:  "Our  telephone  response  time  averaged  less 
than  ten  seconds."  Why?  In  part  because  Oppenheimer's 
funds  are  sold  by  customer  representatives  at  over  10,000 
brokerage  offices.  Most  of  the  salesmen  are  equipped  with 
several  phone  numbers,  a  receptionist  to  pick  up  when  one 
line  is  busy  and  the  ability  to  trade  via  wire.  Indeed,  the 
very  presence  of  a  reassuring  broker  in  the  middle  probably 
spared  load  funds  many  a  panicky  redemption  order. 

How  did  discount  brokers  do  in  the  chaos?  Much  worse 
even  than  the  no-loads.  We  called  each  of  five  discounters 
eight  times  on  Oct.  21  to  Oct.  22.  Thirty-six  of  the  40  calls 
hit  busy  signals  or 
went  unanswered.  A 
few  of  these  firms, 
such  as  Charles 
Schwab  &.  Co.,  have 
national  800  numbers 
as  well  as  branch 
offices  at  which 
orders  can  be 
placed.  But 
Schwab's  24- 
hour  national 
number  was  re- 
peatedly busy  even 
at  odd  hours  a  full  week 
after  the  Oct.  19  crash. 
Tough  luck  for  custom- 
ers who  wanted  to  buy  or 
sell. 

No  question,  the  chaos  is 
going  to  be  a  marketing  point 
for  the  full-service  firms — as 
well  as  for  load  funds.  "My  500 
clients  know  I  am  here  to  deal 
with  them.  I  have  one  assis- 
tant, three  direct  lines  and 
a  toll-free  number,"  says 
Dean    Witter  Reynolds 
broker  Eric  Shames  in  New 
York  City.  "The  guy  who 
went  to  the  discount  house 
to  save  $30  on  commissions 
probably  lost  $1,000  in  the 
panic." 

If  you  do  deal  with  a  cut-rate 
investment  firm,  here  are  some 
trading  tips: 
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The  architecture 
of  power. 


Achievement 
has  its  own  rewards. 


The  promise  of  success;  the  freedom 
to  pursue  it.  An  American  phenomenon 
symbolically  expressed  in  the  Corum 
Gold  Coin  Watch. 

Each  Gold  Coin  watch  is  handcrafted, 
start  to  finish,  by  a  single  watchmaker  in 
La  Chaux-de-Fonds,  Switzerland. 

The  case  is  an  authentic  American 
$20  gold  piece,  minted  between  the  years 
1850  and  1933,  literally  halved.  (The 
Eagle  becomes  the  dial;  The  Goddess  of 
Liberty  the  back  of  the  case). 

The  texture  of  the  fine  crocodile 
strap  enhances  the  uniqueness  of  the  case. 

The  Corum  Gold  Coin  watch.  A  watch 
that  has  a  power  and  personality  uniquely 
its  own. 

For  brochure,  send  $2.00  to  Corum, 
Dept.  FB,  650  Fifth  Ave.,  N.Y.,  NY.  10019. 


CORUM 


Picking  up        the  Pieces 


•  Find  out  if  the  firm  has  a  special  number  for  customers 
with  large  balances.  Schwab,  for  instance,  has  one  for  its 
over-$  100,000  clientele. 

•  If  an  automated  account-balance  and  fund-switching 
mechanism  is  available  tor  touch-tone  users,  practice  us- 
ing it  before  the  next  panic. 

•  Call  24-hour  numbers  at  5  a.m. 

•  Find  the  numbers  of  branches  in  smaller  cities.  This 
evidently  works  at  Fidelity.  It  doesn't  at  Schwab,  which 
insists  customers  use  their  own  branch  or  the  800  number. 

•  Buy  a  phone  that  automatically  redials  a  busy  number. 

•  If  your  fund  sponsor  suspends  withdrawals,  it  may 
nonetheless,  as  Fidelity  did,  permit  switches  among  differ- 
ent equity  funds.  If  you  fear  the  market  is  falling,  switch 
out  of  a  relatively  volatile  fund  (such  as  Fidelity  Magellan) 


Forbes  talked  with  some  of  those 
smart  people  who  were  heavy 
with  cash  when  the  stock  market 
tanked.  What  are  they  doing 
with  their  money  now? 

What's  the 
hurry? 


By  Richard  Phalon 

Is  this  battered,  chastened  stock  market  a  buy?  Not  if 
you  listen  to  the  die-hard  fundamentalists,  the  ones 
who  have  been  sitting  on  cash  for  months — or  years. 
"We've  got  bids  in  at  25%  below  the  market,  but  I  still 
don't  see  any  real  bargains,"  says  Charles  Allmon,  whose 
$133  million  closed-end  Growth  Stock  Outlook  Trust  has 
been  70%  to  80%  in  cash  since  it  opened  for  business  in 
1986,  when  the  Dow  was  at  1792. 

"Obviously  a  lot  of  stocks  have  got  utterly  hammered, 
but  we  don't  see  any  great  buys  out  there,"  says  Richard 
Cunniff,  president  of  the  Sequoia  Fund,  which  has  more 
than  half  its  $692  million  assets  in  cash  equivalents. 

"It's  been  very  trying  to  wait  out  this  market,"  says 
Bernard  Klawans,  whose  $9.4  million  Valley  Forge  Fund  is 
93%  cash,  "but  it's  not  really  low  enough  so  that  I  know  I 
can  make  money  for  my  shareholders." 

Klawans,  who  frugally  runs  the  fund  out  of  the  recre- 
ation room  of  his  Wayne,  Pa.  home  thinks  that  yet  anoth- 
er test  of  the  October  lows  is  in  the  making.  "I'm  not  about 


into  a  less  volatile  one  (such  as  Fidelity  Puritan). 

•  Show  up  in  person.  At  one  point  shortly  after  the  Oct. 
19  panic,  when  Schwab  was  simply  unavailable  by  phone, 
the  firm's  busy  New  York  City  branch  accepted  a  type- 
written buy  order.  The  wait  in  line  was  six  minutes. 

•  Sometimes  an  800  number  will  be  answered  by  a 
machine  that  instructs  you  to  hit  a  particular  touch-tone 
digit  to  identify  the  service  you  need  (for  example,  general 
information  or  trading) — or  to  stay  on  the  line  for  an 
operator  if  you  have  a  rotary  dial.  Sometimes  you  can  get 
faster  results  by  waiting  for  the  operator,  even  if  you  do 
have  a  touch-tone  dial. 

•  Companies  with  toll-free  numbers  often  have  a  sepa- 
rate number  for  in-state  and/or  Alaskan  callers.  If  you 
don't  mind  the  long-distance  charges,  try  that  number.  ■ 


to  go  into  the  market  too  soon  and  get  sucked  into  some- 
thing like  a  new  low,"  he  says. 

Cunniff  doesn't  see  Sequoia  making  any  big  moves  as 
long  as  government  bond  yields  remain  as  high  as  they  are. 
With  long  Treasurys  paying  almost  9%,  good  stocks 
should  be  at  1 1  or  12  times  earnings,  he  says;  even  after  the 
debacle,  stocks  at  October's  end  still  commanded  a  rela- 
tively lofty  P/E  multiple  of  17.  Stocks  hold  out  the  pros- 
pect of  growth,  of  course,  which  bonds  don't,  but  then 
stocks  are  a  lot  riskier  than  bonds. 

The  fundamentalists  paid  a  price  for  sticking  to  their 
guns.  "I  lost  700  shareholders,"  says  Klawans.  Significant- 
ly, a  sizable  chunk  of  the  money  left  in  his  fund  is  owned 
by  Klawans  himself,  his  family  and  friends.  There  is  noth- 
ing like  a  personal  stake  in  a  portfolio  to  sharpen  the 
instinct  for  prudence. 

"We  have  had  redemptions  because  of  disappointment 
that  we  were  not  more  aggressive,"  says  Kurt  Lindner, 
whose  Lindner  Fund  is  currently  36%  in  cash.  "I  was  not 
the  most  popular  candidate  around  in  the  competition  for 
pension  fund  managers,"  says  George  Michaelis,  whose 
closed-end,  Source  Capital,  is  at  about  20%  cash.  (Source's 
unusual  capital  structure  includes  $54  million  of  pre- 
ferred, so  the  common  shares  are  about  as  leveraged  as  a 
fully  invested  conventional  fund.) 

So  the  answer  to  the  question,  Is  the  market  cheap? 
seems  to  be:  It  really  depends  on  where  you  stand.  Sequoia 
Fund,  after  all,  began  to  pile  up  cash  and  close  its  doors  to 
new  investors  almost  five  years  ago.  If  stocks  are  cheap 
compared  with  August's  levels,  they  are  still  dear  com- 
pared with  those  of  a  few  years  ago.  At  least  that's  the  way 
these  folks  see  it. 

When  the  bull  market  was  at  its  peak  this  summer, 
Allmon  ruefully  told  shareholders  he  was  "neither  bull 
nor  bear,  but  chicken."  Talking  to  a  reporter  the  other  day, 
he  transformed  himself  into  a  "tortoise,  but  not  a  hare." 

The  same  might  be  said  of  Bernard  Klawans.  He  talks  of 
having  got  within  three-quarters  of  a  point  of  a  low-limit 
order  on  Bristol-Myers,  and  thinks  Ford  (recently  at  68) 
would  be  a  nice  buy  at  around  50  to  55. 

Kurt  Lindner  says  he  has  done  "some  buying,"  and 
George  Michaelis,  without  getting  any  more  specific,  al- 
lows as  how  he  has  put  about  20%  of  Source  Capital's  cash 
back  into  the  market.  Michaelis  for  the  most  part  has 
added  to  stocks  he  already  owns  but  has  taken  in  "three  or 
four"  other  issues  Source  has  been  in  before — "situations 
that  we  know  pretty  well."  Biggest  holdings  on  June  30 
included  IBM  and  Melville  Corp.  ■ 
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Picking  up        the  Pieces 


Think  you  got  clobbered?  How'd  you  like  to  lose  a  hundred 
million  in  a  few  days?  Members  of  The  Forbes  Four  Hundred  did. 

The  rich 
got  poorer 

paper  between  the  time  we  closed  the 
books  on  The  Forbes  Four  Hundred  on 
Sept.  15  and  Oct.  23.  But  he's  still  the 
richest  man  in  the  U.S. 

Ross  Perot  is  an  old  hand  at  taking 
paper  losses.  A  few  years  back  he  was 
down  $1  billion  when  his  EDS  stock 
dropped.  This  time  he  lost  hardly  a 
dime.  When  GM's  Roger  Smith  decid- 
ed to  buy  out  Perot's  stock  last  year, 
Perot  took  cash.  GM  has  taken  a 
pounding;  Perot  still  has  his  cash.  Mor- 
al: You  can't  get  rich  sitting  on  cash, 
but  you  can  stay  rich  that  way.  ■ 


-Net  worth  (millions)— 

/o 

Name 

Hometown 

Sept.  15 

Oct.  19 

Oct.  23 

dropped* 

Source  of  wealth 

Albertson,  Joseph 

Boise 

$365 

$144 

$146 

-60% 

Albertson's 

Alexander,  Norman 

Scarsdale,  NY 

315 

246 

223 

-29 

Sun  Chemical 

Allen,  Paul 

Bellevue,  WA 

640 

503 

535 

-16 

Microsoft 

Andreas,  Dwayne 

Bal  Harbour,  FL 

230 

164 

179 

-22 

Soybeans 

Arison,  Ted 

Miami  Beach 

1,800 

1,056 

1,083 

-40 

Cruise  ships,  banking 

Bainum,  Stewart  Sr 

Silver  Spring,  ME 

250 

199 

202 

-19 

Manor  Care,  real  estate 

Bancroft,  Christoph 

:r             Denton,  TX 

225 

126 

144 

-36 

Inheritance  (Dow  [ones] 

Bancroft,  Hugh  III 

Newport  Beach 

225 

126 

144 

-36 

Inheritance  (Dow  Jones) 

Bennett,  William 

Las  Vegas 

325 

228 

236 

-27 

Circus  Circus  Enterprises 

Bernhard,  Arnold 

Westport,  CT 

390 

440 

386 

-1 

Value  Line 

Berrie,  Russell 

Englewood,  NJ 

420 

315 

265 

-37 

Teddy  bears 

Blaustein,  Morton 

Baltimore 

500 

415 

460 

-S 

Inheritance  (oil) 

Bronfman,  Edgar 

NYC 

1,800 

1,516 

1,481 

-18 

Seagram  Co 

Buffett,  Warren 

Omaha 

2,100 

1,679 

1,730 

-18 

Stock  market 

Busch,  August  Jr 

St.  Louis 

1,300 

943 

1,095 

-16 

Anheuser-Busch 

Colket,  Tristram  Jr 

Paoh,  PA 

240 

180 

194 

-19 

Inheritance  (Campbell  Soup) 

Comer,  Gary 

Chicago 

350 

229 

239 

-32 

Lands'  End 

Cook,  Jane 

Cohasset,  MA 

900 

502 

574 

-36 

Inheritance  (Dow  Jones) 

Cotsen,  Lloyd 

Los  Angeles 

265 

242 

198 

-25 

Neutrogena 

Cox,  William  Jr 

London 

450 

251 

287 

-36 

Inheritance  (Dow  Jones) 

'Percent  change  from 

Sept.  15  to  Oct  23 

By  Peter  Newcomb 

If  you're  still  tabulating  your  pa- 
per losses,  cheer  up.  You  could  be 
one  of  Forbes'  400  richest  people 
in  America  (Forbes,  Oct.  26). 

Below,  the  120  of  The  Forbes  Four 
Hundred  whose  fortunes  derive  pri- 
marily from  public  companies.  Some 
got  off  lightly.  Seattle's  Bill  Gates 
went  in  with  $1.25  billion  in  Micro- 
soft stock.  On  Oct.  23  it  was  worth 
$1.06  billion.  The  McCaw  brothers, 
also  from  Seattle,  were  less  fortunate. 


They  owned  $1.26  billion  in  McCaw 
Cellular  stock  in  September.  Recently 
it  was  worth  $650  million.  Rupert 
Murdoch  took  it  in  the  neck.  His 
News  Corp.  shares  sank  $730  million. 

To  make  The  Forbes  Four  Hundred 
list  this  year  required  a  minimum  net 
worth  of  $225  million.  After  the 
plunge,  38  of  the  people  below — in- 
cluding Irwin  Jacobs  and  Lew  Wasser- 
man — couldn't  make  the  list. 

Anybody  who  watches  TV  or  reads 
newspapers  knows  that  Wal-Mart's 
Sam  Walton  was  down  $2.6  billion  on 


To  connoisseurs  of  design,  the 
BMW  M6  sports  coupe  is  a  classic 
whose  lines  have  been  exhibitea  at  Le 
Musee  des  Arts  in  Paris,  New  York's 
Whitney,  and  other  great  museums. 

To  connoisseurs  of  oerfor- 


mance,  its  beautifully  laid-out  256-hp, 
dual  overhead-cam,  24-valve  inline 
engine  is  equally  "a  work  of  modern 
art"  (Automobile  Magazine). 

This  power  plant  is  "simply  the 
most  joyous  series-produced  high 


'BMWdoes  not  condone  eceeding  posted  speed  iirrrts  ©  1987BMWof  North  America.  Inc. The  BMWtrademark  and  logo  are  registered 


performance  6-cylinder  ever,"ap 
praises  Road  &  Track.  "Its  marvek 
smooth  growl,  remarkable  tracta 
bility-yet  overwhelming  force  wl 
asked  to  do  something-is  a  sens 
tion  one  must  experience." 


A/hether  one  is  proceeding  un- 
sramentally  through  stop-and- 
/  traffic  or  at  competition  speeds 
;r  140  mph*  the  experience 
de  all  the  more  exquisite  by  10- 
iower  sports  seating  swathed 


in  hand-stitched  Napa  leather 

And  all  the  more  assured,  as  well, 
by  BMW's  patented  four-wheel  fully- 
independent  suspension  and  race- 
track-proven antilock  braking  system. 
Your  authorized  BMW  dealer  will 


be  happy  to  arrange  a  private  show- 
ing of  the  limited-edition  M6. 

A  masterpiece  that  is 
powerfully  moving  in  every' 
sense  of  the  word. 
THE  ULTIMATE  DRIVING  MACHINE. 


Picking  up        the  Pieces 


-Net  worth  (millions)  - 

% 

Name 

Hometown 

Sept.  15 

Oct.  19 

Oct.  23 

dropped* 

Source  of  wealth 

Hannpr  Ravmnnn 

I  /ii  ■  1 1 1 1  I  ,  iXaylllUUU 

Nashville 

$225 

$175 

$170 

-25% 

Shoney's 

1  hviii'i  Rnv 

Los  Angeles 

560 

440 

459 

-18 

Walt  Disney  Co 

Hnlan  f^narlps 

1  /  '  M  it  1 !  ,   V    1       I  It  ^ 

Oyster  Bay,  NY 

550 

454 

404 

-26 

Cable  television 

Dorrance,  John  Jr 

Gladwyne,  PA 

1,300 

1,093 

1,175 

-10 

Inheritance  (Campbell  Soup) 

Ellison,  Lawrence 

Atherton,  CA 

245 

235 

192 

-22 

Oracle  Corp 

Fir  Ii  lint*  Williim 

Macon 

345 

299 

293 

-15 

Charter  Medical 

[    ITI'lti     111         1*  till 

Newton,  MA 

435 

274 

266 

-39 

Reebok 

Pi  vKi'r    I^rin  aln 

San  Francisco 

575 

216 

189 

-67 

The  Gap 

Ford;  Josephine 

Grosse  Pointe,  MI 

-US 

316 

339 

-29 

Inheritance  (Ford  Motor  Co) 

Ford,  William 

Grosse  Pointe,  MI 

900 

645 

682 

-24 

Inheritance  (Ford  Motor  Co) 

Franlfinn    Sam  n  p  1 

Palm  Beach 

350 

244 

211 

-40 

Agency  Rent-A-Car 

nil  si,  j»  u  i  ii '  i  1 1 

New  Canaan  CT 

230 

175 

187 

-19 

Vestron 

f.alviii  RnKprt 

Barrington  Hills,  IL 

600 

474 

390 

-35 

Motorola 

Gates,  William  III 

Seattle 

1,2  SO 

996 

1,059 

-15 

Microsoft 

Gottwald,  Bruce 

Richmond,  VA 

310 

230 

190 

-39 

Ethyl  Corp 

CinltwaM  FlnvH  Ir 
\juiinmUf  iiuru  )  ' 

Richmond  VA 

310 

230 

190 

-39 

Ethyl  Corp 

l\«  lllal  lilt 

Washington,  D.C 

875 

486 

606 

-31 

Washington  Post  Co 

( .  rc  fii  he  ri'  Maiirirp 

NYC 

300 

232 

248 

-17 

American  International  Group 

Hamilton,  Dorrance 

Strafford,  PA 

290 

246 

264 

-9 

Inheritance  (Campbell  Soup] 

Heinz,  Henry  III 

Fox  Chapel,  PA 

380 

273 

289 

-24 

HI  Heinz  Co 

Hpcc  I  pnn 

NYC 

625 

329 

349 

-44 

Amerada  Hess 

Hewlett  William 

Portola  Valley,  CA 

1,450 

1,082 

1,024 

-29 

Hewlett-Packard 

Icahn  C  j r  1 

Westchestet  Co,  NY 

525 

227 

212 

-60 

Financier 

Jacobs,  Irwin 

Minneapolis 

250 

183 

171 

-32 

Arbitrage,  investments 

Kauffman,  Ewing 

Mission  Hills,  KS 

1,300 

759 

906 

-30 

Marion  Laboratories 

Kavadas,  Kathryn 

Wabun,  MA 

225 

126 

144 

-36 

Inheritance  (Dow  Jones) 

Kelly,  William 

Troy,  MI 

490 

282 

264 

-46 

Kelly  Services 

Kerkorian  Kirk 

Los  Angeles 

950 

616 

575 

-39 

Investments 

Klink,  Bettina 

Los  Angeles 

22S 

126 

144 

-36 

Inheritance  (Dow  Jones) 

Knight,  James 

Bal  Harbour,  FL 

335 

2  S  S 

236 

-29 

ICnight-Ridder  Newspapers 

Knight,  Philip 

Hillsboro,  OR 

345 

267 

251 

-27 

Nike 

Krehbiel,  John  Sr 

Downers  Grove  IL 

335 

280 

239 

-29 

Molex 

Kroc,  Joan 

La  Jolla,  CA 

1,000 

622 

759 

-24 

Inheritance  { McDonald 'si 

MacElree,  Jane 

Newtown  Sq,  MA 

450 

251 

287 

-36 

Inheritance  (Dow  Jones) 

Magness,  Bob 

Englewood,  CO 

740 

290 

290 

-61 

Cable  TV 

Mandel,  Jack 

Shaker  Heights,  OH 

240 

229 

214 

-11 

Premier  Industrial  Corp 

Mandel,  Joseph 

Lyndhurst,  OH 

240 

221 

207 

-14 

Premier  Industrial  Corp 

Mandel,  Morton 

Shaker  Heights,  OH 

240 

231 

216 

-10 

Premier  Industrial  Corp 

Manoogian,  Alex 

Grosse  Pointe,  MI 

250 

292 

307 

23 

Masco 

Manoogian,  Richard 

Grosse  Pointe,  MI 

530 

590 

583 

10 

Masco 

Markkula,  Armas  Jr 

470 

325 

317 

-32 

Annlp  Cnmniitpr 

Marriott  Alice 

W/asninpton  O 

350 

269 

283 

-19 

Inheritance  (Ivtamott) 

Marriott,  John  Jr 

^Vasfungton  D.C. 

350 

269 

283 

-19 

Inheritance  (Marriott) 

Marriott,  Richard 

Washington,  D.C. 

350 

269 

283 

-19' 

Inheritance  (Marriott) 

McCaw,  Bruce 

Seattle 

315 

213 

163 

-48 

McCaw  Communications 

McCaw,  Craig 

Seattle 

315 

213 

163 

-48 

McCaw  Communications 

McCaw,  John  Jr 

Seattle 

315 

213 

163 

-48 

McCaw  Communications 

McCaw,  Keith 

Seattle 

315 

213 

163 

-48 

McCaw  Communications 

Milstein,  Monroe 

Burlington,  Nf 

250 

183 

172 

-31 

Burlington  Coat  Factory 

Mitchell,  George 

Houston 

470 

347 

325 

-31 

Oil,  real  estate 

'Percent  change  from  Sept  15  to  Oct.  23. 

American  Eagles*  An  investment 
you  can  actually  hold 


In  a  world  of  electronic  funds,  computer 
ized  puts  and  calls  and  paper  profits  and 
sses,  it's  good  to  know  there's  an  investment  you  can 
e  and  touch.  An  investment  that  actually  feels  good 
hold  on  to. 

That  investment  is  American  Eagle  Gold 
jllion  Coins. 

You  know  what  you're  getting  when 
>u  get  American  Eagles.  Because 
ey're  the  only  gold  bullion  coins  to 


have  their  content  and  weight  backed  by  the  United 
States  Government. 

American  Eagle  Gold  Coins  come  in  one  ounce,  %  \ 
lho  02.  sizes;  a  one  ounce  American  Eagle  Silver  Coin  is 
also  available.  You  can  buy  them  at  participating  banks, 
brokers,  coin  and  precious  metals  dealers.  Their  price, 
of  course,  will  fluctuate  with  the  metals  market. 
So  consider  American  Eagle  Gold 
Coins.  One  investment  you  can  actually 
get  your  hands  on. 


AMERICAN  EAGLE  GOLD  &  SILVER  BULLION  COINS 


Picking  up    f  \  the  Pieces 


i 

v 


-Net  worth  (millions)— 

/o 

Name 

Hometown 

Sept.  15 

Oct.  19 

Oct.  23 

dropped* 

Source  of  wealth 

Moody,  Robert 

Gal  veston 

$500 

$466 

$417 

-17% 

American  National  Insurance 

Moore,  Gordon 

Santa  Clara  Co,  CA 

465 

359 

284 

59 

Intel  Corp 

Murdoch,  Rupert 

NYC 

2,  KID 

1,367 

1,119 

-47 

Publishing 

Naify,  Marshall 

San  Francisco 

500 

161 

161 

-68 

Movie  theaters,  cable  TV 

Naify,  Robert 

San  Francisco 

500 

161 

161 

-68 

Movie  theaters,  cable  TV 

Nielsen,  Arthur  Ir 

Winnetka,  IL 

315 

232 

241 

-24 

AC  Nielsen  Co 

Olsen,  Kenneth 

Lincoln,  MA 

490 

334 

326 

-33 

Digital  Equipment  Corp 

Ottaway,  Janus  Sr 

Campbell  Hall,  NY 

255 

146 

167 

-35 

Newspapers 

Packard,  David 

Los  Altos  Hills,  CA 

2,870 

2,072 

1,959 

-32 

Hewlett-Packard 

Paley,  William 

NYC 

450 

345 

358 

-21 

CBS 

Park,  Roy 

Ithaca,  NY 

550 

427 

377 

-31 

Park  Communications 

Paxson,  Lowell 

Clearwater,  FL 

385 

197 

164 

-58 

Home  Shopping  Network 

Pennington,  William 

Reno 

325 

228 

236 

-27 

Circus  Circus  Enterprises 

Perenchio,  Andrew 

Bel  Air,  CA 

400 

333 

366 

-9 

Television 

Petrie,  Milton 

NYC 

1,300 

969 

955 

-27 

Petrie  Stores 

Pontikes,  Kenneth 

Barnngton,  IL 

295 

155 

138 

-53 

Computer  equipment 

Price,  Sol 

La  Jolla,  CA 

325 

233 

222 

-32 

The  Price  Co 

Rosenberg,  Ruth 

Baltimore 

250 

207 

230 

-8 

Inheritance  (oil] 

Ryan,  Patrick 

Chicago 

230 

194 

191 

-17 

Insurance 

Simmons,  Harold 

North  Dallas 

1,150 

972 

996 

-13 

Investments 

Singleton,  Henry 

Los  Angeles 

615 

483 

451 

-27 

Teledyne 

Skaggs,  Leonard  Jr 

Salt  Lake  City 

480 

303 

374 

-22 

American  Stores 

Smith,  Frederick 

Memphis 

2y  s 

259 

232 

-21 

Federal  Express  Corp 

Smith,  Richard 

Chestnut  Hill,  MA 

500 

343 

299 

-40 

General  Cinema  Corp 

Speer,  Roy 

Clearwater,  FL 

600 

308 

256 

-S7 

Home  Shopping  Network 

Spiegel,  Abraham 

Beverly  Hills 

300 

201 

228 

-24 

Columbia  Savings  &.  Loan 

Steinberg,  Saul 

NYC 

660 

445 

445 

-33 

Financier 

Sulzberger,  Arthur 

NYC 

440 

268 

286 

-35 

New  York  Times 

Sulzberger,  Iphigene 

NYC 

440 

268 

286 

-35 

New  York  Times 

Syms,  Sy 

Lyndhurst,  NJ 

240 

173 

160 

-33 

Syms  Corp 

Terra,  Daniel 

Chicago 

245 

221 

213 

-13 

Lawter  International 

Thalheimer,  Louis 

Baltimore 

250 

207 

230 

-8 

Inheritance  ( oi  1 1 

Thorne,  Oakleigh 

Millbrook,  NY 

530 

472 

382 

-28 

Commerce  Clearing  House 

Tisch,  Laurence 

NYC 

1,000 

876 

845 

-16 

Loews  Corp 

Tisch,  Preston 

NYC 

1,000 

876 

845 

-16 

Loews  Corp 

Tramiel,  Jack 

Zephyr  Cove,  NV 

375 

257 

227 

-39 

Atari 

Turner,  Ted  III 

Roswell,  GA 

465 

452 

447 

-4 

Turner  Broadcasting  System 

Tyson,  Barbara 

Fayetteville,  AR 

325 

248 

24s 

-24 

Tyson  Foods 

Tyson,  Donald 

Sprmgdale,  AR 

400 

309 

309 

-23 

Tyson  Foods 

Ueltschi,  Albert 

Greenwich,  CT 

300 

246 

227 

-24 

FlightSafety  International 

von  Platen,  Ruth 

San  Marino,  CA 

300 

205 

224 

-25 

Times  Mirror  Co 

Walton,  James 

Bentonville,  AR 

400 

139 

141 

-65 

Wal-Mart  Stores 

Walton,  Sam 

Bentonville,  AR 

8,500 

5,820 

5,902 

-31 

Wal-Mart  Stores 

Wang,  An 

Lincoln,  MA 

725 

582 

488 

-33" 

Wang  Laboratories 

Wasserman,  Lewis 

Beverly  Hills 

325 

202 

199 

-39 

MCA 

Weis,  Robert 

Sunbury,  PA 

510 

426 

426 

-16 

Weis  Markets 

•  *  CIS,    '11,11  RU 

620 

517 

517 

—  17 

Weis  Markets 

Wexner,  Bella 

Columbus,  OH 

365 

196 

187 

-49 

The  Limited 

Wexner,  Leslie 

Columbus,  OH 

2,100 

1,106 

I  054 

-50 

The  Limited 

Wrigley,  William 

Lake  Geneva,  WI 

345 

253 

303 

-12 

Wngley's 

'Percent  change  from  Sept 

15  to  Oct  23. 
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Expand  your  horizons. 

Toshiba's  30"  FST8  Magnum  TV.  It's  a  sizeable  improvement.  And  not 
just  because  of  its  size.  It  has  the  first  6-lens  focusing  system.  So  you  get  a 
picture  that's  15%  clearer.  Our  flat,  square  picture  tube  also  gives  you  a  wider 
viewing  area  and  virtually  no  distortion.  So  get     in  Touch  with  Tomorrow 
Toshiba's  30"  FST  Magnum.  You  won't  just  see  THCUIRA 
more,  you'll  see  better.  I  UOnlDn 

Toshiba  America.  Inc  ,  82  Totowa  Road.  Wayne.  NJ  07470 


mm  wmmmm&mmwm,  vammimm  ymimmmym 


A  Tradition  Of  Service 


Right  in  the  heart  of  Houston's  financial  and  theatre  district 
with  the  kind  of  personal  service,  warmth  and  charm  that 
only  a  9 3 -room  hotel  can  provide.  Complimentary  limousine 
downtown,  full  health  club  facilities.  And,  most  of  all,  a  staff 
dedicated  to  your  personal  service.  So  you  can  keep  your  mind 
on  business. 


ILANCASTER 


701  Texas  Avenue,  Houston,  Texas  77002  •  7131228-9500  •  8001231-0336  •  Telex  790-506 
Member:  Small  Luxury  Hotels...  A  Lancaster  Group  Hotel 


Already  took  gains  this 
year?  Take  some  losses 
now.  If  you  took  losses, 
you  should  take  some 
long-deferred  gains — 
probably. 

Make  the 
taxman 
share  the 
losses 


By  William  Baldwin 


The  tax  tail  should  never  wag  the 
portfolio  dog.  But  taxes  cannot  be 
ignored,  either,  especially  after  a  mar- 
ket move  of  the  dimensions  of  the  one 
we  have  just  suffered. 

For  a  lot  of  investors,  federal  taxes 
on  long-term  capital  gains  are  28% 
this  year,  up  from  20%  last  year,  and 
that  doesn't  include  the  stiff  local 
taxes  of  states  like  California,  Con- 
necticut and  New  York.  That  is  bad 
news  if  you  take  profits,  but  the  flip 
side  is  that  your  losses  are  usually 
worth  more. 

"You  should  accelerate  losses,  espe- 
cially if  they  are  going  to  offset  short- 
term  capital  gains,"  says  Robert  Wil- 
lens,  a  CPA  at  Shearson  Lehman 
Brothers. 

Tax  law  for  investors  was  never 
simple.  Then  last  year's  tax  complica- 
tion act  (that's  not  what  it  was  called, 
but  that's  what  it  was)  lowered  some 
rates  and  raised  others,  contributing 
mightily  to  the  confusion. 

Some  guidelines,  nonetheless,  can 
be  offered  for  investors  who,  after  that 
nearly  1,000-point  drop  in  the  Dow, 
fit  into  one  of  two  groups:  those  who 
have  already  taken  some  gains  and  are 
contemplating  additional  trades  that 
would  result  in  losses,  and  those  who 
have  already  taken  some  losses  and 
are  considering  whether  to  realize 
some  gains. 
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Frank  Wobsl,  Chairman 
Huntington  Bancshares  Incorporated 
Headquarters:  Columbus,  Ohio 

Gerald  D.  Hines 
Gerald  D  Hines  Interests 
National  Developer 
Houston.  Texas 


''Discover  CohAinbus..W>Did.'; 


frank  Wobst  and  Gerald  Hines  have  made  a  monu- 
mental itwestment  in  Columbus,  Ohio.  They  iniiteyou 
to  explore  the  city  and  the  new  Huntington  Center. 


Its  retail  and  industrial  innovators,  its  educational 
resources,  its  national  insurance  headquarters. . .  the 
birthplace  of  the  world's  largest  research foundation- 
Columbus  motivated  our  entire  team. " 


Discover  ways  that  you  may  invest  in  a  city  that  is  ready - 


Frank  Wobst:  "The  people  of  Columbus  have  been 
investing  their  money  and  their  trust  in  the  Huntington 
Banks  since  1866.  Huntington  Center,  our  headquarters,    ing  itself  for  the  21st  century), 
is  ouriisible  commitment  to  the  i  >ast  potential  of  this 
grouping  city,  now  largest  in  Ohio. " 


Gerald  Hines:  "Our  excitement  in  discovering 
Columbus  [xtrmeated  every  element  of 
bidlding  design  and  execution.  What  a 
inhrant  crossroads  of  commerce! 


DISCOVER 
COLUMBUS 


Write:  Central  Ohio  Marketing  Council 

P.O.  Box 21722 
Columbus,  Ohio  43221-0722 
Phone:  1-800-341-4441 
In  Ohio:  1-614-222-8596 


Did  anyone  dare  tell 
onto  Stradivari  he  could 
peed  Up  production,  it 
topped  fiddling  around? 


lo  one  can  turn  up  the  speed  of 
a  master  craftsman  s  hands. 
Or  shorten  the  time 
leeded  to  make  a  great  Scotch, 
t  is  why  it  takes  twelve  long  years 
reate  Johnnie  Walker  Black  Label, 
has  eyerv  right  to  be  expensive. 


Johnnie  Walker  "  I 
Black  Label  Scotch  I 


it*  S§  t 


JOHNNIE  WALKER  '  BLACK  LABEL  *  '  . 
D  BLENDED  SCOTCH  WHISK>  86  S  RR OOF 
'  isIN  SCOTLAND  IMPORTED  BY. 
SOMERSET  N  V   N  >  f  1986  » 


Consider  the  first  group.  They 
should  probably  take  losses  up  to  the 
amount  of  the  gains  they  have  already 
taken.  Tax  savings  will  more  than 
make  up  the  transaction  costs.  But 
what  if  the  fellow  who  bought  Ford  at 
90  doesn't  want  to  get  out  at  70?  Or 
sell  his  140  IBM  for  120?  Here  the  tax 
strategy  gets  complicated. 

To  sell  a  stock  and  buy  it  back  im- 
mediately will  accomplish  nothing. 
The  "wash  sale"  rule  forbids  deduc- 
tion of  losses  on  positions  reestab- 
lished within  30  days.  Doubling  up  a 
position  and  then  selling  half  the  next 
day  won't  work,  either.  The  wash  sale 
rule  looks  at  offsetting  trades  within 
30  days  on  either  side  of  the  one  being 
used  to  claim  a  loss. 

That  leaves  several  imperfect 
choices.  One  is  to  make  a  hard  deci- 
sion about  whether  Ford  or  IBM  is 
more  undervalued  now.  Double  that 
position  and  sell  the  other  stock.  Or 
sell  one  or  both  positions,  pray  the 
market  doesn't  rebound  right  away 
and  get  back  in  after  30  days. 

Why  go  through  all  this  agony?  Be- 
cause it  will  establish  a  tax  loss, 
which,  if  you  live  in  a  high- tax  state 
like  New  York,  could  bring  you  about 
34  cents  in  tax  savings  for  every  dollar 
in  market  losses. 

Less  agony  is  involved  in  taking 
losses  if  you  are  a  mutual  fund  inves- 
tor. Suppose  you  bought  Mutual 
Shares  Corp.  recently  and  saw  it  lose 
20%  of  its  value.  You  can  switch  into 
Mutual  Beacon,  run  by  the  same  peo- 
ple, keeping  your  dollar  investment 
but  earning  a  tax  offset.  Or  you  can 
sell  Dreyfus  Fund  and  buy  Fidelity 
Fund.  These  pairs  of  funds  have  simi- 
lar objectives  but  are  not  so  close  to 
identical  that  the  shareholder  would 
run  afoul  of  the  wash  sale  rule.  No- 
loads  like  these  have  the  added  advan- 
tage of  having  no  transaction  costs. 

What  about  the  investor  who  has 
already  taken  some  losses  and  now 
wants  to  clean  out  some  winning  po- 
sitions he's  been  in  for  years?  Tax 
rates  are  all  over  the  lot,  and  by  no 
means  limited  to  28%.  Herewith  a 
rundown  of  some  of  the  code's  quirky 
tax  rates. 

The  52.5%  bracket.  Harry  is  a  single 
retiree  with  an  income  of  $41,000  this 
year,  including  the  maximum  Social 
Security  benefit.  Early  in  the  market 
crash  he  took  a  $3,000  loss,  the  maxi- 
mum net  loss  deductible  against  ordi- 
nary income.  Now  he's  pondering 
whether  to  take  a  long-term  $1,000 
gain.  What  effective  rate  does  Harry 


face?  An  astounding  52.5%.  That  is, 
taking  the  gain  will  cost  him  $525  in 
federal  tax. 

How  can  that  be?  Isn't  28%  the 
maximum  rate  on  long-term  capital 
gains  this  year?  Yes,  ordinarily.  But 
two  things  are  working  against  Harry. 
One  is  the  rule  that  capital  gains  and 
capital  losses  are  merged  at  the  very 
beginning  of  the  tax  computations. 
The  $1,000  gain  would  be  merged 
with  the  $3,000  loss  to  generate  a 
$2,000  net  loss.  Since  the  bottom  line 
here  is  a  negative  figure,  the  28% 
maximum  rate  never  comes  into  play. 
Instead,  taking  the  gain  has  the  effect 
of  raising  Harry's  taxes  by  shrinking 
his  capital  loss  writeoff.  What  does 
that  do?  If  Harry  takes  the  standard 
deduction,  he'll  be  in  the  35%  bracket 
this  year,  and  losing  $1,000  of  write 
offs  costs  $350. 

But  that's  not  all.  A  complex  formu- 
la determines  how  much  of  Harry's 
Social  Security  is  taxable.  If  he  takes 
the  long-term  gain,  he'll  boost  one  of 
the  numbers  used  in  the  formula  and 
thereby  make  an  additional  $500  of 
Social  Security  benefits  taxable.  In 
Harry's  bracket  that  costs  $175.  Total 
penalty  for  doing  the  trade:  $525,  or 
52.5%  of  the  $1,000  profit. 

The  38.5%  bracket.  Mary's  $200,000 
income  puts  her  in  the  top  38.5%  tax 
bracket  this  year.  If  she  has  a  $3,000 
loss  from  earlier  in  the  year,  then  the 
first  $3, 000  of  long-term  gains  she  takes 
now  are  effectively  taxed  at  38.5% . 

The  33%  bracket.  The  Does  have  a 
$100,000  income.  That  will  put  them 
in  the  33%,  or  highest,  bracket  for 
1988  and  beyond.  (If  they  were  much 
richer,  they  would  be  in  a  28%  brack- 
et. Don't  ask  why.  The  idea  of  having 
rich  people  in  a  lower  bracket  than 
upper-middle-income  people  is  a  new 
concept  that  was  introduced  in  last 
year's  tax  act.) 

Now  suppose  that  the  Does  have 
already  taken  a  $10,000  loss  this  year 
and  are  pondering  another  trade  with 
a  potential  $5,000  long- 
term  gain.  What  does  this  ^fc* 
gain  cost?  Without  it,  the  ^ijt^g 
Docs  would  be  taking  a  ■L-jtf 
$3,000  deduction  this  year, 
the  maximum  capital  loss  that 
can  shelter  other  income.  , 
The  other  $7,000  of  loss  would  W| 
be  carried  forward  and  deducted    « / 
in  future  years,  when  every  ^^^M 
dollar  would  save  33 


I'm  a  Talking  -<t 

Telephone!  _v$£"Y> 


m 


"My  mouth  and 
eye  movements 
'lip-synch'  a 
caller's  voice! 

I'm  a  2 -way 
speakerphone 
(no  handset 
is  needed) 
who  makes 
every  phone 
conversation 
a  fun  event!" 


"For  fun... watch 
my  eyes  and  mouth 
move . . .  synchronized 
to  every  word  said 
by  anyone  with  whom 
you  are  having  a 
phone  conversation!" 


"But  don't  overlook 
the  fact  I'm  a  real 
working  telephone! 
A  push-button  dial, 
hands-free  speakerphone 
that  lets  you  converse 
at  a  distance... without 
a  handset!" 
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At  quality  stores  and  phone 
departments,  everywhere! 
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Research 
confirms  that 
business  thrives 
onlotsofsunand 
plenty  of  water. 

The  sound  of  water 
cascading  from  a  fountain  can 
help  crystallize  one's  thinking 
Eastern  philosophers  have 
known  that  for  centuries. 

A  sunny  room  is  infi- 
nitely more  uplifting  than  a 
dim  room.  That  discovery  is 
as  old  as  the  invention  of  the 
window. 

Certain  color  schemes 
can  warm  you.  Open, airy 
spaces  can  make  you  feel  free. 

Certainly,  none  of 
these  thoughts  are  especially 
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startling  today.  What  is  sur-  and  more  focused  at  Hyatt . 
prising,  however,  is  that  only  And  why,  given  our 

one  group  of  hotels  seems  to     competitive  rates  and  the 
employ  them  to  the  fullest       benefits  of  our  Hyatt  Gold 
advantage  of  today's  business   Passport <R)  Frequent  Traveller 
traveller :  Hyatt!  Program ,  enlightened  com- 

Which  may  help  to      panies  are  happy  to  see  their 
explain  why  everything,  from  executives  come  back  to  a 
our  atriums  to  our  guest         Hyatt  Hotel . 
rooms,  has  such  a  dis-      Tire      After  all,  the  fact  is 

tinctive  appeal,  <w-  X  _  what's  good 
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Picking  up        the  Pieces 


cents  in  taxes. 

If  the  Does  do  the  profitable  trade, 
they  will  still  be  deducting  the  maxi- 
mum $3,000  of  net  losses  this  year. 
But  their  backlog  of  losses  going  into 
later  years  will  be  $5,000  lower.  Every 
dollar  of  lost  deductions  costs  them 
33  cents.  In  effect,  the  long-term  gain 
taken  this  year  is  in  a  33%  bracket. 

The  26.25%  bracket.  The  Smiths 
have  a  $300,000  income  and  so  many 
tax  shelters  that  they  have  to  pay  the 
"alternative  minimum  tax"  instead  of 
tax  computed  the  regular  way.  There 
are  two  tax  brackets  for  people  in  this 
situation:  26.25%  and  21%.  The 
Smiths  will  be  in  the  higher  bracket, 
meaning  that  each  additional  dollar  of 
capital  gain  costs  them  26 'A  cents.  If 
they  pulled  down  $600,000,  they 
would  be  in  the  lower  bracket.  As  for 
the  logic  of  putting  richer  people  in 
lower  brackets,  see  preceding  entry. 

T}jeO%  bracket.  Larry,  a  risk  arbitrag- 
er, had  $1  million  of  salary  income 
this  year.  He  lost  his  job,  however, 
and  is  now  employed  as  a  taxi  dis- 
patcher. He  also  lost  the  entire  $1 
million  speculating  in  futures.  Only 
$3,000  of  the  capital  loss  is  deductible 
against  his  salary  this  year.  At  $3,000 
a  year,  it  will  take  him  333  years  to 
write  off  the  other  $997,000.  The  loss, 
however,  can  absorb  any  amount  of 
capital  gain.  In  effect,  capital  gains  are 
tax-free  to  him. 

If  you  really  want  to  know  the  tax 
consequences  of  the  market  collapse 
to  your  personal  portfolio,  have  a  fi- 
nancial consultant  run  hypothetical 
1987  and  1988  tax  returns  with  and 
without  a  prospective  trade.  But  don't 
be  so  traumatized  by  paper  losses  that 
you  forget  taxes.  With  capital  gains 
now  often  taxed  at  the  same  rate  as 
ordinary  income,  paper  losses  are 
worth  real  tax  dollars.  Don't  lose 
them.  ■ 


Is  the  bull  market  finished?  In  stocks,  yes, 
says  Dick  Kelly,  but  good  things  lie  ahead 
for  the  bond  market. 


Bearish  on  stocks, 
bullish  on  bonds 


By  Ben  Weberman 


Richard  Kelly  is  president  of 
Aubrey  G.  Lanston  &.  Co.,  one 
lof  the  country's  leading  gov- 
ernment securities  firms.  Lanston  has 
had  a  reputation  through  the  years  far 
greater  than  its  capital  of  $1 10  million 
might  seem  to  justify.  Industrial  Bank 
of  Japan  is  its  parent. 

Everybody's  crystal  ball  is  cloudy 
these  days,  but  Dick  Kelly's  is  clearer 
than  most.  He  thinks  the  bull  market 
in  stocks  is  over.  Likewise  the  bear 
market  in  bonds  that  started  in  April. 

Kelly:  Stocks  have  ended  a  major  bull 
market,  which  began  in  1974.  Prices 
as  measured  by  the  Dow  Jones  indus- 
trial average  rose  from  a  1974  low  of 
577.60  to  a  recent  peak  of  2722.  Now 
we  have  entered  a  major  bear  market 
that  will  continue  for  a  long  time. 

Forbes:  Where's  the  Dow  heading? 
The  downward  rush  in  stock  prices  is 
grossly  overdone  and,  as  attitudes 
calm  and  emotions  subside,  prices 
will  climb  higher — temporarily. 

Can  you  be  more  specific? 
When  the  dust  settles,  the  market 
may  rally  about  half  of  the  big  decline. 
The  drop  has  been  roughly  1,000 
points  on  the  DJI.  We  may  rally  back 
_  to  around  2200.  At  that  time  I 
if  would  sell  stocks  because  I  think 
*Y       that  the  subsequent  decline 


will  continue  through  1988.  When 
there  has  been  a  decline  of  the  magni- 
tude of  the  last  two  months,  the  ef- 
fects are  likely  to  be  longer-lasting 
than  many  investors  now  fear. 

Bonds? 

We're  now  in  a  bull  market  in  bonds. 
The  30-year  Treasurys  rallied  from  a 
low  on  Oct.  19  of  853/t,  where  the 
yield  was  10.44%,  to  a  current  99,  to 
yield  8.97%.  The  move  was  dramatic 
in  short-term  rates  as  well,  as  three- 
month  Treasury  rates  declined  about 
2%,  to  the  current  level  of  5%. 

Having  said  that,  I  think  that  fixed- 
income  markets  may  pause  for  a 
while  before  we  move  to  still  higher 
prices  and  lower  yields. 

What  would  you  do  now  with  cash? 
I  believe  that  yields  of  Treasury  secu- 
rities are  still  quite  attractive.  Also, 
their  safety  and  liquidity  should  be 
appealing  to  individual  and  institu- 
tional investors.  With  short-term  in- 
terest rates  declining  so  sharply  in 
just  a  week,  I  believe  the  two-  to  five- 
year  maturities  are  perhaps  the  most 
favorable  area  in  which  to  invest. 

And  after  the  pause? 
I  think'  8%  on  30-year  Treasurys  is 
well  within  the  realm  of  possibility  a 
bit  down  the  road.  Over  the  long  term, 
a  further  substantial  yield  decline  is 
possible.  We  should  not  underesti- 
mate the  highly  deflationary  effects  of 
this  worldwide  crash  in  stock  prices. 

Wljat  roles  have  the  Federal  Reserve  Sys- 
tem and  Board  Chairman  Alan  Green- 
span played  in  the  recent  disaster'? 
The  Fed  has  played  a  positive  role  in 


guar  has  always  believed  that 
?  quality  of  the  performance 
engine  delivers  is  no  less 
portant  than  the  quantity  of 
wer  it  produces.  That's  why 
guar  long  ago  set  its  sights  on 
rfecting  the  V-12. 
The  product  of  over  two 
cades  of  refinement.  Jaguar's 
erhead  cam,  fuel  injected 
12  is  one  of  the  world's  most 
jroughly  proven  high  per- 
mance  engines.  Modified  for 
:ing,  it  powered  the  awesome 
R-8  to  the  prestigious  team 
e  in  the  1987  World  Sports 
jtotype  Championship.  In 
oduction  form,  it  moves  the 
88  Jaguar  XJ-S  with  an 
canny  silence,  smoothness 
d  swiftness  befitting  a  true 
and  touring  automobile. 
Inside  the  sleek  XJ-S,  barely 
whisper  intrudes  upon  the 
cined  elegance  of  the  supple 
rther,  rich  burl  walnut,  and 
*ny  thoughtful  amenities 
hich  grace  its  luxurious  2  +  2 
bin.  With  the  vivid  response 


THE  V-12  JAGUARS 

12  CYLINDERS  MOVE  THE  ELEGANT 
XJ-S  WITH  SILENCE  AND  SWIFTNESS. 
THEY  POWERED  THE  XJR-8  TO  THE 
WORLD  SPORTS  CAR  CHAMPIONSHIP 


SILK 
CUT 


of  262  horsepower  and  the 
impeccable  road  manners  of 
Jaguar's  renowned  indepen- 
dent suspension,  the  S-type 
offers  a  driving  experience  that 
is  truly  extraordinary.  . 

Today,  Jaguar  leads  the 
world  in  the  production  of 
V-12s.  One  day  others  may 
offer  this  kind  of  sophistication, 
but  the  V-12  Jaguars  will  be 
hard  to  catch. 

To  sample  Jaguar's  legend- 
ary V-12  performance  yourself, 
test  drive  the  1 988  S-type  at 
your  Jaguar  dealer.  He  can 
provide  details  on  Jaguar's 
three  year/36,000  mile  limited 
warranty,  applicable  in  the  USA 
and  Canada,  and  Jaguar's 
uniquely  comprehensive 
Service-On-SiteSM  Roadside 
Assistance  Plan.  For  the  name 
of  the  dealer  nearest  you,  call 
toll-free:  1 -800-4-JAGUAR. 

JAGUAR  CARS  INC..  LEONiA.  NJ  07605 
ENJOY  TOMORROW.  BUCKLE  UP  TODAY 

JAGUAR  XJ-S 


John  McLaughlin  fuels  the  fire  while  respected  journalists  Jack  Germond,  Morton 
Kondracke,  and  Robert  Novak  provide  informative  and  often  explosive  opinions. 

Join  them  all  on  the  McLaughlin  Group  It  just  might  be  the  freshest,  boldest, 
most  incisive  political  show  on  the  air. 

Don't  miss  it.  The  people  who  run  this  country  never  do. 

The  McLaughlin  Group 

Made  possible  by  a  grant  from  GE. 


Check  local  listings  for 
station  and  time. 


We  bring  good  things  to  life. 


TRANS-AMAZON 


RALLYE^ 

NEW  ORLEANS  - 
RIO  DE  JANEIRO 

April  10-May  4.  Join  the  Adventure  of 
a  Lifetime:  the  FISA  sanctioned 
Trans/Amazon  Rallye  1988. 

Amateur  participants  from  20  countries 
have  registered  with  motorcycles, 
autos  and  trucks  to  challenge  the  exotic 
Amazon  region,  the  ancient  Andes, 
the  deserts  of  Peru  and  Chile,  the  Chaco 
of  Argentina  and  Paraguay,  the 
glamour  of  Buenos  Aires  and  Rio 
at  the  end  of  an  8,500  mile 
odyssey!  Full  package  registration 
now  available.  .  .very  limited! 
Join  the  Adventurer  s  Club.  $25 
membership  includes 
Adventure  Passport  and  VISA 
newsletters,  Travel  Service  and 
full  Rallye  registration  package. 

Send  name,  address,  telephone  number 
with  check,  Visa,  MC,  or  AMEX 
(number  and  expiration  date)  to: 

Exploration  Society  of  America,  Inc.,  1912  St.  Charles 
Avenue,  Mew  Orleans,  LA  70130. 


trying  to  stem  the  downward  spiral  of 
stock  prices.  The  announcement  on 
the  day  following  the  crash  that  the 
Fed  would  provide  all  the  liquidity 
needed  to  support  the  economic  and 
financial  system  encouraged  lower 
short-term  interest  rates.  This  helped 
to  calm  the  financial  markets.  Fears  of 
a  collapse  subsided. 

Now  the  Fed  is  showing  the  bond 
markets  as  well  as  the  equity  markets 
that  it  has  become  more  accommo- 
dating in  providing  credit  to  the  econ- 
omy. It  has  eased,  but  this  does  not 
represent  a  change  in  monetary  poli- 
cy. It  is  being  accommodating  in  order 
to  restore  confidence  in  the  financial 
markets.  As  the  astonishingly  rapid 
loss  of  wealth  caused  by  the  stock 
market's  plunge  affects  consumer  be- 
havior and  allays  fears  of  inflation,  I 
would  expect  the  Fed  to  ease  its  mon- 
etary policy.  Such  a  move  would  vali- 
date and  reinforce  the  recent  decline 
in  interest  rates. 

How  do  you  feel  about  Alan  Greenspan's 
performance? 

After  raising  the  discount  rate  to  6% 
from  5.5%  a  few  weeks  ago,  the  Fed 
chairman  gained  some  credibility  in 
the  financial  markets.  The  board's  ac- 
tion to  resist  potential  inflationary 
pressure  was  right  on  the  mark. 
Greenspan  compromised  his  credibil- 
ity, however,  by  admitting  that  there 
is  no  inflation  problem  now  and  that 
the  markets  are  overreacting.  He 
should  have  stuck  to  his  guns  and 
emphasized  the  concern  about  poten- 
tial inflation.  He  should  have  said: 
"The  market's  concern  with  potential 
inflation  is  not  an  unhealthy  develop- 
ment. The  central  bank  is  always  con- 
cerned about  potential  inflation  and 
will  act  to  resist  such  pressures." 

Any  caveats  about  this  forecast? 
I  am  not  sure  how  the  international 
monetary-fiscal  accords  will  play  out. 
If  they  fail,  and  if  the  dollar  continues 
to  fall  against  other  currencies,  this 
could  throw  a  wrench  into  my  long- 
term  outlook  for  interest  rates. 

I  am  also  nervous  about  the  ability 
of  the  Administration  and  Congress 
to  compromise  on  meaningful  budget 
deficit  reduction.  Administration  offi- 
cials must  see  the  need  to  compro- 
mise with  Congress  on  revenues  as 
well  as  expenditures.  The  health  of 
the  nation  and  the  markets  is  too  im- 
portant for  partisan  bickering  over 
how  revenues  will  be  raised  or  taxes 
changed.  ■ 


History  In  Your  Hands. 
Money  In  The  Bank. 


You  probably  know  that  Salomon 
Brothers'  recent  survey  ranked  rare 
coins  as  the  #  1  investment  of  the  past  ten 
years. 

But  you  probably  never  thought 
about  why. 

The  reason  rare  coins  have  such 
great  value  has  nothing  to  do  with  charts 
and  graphs,  or  P/E  ratios,  or  even  changes 
in  the  tax  law. 

The  reason  they  can  be  a  superb 
portfolio  purchase  is  that  nearly 
everyone  who  learns  the  rare  coin  story 
develops  an  almost  irresistible  urge  to 
own  them. 

And  anyone  who  actually  holds  a  beautifully 
preserved,  shining  example  of  American  history  in  his 
hands  immediately  recognizes  the  value. 

But  to  feel  confident  about  buying  rare  coins,  you 
need  safety.  And  liquidity.  And  guarantees. 

Today,  through  the  Professional  Coin  Grading 
Service,  rare  coins  are  a  modern  financial  market.  PCGS 
is  a  national  network  of  168  carefully  screened  dealers. 
PCGS  guarantees  the  grade;  i.e.  condition,  of  every 
PCGS  certified  coin.  And  the  correct  grade  is  the 
key  to  value. 


How  safe  are  PCGS  coins?  Dealers  buy 
and  sell  them  over  the  phone — or  through 
the  American  Numismatic  Exchange 
electronic  trading  system — without  even 
seeing  them. 

How  liquid  are  PCGS  coins?  There 
are  today  398,738  PCGS  certified  coins 
I     on  the  market,  with  a  declared  value  of 
8378,432,963-  By  some  estimates  they 
represent  more  than  half  of  all  trading  in 
■Bir  U.S.  rare  coins  today. 

There  are  lots  of  ways  to  buy  stocks 
and  bonds,  and  hundreds  of  choices  in  planning 
portfolios.  But  there  is  only  one  smart  way  to 
buy  rare  coins:  from  a  PCGS  authorized  dealer. 
The  case  for  rare  coins  is  compelling.  To  learn 
more,  call  or  write  today. 

History — and  a  wise  portfolio  choice — 
is  in  your  hands. 


P.O.  Box  9458 

Newport  Beach,  CA  92658 

Toll  Free:  1-800-544-FCGS 


Check  American  Numismatic  Exchange  current  rare  coin  prices  on  the 
Commodities  Page  every  Monday  in  the  Wall  Streit  Journal . 
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to  fill  out  the 
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your  letter  could 
have  been 


delivered 


It  takes  just  seconds  to  deliver  a  letter,  diagram, 
or  even  a  photograph  across  the  country  or  around 
the  world. 

With  a  Harris/3M  facsimile  machine,  you  can 
deliver  a  full-page  document  almost  anywhere  for  about 
65  cents*  And  that's  not  all.  With  every  Harris/3M 
fax  machine  comes  the  Harris/3M  Fax  Force,  the  larg- 
est team  of  customer  service  representatives  in  the 
industry,  ready  to  help  you  with  any  questions  or  ser- 
vice you  may  need. 

So  stop  wasting  your  time  filling  out  airbills. 
Instead,  call  your  local  Harris/3M  office,  or  our  toll-free 
number  (1-800-44  FAX  IT).  Or  send  in  this  coupon. 


We'll  show  you  how  to  deliver  a  letter  without  filling 
out  an  airbill.  (In  Canada,  call  1-519-668-2230.) 

1-800-44  FAX  IT 

Yes,  I'd  like  to  know  how  to  deliver  a  letter  in  the  time  it 
takes  me  to  fill  out  an  airbill.  Please  contact  me  with  more 
information. 

Name  

Company 
Address  _ 

City  

State  

Phone  
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|    Harris/:SM  Document  Products.  Im  ,  I'd  Box  785,  Dayton,  (III  45401 


As  I  See  It 


After  a  nine-month  delay,  Brazil  looks 
ready  to  resume  interest  payments  on  its 
foreign  debt.  Illusion  or  reality? 

View  from 
the  middle 


By  Edwin  A.  Finn  Jr. 


Banco  do  Brasil's  Adroaldo  Moura  da  Silva 
With  concessions  from  U.S.  banks,  he  sees  a  breakthrough. 


F\  ive  years  after  the  Latin  debt 
crisis  erupted,  are  the  lenders 
any  closer  to  getting  repaid? 
One  of  Brazil's  leading  moderates 
on  the  repayment  question,  Adroaldo 
Moura  da  Silva,  economist  and  head 
of  international  operations  at  Banco 
do  Brasil,  thinks  they  are. 

He  should  know:  His  bank,  about 
60%  owned  by  the  Brazilian  govern- 
ment, is  more  than  just  that  country's 
largest  international  commercial  bor- 
rower. Through  foreign  subsidiaries, 
Banco  do  Brasil  also  has  become  a 
leading  creditor  by  raising  funds 
abroad  and  relending  them  to  domes- 
tic Brazilian  borrowers.  Neither  a  bor- 
rower nor  a  lender  be?  Moura  da  Silva 
is  both. 

The  year  now  ending  has  certainly 
been  a  tough  one  for  Latin  debt  nego- 
tiations. But  Moura  da  Silva  predicts 
that  an  agreement  will  soon  be 
reached  between  Brazil  and  its  foreign 
creditors  for  the  country  to  end  its 
nine-month-old  moratorium  and  re- 
sume interest  payments  in  early  1988. 
Why?  Moura  da  Silva  spoke  with 
Forbes  and  offered  these  thoughts: 
Why  do  you  think  Brazil  will  resume 
repayments? 

The  problem  now  is  working  out  a 
mechanism  to  begin  repaying.  We 
have  not  been  asking  for  forgiveness 
of  the  debt,  we  have  been  asking  for  a 
more  realistic  structure.  In  the  short 
term  that  means  some  way  of  reduc- 
ing the  payments  or  arranging  new 
financing.  I  believe  we  will  be  able  to 
work  this  out  in  the  next  few  months. 

What  makes  you  think  the  foreign  hanks 
will  go  along? 

Over  the  past  five  years  the  debt  has 
caused  dramatic  economic  problems 
in  Brazil:  real  drops  in  income,  a  huge 
increase  in  the  rate  of  inflation,  large 
government  deficits.  In  spite  of  all 
these  problems,  up  to  February  1987 
Brazil  made  all  its  interest  payments. 

To  do  this  we  had  to  produce  a 
tremendous  trade  surplus  in  a  country 
that  traditionally  has  been  a  capital 
importer.  The  Brazilian  trade  balance 
went  from  a  deficit  [$2.8  billion  in 
1980]  to  a  surplus  of  more  than  $13 
billion  [in  1984;  $10  billion  projected 
for  1987].  This  turnaround  was  pro- 
duced simply  to  service  the  payment 
of  interest  on  our  foreign  debt. 

But  even  after  all  this,  we  were  not 
able  to  collect  a  single  dime  of  new 
money  in  1984  and  1985.  In  the  end, 


 rr  .rrr 


Any  insurance  company  can 
tie's  measurements.  We  will  kr 
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Insurance  companies  frequently  use  general  rules  of  thumb  to  arrive  at  replacement  values  of 
e  homes  they  insure.  However,  unlike  those  who  merely  count  windows,  doors  and  square  feet, 
hubb's  staff  of  professional  appraisers  thoroughly  analyzes  the  interior  and  exterior  construction  of 
ost  of  the  homes  we  insure.  I  /"~~"^\| 

By  noting  special  design  features  and  architectural  details,  our  appraisal  more  f 
fleets  replacement  value  and  provides  a  record  to  assist  in  settling  claims, 
more  information  call  800-922-0533. 


of  Insurance  Companies  is  proud  to  participate  in  "American  Playhouse!'  Watch  for  it  on  PBS. 
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cause  the  Schwinn  Air-Dyne  is  so  efficient 
illy  anyone  can  spare  the  time  it  takes  to 
ve  total  fitness.  Only  the  Schwinn  Air-Dyne 
ises  your  upper  and  lower  body  as  well  as 
cardiovascular  system,  all  at  the  same  time, 
'esearch  proves  that  the  cardiovascular 
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ivolve  your  entire  body, 
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t  your  authorized  Schwinn  full-service  dealer 
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even  after  all  the  sacrifices,  the  prob- 
lem is  still  there  and  the  debt  is  still 
there.  It  is  unbearable.  That's  why  we 
have  to  restructure. 

Do  you  feel  the  U.S.  is  partly  to  blame  for 
the  Third  World  debt  crisis? 
I'm  not  one  of  those  who  want  to 
blame  someone.  But  I  must  say  that 
the  most  important  disturbance  of  the 
1980s  was  the  high  interest  rates  in 
the  U.S.  in  1981  and  1982.  We  had  a 
very  nonsensical  type  of  policy  com- 
bination: very  tight  monetary  policy 
and  easy  fiscal  policy.  This  produced  a 
tremendous  government  deficit  in  the 
U.S.  and  a  tremendous  appreciation  of 
the  U.S.  dollar. 

As  a  consequence,  there  was  a  huge 
U.S.  trade  deficit  and  a  huge  inflow  of 
capital  into  the  U.S.  It  created  a  lot  of 
disturbance  in  the  world  economy, 
including  the  Brazilian  economy.  The 
higher  interest  rates  made  it  almost 
impossible  to  repay  our  foreign  debts. 
But  who  should  be  blamed?  The 
banks?  U.S.  policymakers?  Now  the 
issue  is  solving  the  problem,  not 
blaming  someone. 

What  about  using  debt-equity  swaps  to 
reduce  your  foreign  debt? 
Over  the  past  three  years  we  have  had 
$3.5  billion  in  debt-equity  swaps,  but 
only  the  original  debtholders  have 
been  allowed  to  convert  their  debt  to 
equity.  We  don't  yet  have  a  system  to 
allow  third  parties  to  participate  m 
these  swaps.  We  have  heard  from 
quite  a  few  companies  that  are  inter- 
ested. But  it  depends  on  how  quickly 
we  can  renegotiate  our  overall  debt 
structure  with  foreign  banks. 

What  about  solving  the  problem  by  at- 
tracting more  foreign  investment? 
We  would  love  to  have  direct  invest- 
ment coming  in  at  the  same  rate  as  in 
the  late  1970s.  But  the  debt  crisis  and 
the  economic  disruption  have  created 
a  lot  of  uncertainty.  What  we  need  in 
Brazil  are  more  stable  government 
policies,  and  we  also  need  to  get  the 
rate  of  inflation  under  control. 

Why  not  follow  Peru  and  limit  annual 
debt  payments  to  a  percentage  of  export 
earnings? 

We  would  rather  work  out  a  compre- 
hensive repayment  program  with  our 
creditors.  The  U.S.  Treasury  must  get 
involved.  Recent  speeches  by  Trea- 
sury Secretary  Baker  show  a  lot  more 
understanding  of  our  problems  than 
did  his  speeches  of  three  years  ago. 

Do  you  anticipate  that  Brazil  will  ex- 
port more  goods  to  the  U.S.  over  the  next 
five  years? 


We  have  to  export  to  service  our  debt. 
And  if  not  to  the  U.S.,  where  else?  We 
hope  to  expand  exports  of  pulp,  steel, 
auto  engines,  aircraft  and  heavy  ma- 
chinery. We  have  some  protectionist 
problems  in  the  U.S.  in  steel  and  tex- 
tiles. But  it's  very  hard  to  complain 
against  a  country  that's  running  a 
$150  billion  trade  deficit. 

Why  not  improve  your  domestic  produc- 
tivity' by  getting  rid  of  onerous  import 
tariffs  on  foreign  manufacturing  equip- 
ment, as  Chile  has  done? 
That  would  certainly  help.  But  right 
now  we  do  not  have  the  dollars  to 
finance  the  imports.  Currently  our 
foreign  debt  interest  payments  alone 
exceed  $10  billion  annually.  How  can 
we  afford  to  spend  dollars  on  anything 

To  repay  our  debt,  we  have 
to  export.  And  if  not  to  the 
U.S.,  where?  We  want  to 
export  more  pulp,  steel, 
auto  engines  and  heavy 
machinery.  Protectionism 
is  a  problem,  but  how 
can  we  complain  against  a 
country  with  a  $1 50  billion 
trade  deficit? 

else?  We  simply  don't  have  the  for- 
eign exchange  reserves. 

Besides,  if  we  let  in  all  those  im- 
ports, we  would  probably  have  to  de- 
value our  currency  and  that  would 
have  negative  side  effects,  such  as 
boosting  inflation,  which  is  running 
at  more  than  200%  a  year. 

Why  has  Brazil  been  following  a  protec- 
tionist policy  of  keeping  out  such  imports 
as  steel  and  computers.'' 
This  is  the  Brazilian  tragedy.  From  the 
early  1960s  we  were  heavily  depen- 
dent on  imports  like  iron,  steel  and 
petroleum.  In  the  late  Seventies  we 
began  programs  to  substitute  local 
products  for  these  imports.  But  to  cut 
one  dollar  of  imports  we  have  been 
cutting  $15  to  $20  of  output  because 
of  the  inefficiency  of  this  approach.  It 
would  be  nice  to  change  this  situa- 
tion, but  it  will  take  time. 

But  how  much  longer  can  Brazil  keep 
harming  itself  by  blocking  the  import  of 
computers''' 

Isn't  it  true  that  even  in  the  U.S.  there 
are  many  laws  that  people  don't  like? 
After  all,  it  took  a  Civil  War  to  do 
away  with  slavery.  The  computer  law 
you  refer  to  is  scheduled  to  remain  in 
effect  for  only  ten  years.  In  the  life  of 
an  individual  ten  years  is  a  long  time, 
but  in  the  life  of  a  country  it  is  not  so 
very  long.  ■ 


In  the  race  for 
integration, 

id  all  come  down 
to  the  wire. 


The  IBX®  (Integrated  Business  Exchange) 
from  InteCom,  the  first  integrated  voice/data 
switching  system,  places  all  your  telephone 
calls.  It  provides  access  to  host  computers. 
And  extends  local  area  networking  over  greater 
distances  than  ever  before.  All  through  a 
unique  two  pair  wiring  system  that  is  rapidly 
changing  the  face  of  communications.  Already 
the  IBX  is  helping  companies  and  organiza- 
tions worldwide  become  more  productive. 

Companies  like  Air  Products  and  Chemicals, 
Inc.,  where  a  major  portion  of  the  network 
uses  fiber  optics.  The  Planning  Research 
Corporation,  where  InteCom 's  LANmark™ 
feature  eliminated  redundant,  coax-based 
LAN  networks.  And  Lehigh  University, 
which  used  the  IBX  to  join  over  110  buildings 
on  campus. 

The  IBX  can  help  your  company  save  both 
time  and  money.  No  matter  what  business 
you're  in.  No  matter  what  information  you 
need.  And  no  matter  what  computer  system 
you're  presently  using. 

For  a  customized  demonstration  or  more 
information  on  the  IBX  and  other  InteCom 
products,  call  1-800-INTE-800.  In  Texas,  call 
214-727-9141  ext.  2661. 

The  Formula  for  Integration 
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Reality  is  Northwest 
WORLDPERKS* -  the 
fastest  frequent  flyer 
program  in  the  sky. 

With  WORLDPERKS, 
you'll  get  a  free  trip 
after  only  20,000 
miles.  Europe  after 
40,000.  The  Far  East 
after  60,000.  There's 
even  an  upgrade  to 
First  Class  for  10,000 
miles. 

So  call  your  travel 
agent  or  Northwest 
at  1-800-225-2525  for 
U.S.  reservations,  or 
1-800-447-4747  for 
international. 

WORLDPERKS  may 
make  other  frequent 
flyer  programs  seem 
like  a  fantasy. 


LOOK  TO  US  ^  NORTHWEST  AIRLINES 


Numbers  Game 


Auditors  happily  report  on  a  company's  financial  numbers.  But 
what  about  the  system  of  financial  controls  that  the  company 
uses  to  produce  the  numbers? 

Cracks  in 
the  foundation 


By  Kathy  Murray 


Companies'  messy  internal  con- 
trols often  lead  to  embarrass- 
ing financial  blunders  in  which 
investors  can  be  misled  or  badly  hurt. 
Troubles  in  Financial  Corp.  of  Ameri- 
ca, Marsh  &.  McClennan,  Burroughs 
(Unisys)  and  even  the  bankruptcy  a 
while  back  of  Osborne  Computer  are 
all  handy  examples. 

Not  surprisingly,  Congress  has 
awoken  to  the  subject.  Most  recently 
Representative  John  Dingel 
(D-Mich.)  chaired  hearings  to  look 
into  a  broad  range  of  accounting-relat- 
ed issues.  Important  among  them  was 
the  auditing  of  financial  controls. 
Meanwhile,  interest  has  also  been 
aroused  among  members  of  the  ac- 
counting profession.  The  question 
they  are  looking  at:  Should  auditors 
be  expected  to  step  in  and  tell  the 
public  more — much  more — about  in- 
ternal controls? 

There  is  a  good  reason  for  this 
concern.  At  worst,  weak  controls 
constitute  an  open  invitation  to 
fraud.  But  one  good  way  to  make  a 
fraud  more  difficult  to  pull  off  would 
be  to  require  accountants,  when  au- 
diting a  company's  books,  to  inform 
shareholders  of  the  state  of  that 
firm's  internal  system  for  keeping 
track  of  operations. 

A  report  issued  last  month  by  the 
Washington-based  Treadway  Com- 
mission, an  advisory  group  sponsored 
by  the  American  Institute  of  Certified 
Public  Accountants  and  other  ac- 
counting organizations,  addresses  in- 
vestor and  regulatory  concerns  over 
the  quality  of  audit.  In  that  capacity, 
it  offers  a  refreshing  recommenda- 


tion: Auditors  should  indeed  disclose 
the  extent  to  which  they  have  evalu- 
ated a  client's  internal  financial  con- 
trols system. 

James  Treadway  Jr.,  an  executive 
vice  president  of  PaineWebber  Group 
Inc.,  heads  the  committee.  He  thinks 
disclosure  is  long  overdue.  "Internal 
controls  are  largely  ignored.  If  you  can 
elevate  the  importance  of  internal 
controls,  then  you've  reinforced  the 
first  line  of  defense  against  fraud." 

The  Treadway  recommendations 
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represent  a  radical  break  with  existing 
accounting  practice.  Under  current 
rules  of  the  Financial  Accounting 
Standards  Board,  auditors  offer  opin- 
ions only  on  a  company's  financial 
numbers,  not  the  network  of  books 
and  records  that,  in  theory  at  least, 
organize  and  support  them. 

Granted,  accountants  are  required 
to  inform  management  and  corporate 
boards  about  any  "material  weakness- 
es" or  breakdowns  in  the  company's 
system  of  checks  and  balances.  But 
that  is  the  extent  of  their  responsibil- 
ities. Explains  Peat  Marwick  Main  & 
Co.  audit  partner  Robert  Elliott:  "At 
that  point  it's  up  to  the  company  to 
make  the  necessary  improvements." 

Do  managements  follow  through 
when  auditors  actually  alert  them  to 
problems  with  their  financial  con- 
trols? Not  always.  Take  Phoenix  Data 
Systems,  an  Albany,  N.Y.  computer 
software  company  that  was  set  to  go 
public  back  in  1983.  Despite  receiving 
a  40-page  management  letter  about 
internal  control  weaknesses  from 
Coopers  &  Lybrand,  Phoenix  decided 
to  ignore  its  problems.  Instead  of  go- 
ing public,  it  settled  for  a  $4  million- 
plus  private  placement  investment 
deal  underwritten  by  First  Albany 
Corp.  But  lax  procedures  for  recording 
sales  often  resulted  in  an  inability  to 
collect  payment.  Last  year  the  compa- 
ny was  dissolved,  leaving  the  outside 
investors  empty-handed. 

In  sum,  this  much  seems  clear: 
When  a  company  makes  use  of  funds 
from  public  investors,  investors  have 
a  right  to  a  thorough  auditing  of  the 
firm's  internal  financial  controls. 
Maybe  that  right  will  soon  become 
reality.  Maybe  not.  ■ 
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Reinventing  the 
Municipal  Bond  Market 


By  David  S.  Glick 


As  anyone  who's  tried  to  estimate  his 
or  her  1987  income  taxes  knows, 
so  far  the  tax  simplification  legislation 
enacted  by  Congress  last  year  has 
complicated  the  job  of  figuring  out  your 
taxes.  Although  this  is  a  year  of  transi- 
tion in  the  tax  rules,  Arthur  L.  Schwarz, 
president  of  Ehrlich  Bober  Advisors, 
Inc.  says  one  thing  has  quickly  become 
clear  to  investors:  "The  only  way  to  turn 
for  true  tax  shelter,  outside  of  a  few  life 
insurance  products,  is  the  tax-exempt 
municipal  securities  market "  Municipal 
bonds,  which  have  been  exempted 
from  federal  taxation  for  decades,  were 
essentially  the  first  tax  shelter  and  they 
are  very  nearly  the  last. 

As  a  result,  "There  continues  to  be 
a  strong  demand  for  good  quality  tax- 
exempt  bonds,"  Schwarz  says,  adding 
that  there  has  been  a  distinct  decline  in 
new  muni  bond  issues  this  year  Con- 
sequently, "while  yields  on  all  bonds 
have  climbed  with  the  general  increase 
in  interest  rates,  municipal  bonds  have 
outperformed  taxable  bonds  because 
of  the  relative  lack  of  supply,"  he  notes. 
After  a  rush  to  launch  new  issues 


before  the  tax  legislation  was  enacted 
last  year,  the  number  of  new  muni  bond 
issues  has  declined.  State  and  local 
governments  are  examining  the  new 
rules  and  seeking  instruments  that 
meet  their  needs  while  also  appealing 
to  investors.  "There's  tremendous  con- 
fusion on  the  part  of  investors,"  says 
Neil  H.  Attermann,  a  vice  president  of 
Kidder  Peabody  &  Co.,  Inc.  Indeed,  the 
sweeping  changes  in  regulations  and 
tax  rates  have  required  the  municipal 
bond  market  to  virtually  reinvent  itself. 
And  it's  not  just  the  issuers  who  must 
rethink  some  old  rules  of  thumb.  As 
John  Charlesworth,  a  vice  president  of 
Merrill  Lynch  Consumer  Markets  says, 
"Because  of  changes  in  individual  tax 
rates,  many  people  who  formerly 
wouldn't  have  benefitted  from  munici- 
pals can  now  do  so  "  With  only  two  tax 
brackets,  a  substantial  number  of 
Americans  will  be  in  the  top  bracket, 
yet  Charlesworth  says,  "Many  people 
don't  yet  realize  the  degree  to  which 
they  can  benefit  from  owning  tax-ex 
empt  municipal  bonds." 

The  municipal  bond  market  is  the 
mechanism  through  which  the  nation's 
state  and  local  governments  borrow 


funds  to  finance  long-term  projects. 
Roads  and  buildings,  sewers  and  air- 
ports— all  are  classic  muni  bond  pro- 
jects. Investors  have  been  attracted  to 
these  bonds  because  their  interest 
payments  have  been  exempt  from  fed- 
eral taxes,  and  often  from  certain  state 
and  local  taxes  as  well.  But  the  tax 
reform  act  dramatically  altered  several 
cornerstones  of  this  market. 

Under  this  legislation,  municipal 
bonds  issued  before  August  8,  1986 
remain  exempt  from  federal  taxes.  But 
munis  issued  after  August  7,  "can  fall 
into  one  of  three  categories,"  notes 
Richard  J.  Shapiro,  national  director  of 
taxes  for  the  accounting  firm  of  Oppen- 
heim,  Appel,  Dixon  &  Co.  Shapiro  ex- 
plains, "Obligations  issued  for  tradi- 
tional governmental  purposes,  and  the 
general  obligations  of  states  and  cities 
are  still  exempt  from  federal  income 
taxes." 

But  in  an  effort  to  restrict  the  overall 
volume  of  tax-exempt  issues,  Shapiro 
says,  Congress  created  a  second  cate- 
gory of  municipal  bonds  consisting  of 
those  issued  for  specific  "non-essential 
purposes,"  such  as  financing  home 
mortgages  or  student  loans,  activities 
which  benefit  limited  segments  of  the 
public.  Congress  limited  the  issuance 
of  these  bonds  in  each  state  to  a  yearly 
total  related  to  the  state's  population, 
and  it  also  made  the  interest  on  these 
bonds  subject  to  the  Alternative  Mini- 
mum Tax  (AMT). 

This  special  tax  computation, 
which  has  existed  since  1979,  requires 
those  who  take  advantage  of  many 
large  income  tax  deductions  to  add 
back  many  of  these  deductions.  If  the 
total  exceeds  a  certain  proportion  of 
their  taxable  income,  they  are  subject 
to  the  AMT,  which  is  21%  in  1987.  While 
limiting  the  issuance  of  tax-exempt  pri- 
vate purpose  bonds,  Shapiro  notes,  the 
Congress  said  localities  could  issue 
any  amount  of  a  third  category  of  muni, 
a  taxable  bond 

"Tax  reform  not  only  created  three 
categories  of  municipal  bonds,"  says 
Kidder  Peabody's  Attermann,  "it  also 
ended  up  changing  the  muni  market's 
pricing  structure."  Interest  rates  on  mu- 
nicipal bonds  have  always  been  a  func- 
tion of  the  interest  rates  on  taxable  cor- 
porate bonds.  Thus,  if  a  high  tax  brack- 
et investor  who  received  10%  on  a 
corporate  bond  had  to  pay  half  of  that 
in  taxes,  he  or  she  would  be  equally 
well  off  after  taxes  buying  a  muni  pay- 
ing 5%.  But  the  individual  tax  rate  is 
being  reduced  to  28%  and  33%  and 
the  special  treatment  of  capital  gains 
has  been  removed.  So  in  order  to  re- 
main competitive  with  taxable  bonds, 
the  whole  pricing  structure  of  the  muni 


Are 

municipal  bond 
tax  advantages 
slipping  through 

your  fingers? 

Vith  fewer  and  fewer  deductions  and  more 
ules  to  understand,  you  need  answers  fast. 
:all  1-800-637-7455,  ext.  5155. 

day,  investing  in  municipal  bonds  can  answer  a  grow- 
l  number  of  your  financial  needs. 

However,  as  opportunity  often  does,  it  creates  new 
lestions. 

Like  whether  to  purchase  in-state  munis.  Or  search 
it  of  state  for  higher  yields  at  the  expense  of  less  favor- 
>le  tax  treatment.  Should  you  investigate  "private 
irpose"  munis  offering  higher  returns?  Or  swap  bonds 
offset  gains  or  losses  at  year's  end. 

Or,  with  the  changes  in  the  income  shifting  rules, 
u  might  want  to  consider  giving  munis  to  children 
ider  14. 

A  Merrill  Lynch  Financial  Consultant,  along  with 
>ur  tax  advisor,  understands  that  the  best  opportunity 
one  that  specifically  suits  your  situation  and  meets 
ur  goals.  And  our  Financial  Consultants  can  show  you 
>w  munis  can  help  you  gain  an  advantage  within  the 
w  guidelines. 

That's  why  we'd  like  you  to  have  our  Tax  Planner 
:tion  Kit,  free.  It  includes  more  than  40  tax-savings 
eas,  strategies  on  choosing  munis,  recognizing  capital 
ins,  managing  credit,  shifting  income,  and  more 
nely  information. 

In  addition,  if  you  wish,  you  can  complete  our  tax 
anning  form  and  receive  a  personalized  analysis-for  a 
rniinal  fee-with  recommendations  on  how  to  mini- 
ize  your  tax  bite. 

Time  is  of  critical  importance,  so  request  your  Tax 
anner  Action  Kit  now  and  you'll  have  the  time  needed 

make  a  positive  impact  on  your  tax  situation  this 


year.  To  receive  your  Tax  Planner  Action  Kit  quickly,  call 
the  toll-free  number  above  or  your  local  Merrill  Lynch 
office.  Or  return  the  coupon. 

Do  it  now-don't  let  any  more  tax  advantages  slip 
through  your  fingers. 

I   Mail  to:    Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc.  I 
Service  Center 

P.O.  Box  202 1 ,  Jersey  City,  NJ  07303 

□  'Please  send  me  a  free  copy  of  your  1987  Tax  Planner 
Action  Kit  for  investors. 

□  I  want  to  know  how  the  new  tax  laws  will  affect  my  business. 
Please  send  me  a  free  copy  of  your  1987  Tax  Planner 
Action  Kit  for  businesses. 

Name  


Address . 


City  State  Zip  

Business  Phone  [  ]  Home  Phone  .  L 


Merrill  Lynch  clients,  please  give  name  and  office  address  of  your 
Financial  Consultant: 


5155 


@  Copyright  1987  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc.  Member  SIPC 


Merrill  Lynch 
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The  Southwest  Leader 
In  Municipal  Bonds 


A  Tradition  of  Performance. 

The  oldest  investment  banking  firm 
headquartered  in  Texas  has  stayed  abreast 
of  this  changing  market  for  80  years. 
And  their  specialty  is  municipal  bonds. 
You  need  this  strong  regional  leader 
going  for  you  in  trading,  underwriting 
or  investing  in  the  Southwest. 

UNDERWOOD.  NEUHAUS&CO. 

^  INCORPORATED 


909  Fannin  Street  •  Houston,  Texas 
(713)  853-2200  •  (800)  231-7227 

Offices:  Dallas  •  San  Antonio  *  Austin 


Member  NYSE 
and  S1PC 


market  had  to  be  adjusted.  "That's 
been  a  very  complex  process,"  notes 
Robert  J.  Genader,  senior  executive 
vice  president  of  Ambac  Indemnity 
Corp.,  a  municipal  bond  insurer. 

"Last  year's  tax  legislation  has  also 
altered  the  balance  between  the  three 
major  categories  of  muni  bond  buy- 
ers— households,  commercial  banks, 
and  property  and  casualty  insurance 
companies,"  Kidder  Peabody's  Atter- 
mann  says.  The  1986  legislation  pro- 
hibited banks  from  continuing  to  de- 
duct the  cost  of  borrowing  funds  to 
purchase  municipal  bonds,  so  banks 
have  sharply  reduced  their  buying.  At 
the  end  of  the  first  quarter  of  1987. 
commercial  banks  owned  27%  of  all 
outstanding  municipal  bonds,  down 
from  34.3%  at  the  end  of  1 985.  Property 
and  casualty  insurers  have  also  let  their 
share  of  total  holdings  decline. 

Thus,  at  the  end  of  the  first  quarter 
of  this  year,  households  and  mutual 
funds  held  56%  of  all  munis,  up  from 
45%  at  the  end  of  1984.  But  in  the  first 
quarter  of  1987,  individuals  were  net 
sellers  of  $4.9  billion  in  munis,  and  di- 
rect individual  holdings  have  actually 
declined  from  a  peak  of  37%  in  1985  to 
34.8%  at  the  end  of  March  Meanwhile, 
the  share  of  the  market  owned  by  mutu- 
al funds  has  risen  sharply  from  1 1 .3% 


in  1985  to  21.4%  on  March  30.  Merrill 
Lynch's  Charlesworth  says,  "Individ- 
uals are  more  aware  of  the  vagaries  of 
the  marketplace  and  are  turning  to  pro- 
fessional managers  to  a  greater  degree 
than  before.  So  both  open  and  closed 
end  funds  are  capturing  an  increasing 
share  of  individual  share  of  the  market- 
place." 

But  the  changing  profile  of  inves- 
tors has  brought  a  new  level  of  volatility 
in  the  market.  Over  the  first  half  of  1987, 
the  average  daily  change  in  municipal 
bond  interest  rates,  as  measured  by  a 
40-bond  index,  has  exceeded  the 
changes  in  Treasury  bond  rates  by  a 
third;  in  the  first  seven  months  of  1986, 
the  volatility  level  in  the  two  markets 
was  about  the  same.  The  volatility  of 
munis  has  increased  because  the  buy- 
and-hold  investors  who  once  dominat- 
ed the  muni  market  are  being  supplant- 
ed by  more  active  traders,  such  as 
mutual  funds. 

Because  of  all  these  changes, 
Genader  of  Ambac  says,  "We're  still 
going  through  an  adjustment  process 
in  the  municipal  bond  market."  Each 
investor  and  issuer  has  to  sort  out  what 
all  these  changes  means  for  them  spe- 
cifically. As  Heather  Ruth,  executive  di- 
rector of  the  Public  Securities  Associa- 
tion, says,  "It's  probably  fair  to  say  that 


as  each  deal  is  done,  the  issuer,  the 
dealer  and  the  bond  counsel  keep  trip- 
ping over  new  glitches  that  were  un- 
known, unforeseen  and  frequently  un- 
intended." Moreover,  there  has  been  a 
continuing  federal  investigation  of  mu- 
nicipal bond  issues.  As  much  as  $12 
billion  of  offerings  sold  in  1985  and 
1986  are  being  scrutinized  to  see  if  the 
bonds  were  sold  in  compliance  with 
federal  tax  laws  and  other  regulations. 

But  astute  investors  recognize  the 
muni  bond  market  still  holds  the  prom- 
ise of  attractive  returns,  limited  risks 
and  opportunities  to  shelter  income 
from  taxes.  State  and  local  govern- 
ments have  a  relentless  need  for  funds 
and  they  have  been  offering  attractive 
opportunities  to  attract  investors.  The 
plain  vanilla  "General  Obligation"  mu- 
nicipal bond  issued  by  a  city  or  state 
was  long  ago  joined  by  a  host  of  new 
municipal  securities  issued  by  a  wide 
range  of  special  purpose  governments 
and  authorities  and  offering  a  diversity 
of  maturities,  interest  rate  structures 
and  even  currencies.  In  June,  for  exam- 
ple, the  state  of  Iowa  sold  $15  million  in 
tax-  and  revenue-anticipation  notes  de- 
nominated in  Australian  and  New  Zea- 
land dollars. 

State  Treasurer  Michael  L.  Fitzger- 
ald has  calculated  that  the  lower  inter- 
est costs  in  this  transaction  saved  the 
state  about  $50,000  in  financing  costs 
over  the  life  of  the  one-year  notes.  Iowa 
was  also  able  to  tap  new  buyers  for  its 
securities.  Yet  it  eliminated  any  foreign 
exchange  risk  by  swapping  the  foreign 
currency  for  U.S.  dollars. 

Investment  firms  are  also  dividing 
up  the  principal  repayment  and  stream 
of  interest  payments  generated  by  a 
municipal  bond  and  selling  them  sepa- 
rately. The  "stripped  munis"  resemble 
zero  coupon  bonds  and  enable  inves- 
tors to  select  the  precise  maturity  they 
want  and  then  lock  in  a  return. 

Munis  are  not  only  taking  on  new 
forms,  Schwarz  says,  "We've  seen  new 
issues  of  bonds  which  are  being  sold 
for  unusual  purposes."  For  example,  to 
finance  the  large  deficit  in  its  unem- 
ployment compensation  fund,  in  Au- 
gust the  state  of  Louisiana  sold  $1  31 
billion  in  revenue  bonds  through  the 
Louisiana  Public  Facilities  Authority. 
Since  1 982  the  federal  government  has 
charged  the  state's  interest  on  the  mon- 
ey they  borrow  from  a  central  unem- 
ployment trust  fund  in  excess  of  the 
funds  earmarked  for  their  unemploy- 
ment compensation  payouts,  and 
Schwarz  says,  "It  was  brought  to  the 
state's  attention  that  by  selling  a  munic- 
ipal bond  issue  on  which  the  income 
was  fully  exempt  from  tax,  they  could 
fund  that  deficit  much  more  cheaply 


Wdve  caught 
them  nappin 

General  George  Armstrong  Custer,  June  25, 1876. 


"On  to  Little  Big  Horn  for  glory. 
We've  caught  them  napping." 

A  short  time  later,  that  phrase 
would  take  its  rightful  place  under 
the  banner  of  famous  last  words. 

And  a  once  gallant,  confident 
general  would  take  his  rightful  place 
in  infamy,  leaving  behind  a  monu- 
ment to  the  fact  that  there  are  very 
few  sure  things  in  life. 

And  the  municipal  bond  business 
is  certainly  no  exception  to  the  rule. 
That's  why  there's  FGIC  Municipal 
Bond  Insurance. 

FGIC  isn't  just  a  player  in  the  bond 
business.  We're  a  leader.  Leading  by 
example. 

For  instance,  we've  maintained 
the  highest  standards  of  capital 
adequacy  and  led  the  battle  to  es- 
tablish conservative  capital  require- 
ments for  the  entire  municipal  bond 
insurance  industry. 

In  fact,  our  capital  base  is  now 
over  383  million  dollars.  Which  is  one 
reason  why  we  can  guarantee  pay- 
ment, in  full,  of  principal  and  interest 
on  every  FGIC-insured  bond— under 
every  circumstance. 

And  why  every  FGIC-insured  bond 
is  rated  Aaa/AAA  by  Moody's  and 
Standard  and  Poor's,  respectively. 
With  a  trading  value  that  is  second  to 
none  in  the  municipal  bond  business. 

In  short,  with  FGIC-insured  bonds, 
you'll  never  get  caught  napping. 
Because  they  truly  are  one  of  life's 
few  sure  things. 

For  more  information,  call 
1-800-255-FGIC. 


FGICL 

Bond  insurance. 
One  of  Hies  few  sure  things. 
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than  by  borrowing  the  money  from  the 
federal  government." 

There  have  been  other  innovative 
uses  of  the  market.  Both  the  state  of 
Massachusetts  and  Los  Angeles  Coun- 
ty, for  example,  have  issued  securities 
which  pooled  the  needs  of  smaller 
businesses  and  obtained  the  econo- 
mies of  scale  inherent  in  larger  bond 
issues. 

And  now  there  is  the  taxable  mu- 
nicipal bond.  For  many  investors,  the 
essence  of  a  municipal  bond  was  that  it 
was  tax  exempt.  But  if  state  and  local 


government  agencies  want  to  finance 
private  purpose  projects  that  aren't  en- 
titled to  tax  exemptions,  they  have  the 
option  of  issuing  bonds  that  are  fully 
taxable  and  compete  for  investor  atten- 
tion with  corporate  bonds.  Several  local 
government  agencies  have  chosen 
that  alternative.  The  California  Housing 
Finance  Agency  raised  $1 78.4  million 
through  taxable  securities,  for  exam- 
ple, while  Allegheny  County  Pennsylva- 
nia raised  $456.8  million,  and  the  Mu- 
nicipal Electric  Authority  of  Georgia 
raised  $175  million.  Between  August 


Tax  Savings  and 
Portfolio  Enhancement.- 


WHY  NOW  COULD  BE 
THE  RIGHT  TIME  TO  TAKE 
A  BOND  LOSS. 

1987  has  been  a  year  of  extremes— the  stock  market  has 
made  tremendous  gains,  while  the  municipal  bond  market 
has  been  sluggish  at  best. 

Kidder,  Peabody  has  an  idea  that  can  help  you  use  your 
municipal  bond  losses  to  offset  your  stock  market  gains.  It's 
called  "Tax  Swaps,"  and  by  acting  before  year-end  1987,  you 
might  lower  your  tax  bill  and  could  possibly  improve  the 
quality,  the  yield  and  the  income  from  your  original  port- 
folio. 

Our  municipal  bond  professionals  have  experience  in 
finding  just  the  right  bonds  to  replace  those  that  should  be 
sold  to  establish  a  loss.  Can  you  afford  not  to  explore  a 
strategy  that  might  well  improve  your  1987  bottom  line?  For 
more  information  on  tax  savings  and  portfolio  enhance- 
ment, please  call  or  mail  the  coupon  below. 

1  800  KP -ADVICE 

(1800  572-3842). 


I 
I 
I 


Attn:  Investor  Services,  1235  N  Avenue,  P.O.  Box  3600,  Nevada,  IA  50201 
Please  send  me  more  information  on  Tax  Swaps. 

Name  


Address . 
City  


.  State . 


Zip. 


Home  Phone  - 


Bus.  Phone. 


MKMRF.RSIPC 


and  the  end  of  1986,  59  municipal  issu- 
ers sold  more  than  $2  billion  in  taxable 
bonds,  but  volume  has  fallen  sharply 
this  year,  totaling  only  $1.8  billion  for 
the  first  half  of  1987  For  investors  con- 
sidering taxable  municipals,  it's  impor- 
tant to  recognize  that  these  securities 
reguire  a  new  form  of  analysis  because 
their  risks  and  rewards  must  be  com- 
pared with  the  corporate  rather  than 
muni  bond  market. 

In  selecting  municipal  bonds,  how- 
ever, Schwarz  says,  the  investor's  first 
step  is  "to  recognize  what  his  or  her  tax 
status  is  and  not  take  a  chance  of  own- 
ing a  bond  for  which  the  income  is 
subject  to  the  alternative  minimum  tax  if 
he  or  she  will  be  subject  to  that  tax." 

For  those  who  aren't  affected  by 
the  AMT — and  that  includes  the  over- 
whelming majority  of  Americans — Mary 
J.  Rudie,  vice  president  and  manager 
of  consumer  information  services  at 
Merrill  Lynch,  Pierce,  Fenner  &  Smith 
Inc.  says,  "Private  purpose  bonds, 
whose  interest  is  subject  to  the  AMT, 
could  be  an  extraordinary  investment 
because  they  usually  yield  more  than 
public  purpose  bonds."  Similarly,  she 
says,  "private  purpose  bonds  that  are 
fully  taxable  at  the  federal  level  could 
be  smart  investments  for  people  who 
live  in  high  income  tax  states  if  the 
interest  is  exempt  from  state  taxation. 
While  U.S.  government  securities  are 
also  exempt  from  state  income  taxes, 
yields  on  taxable  munis  have  tended  to 
be  substantially  higher." 

In  addition  to  returns,  Rudie  says, 
"Savvy  investors  also  know  whether 
they're  buying  bonds  that  can  be 
'called'  or  not.  A  'no-call'  provision  usu- 
ally prevents  the  issuer  from  buying 
back  the  bonds  at  a  price  substantially 
lower  than  market  value.  Even  if  a  bond 
is  callable,  wise  investors  are  aware  of 
the  earliest  date  and  at  what  price  it 
can  be  called." 

And  then  there  is  the  issue  of  safe- 
ty. The  financial  problems  of  New  York 
and  other  big  cities  in  the  mid-1970s, 
and  the  problems  of  the  Washington 
Public  Power  Supply  System  in  the  ear- 
ly 1980s  served  as  stark  reminders  that 
creditworthiness  is  as  relevant  in  the 
municipal  bond  market  as  it  is  in  other 
securities  arenas.  Investors  have  to  ex- 
amine the  financial  strengths  of  the  en- 
tities issuing  bonds. 

For  many  municipal  bond  buyers, 
insurance  is  an  increasingly  important 
element  of  their  investments.  Mark  Co- 
hen, chief  financial  officer  of  Bond  In- 
vestors Guaranty,  says,  "This  year  the 
percentage  of  bonds  being  insured 
has  been  higher  than  most  of  the  bond 
insurers  expected  it  to  be.  In  the  major 
sectors  of  the  market,  we're  above  20% 


H 


ai  Hoang  and  Sheelagh  Flanagan  are 
members  of  our  Triple-A  Team.  That's  the  name  we 
give  our  research  staff  of  over  80  specialists  in 
business,  government  and  finance. 

It's  the  largest,  most  experienced  group  in  the 
municipal  bond  insurance  industry.  And  the  most 
dedicated. 

For  instance. 

In  1986  the  Seminole  County,  Florida,  School 
District  needed  to  sell  over  $100  million  in  bonds. 

The  Problem:  The  school  district  hadn't 
floated  a  bond  issue  for  almost  20  years.  And  it's 
often  difficult  to  sell  the  bonds  of  an  issuer  that's 
not  well  known. 

Hai  Hoang  and  Sheelagh  Flanagan  provided 
the  solution. 

They  traveled  to  Seminole  County  to  examine 
the  local  economy,  government  and  schools.  And 
flew  over  the  county  for  a  whirlybird"s-eye  view  of 
its  growth  patterns  and  potential. 

What  Hai  and  Sheelagh  saw  impressed  them 
enough  to  judge  Seminole  County  well  worth 
MBIA  insurance.  Which  gave  the  bonds  the  market 
recognition  they  needed. 

What  does  this  mean  to  you? 

More  viable  bonds  for  issuers. 
More  valuable  bonds  for  buyers. 

As  a  municipal  bond  issuer,  you  enjoy  a  more 
favorable  interest  rate,  help  in  structuring  complex 
issues,  and  more. 

As  a  municipal  bond  buyer,  you  get  our  guar- 
antee that  your  bond's  principal  and  interest  will 

he  mid  nn  time  and  in  full 


And  all  our  bonds  receive  Triple-A  ratings 
from  Standard  &  Poor's  and  Moody's. 

So,  while  no  one  can  guarantee  that  the  price 
of  your  bond  won't  change,  your  principal  and 
interest  are  safe. 

The  Municipal  Bond  Insurance  Association 
began  as  a  several  liability  association  in  1973.  In 
1986  MBIA  Corp.  was  formed  as  a  limited  liability 
corporation,  with  the  same  experienced  staff  and 
the  same  high  standards.  The  bonds  mentioned 
above  were  insured  by  the  Association. 

For  more  information  call  914  681-1300. 
Or  write  Corporate  Communications  Depart- 
ment, 445  Hamilton  Avenue.  Box  788, 
White  Plains.  NY  10602. 


Municipal  Bond  Investors 
Assurance  Corporation 
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Corporation 
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for  the  first  half  of  the  year."  Cohen 
adds  that  insurance  is  increasingly  ap- 
pealing to  investors  because  "a  lot  of 
the  financings  are  becoming  more  and 
more  complicated.  They're  what's 
called  story  bonds — bonds  that  require 
a  story  to  be  told — and  in  that  respect, 
insurance  is  a  vehicle  for  enhancing  the 
marketability  of  these  securities  to  the 
retail  investor." 

Consequently,  the  municipal  insur- 
ance industry  has  grown  dramatically. 
It's  dominated  by  the  big  four — the  Mu- 
nicipal Bond  Insurance  Association 
and  the  Ambac  Indemnity  Corporation, 
the  two  old-timers,  have  been  joined  by 
two  substantial  newcomers,  the  Finan- 
cial Guaranty  Insurance  Co.  and  Bond 
Investors  Guaranty.  Reflecting  the  mat- 
uration of  this  business,  last  year  MBIA 
reorganized,  creating  a  new  corporate 
structure  to  replace  the  association  of 
five  large  insurance  companies  and 
selling  shares  to  the  public.  Last  year, 
the  Financial  Guaranty  Insurance  Corp. 
also  sold  a  public  stock  offering.  In  the 
past  reinsurance  of  muni  bond  cover- 
age was  generally  provided  by  other 
large,  diversified  insurance  compa- 
nies. But  reflecting  the  growth  of  this 
market,  a  few  months  ago  the  Enhance 
Reinsurance  Company  of  New  York 
City  was  created  to  specialize  in  rein- 
suring municipal  bond  coverage. 


Like  everything  else  in  the  invest- 
ment world,  insurance  presents  inves- 
tors with  a  tradeoff:  Insured  bonds  typi- 
cally offer  a  lower  return  than  those 
which  aren't  insured.  So  investors  must 
choose  between  safety  and  extra  yield. 
They  must  also  undertake  new  calcula- 
tions to  see  whether  they're  better  off 
with  taxable  or  tax-exempt  securities. 
And  they  must  choose  among  thou- 
sands of  municipal  issuers  offering  a 
variety  of  risks  and  rewards  in  instru- 
ments with  an  assortment  of  structures. 
Entirely  new  investment  strategies  are 
emerging.  The  Chicago  Board  of 
Trade,  for  example,  has  begun  offering 
Municipal  Bond  Index  Futures  and  Op- 
tions on  Municipal  Bond  Index  Futures. 
These  instruments  increase  the  strate- 
gic alternatives  open  to  muni  investors, 
facilitating  the  construction  of  complex 
hedges,  or  opening  the  way  to  specula- 
tion. "The  market  is  a  far  more  complex 
place  than  it  was  five  years  ago,"  says 
Charlesworth  of  Merrill  Lynch. 

As  the  new  rules  and  alternatives 
become  more  clear,  the  pace  of  the 
municipal  market  seems  destined  to 
accelerate.  Funds  raised  during  the 
pre-legislative  rush  are  being  used  up 
and  more  will  be  needed.  "A  second 
reason  why  you  might  see  some  addi- 
tional issuance,"  Cohen  says,  "is  that 
certain  kinds  of  issues  are  restricted  to 


a  certain  amount  of  principal  value  is- 
sued per  annum  per  capita,  and  you 
can't  carry  forward  from  one  year  to  the 
next.  The  result  is  toward  the  end  of  the 
year,  various  states  may  say,  'Hey,  wait 
a  minute,  if  we  don't  issue  another  $1 50 
million  worth  of  bonds,  we're  going  to 
lose  the  ability  to  do  that,  so  we  better 
get  them  out  this  year.' "  As  a  result, 
Cohen  says,  "For  1 987  we're  projecting 
somewhere  in  the  range  of  $90  to  $95 
billion  and  for  1988,  something  com- 
parable to  that." 

In  looking  at  those  issues,  inves- 
tors need  to  follow  the  maxim  Know 
Thyself.  Ehrlich  Bober's  Schwarz 
stresses  that  "it  is  very  important  for 
investors  to  fully  understand  the  impli- 
cations of  the  particular  issue  that  they 
are  buying  on  their  own  tax  situation." 
After  applying  that  test,  however,  he 
says,  investors  will  find  the  municipal 
bond  market  now  offers  a  host  of 
securities  that  combine  attractive  re- 
turns with  limited  risks,  structures  tai- 
lor-made to  the  investor's  needs,  and 
an  opportunity  to  control  their  tax  bur- 
dens. ■ 

David  S.  Glick  is  a  New  York-based 
freelance  writer. 
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Professional 
Bond  Management: 


Because  There 
Are  No 

Simple  Answers 


Ehrlich  Bober 
Advisors 


Despite  periods  of  market  volatility,  owning  tax-free  municipal  bonds 
remains  one  of  the  best  means  of  generating  income  and  preserving 
capital.  Yet,  increasingly,  investors  must  be  wary  of  wide  variances  in 
bond  quality,  pricing  and  structure. 

At  Ehrlich  Bober  Advisors,  we  specialize  in  fixed-income  portfolios, 
managing  over  $1.5  billion  for  mutual  funds,  corporations,  institutions 
and  private  investors.  Our  experience  and  leverage  in  the  market  often 
enable  us  to  obtain  superior  prices  on  purchases  and  sales,  and  addi- 
tional levels  of  return,  without  commensurate  added  risk. 

If  you  have  $1  million  or  more  to  invest,  and  wish  to  discuss  your  port- 
folio needs,  please  call  or  write  Michael  Sakraida,  Vice  President. 


Ehrlich  Bober  Advisors,  Inc. 
7  West  51  Street 
New  York,  NY  10019 
212  333  4242 


Outside  New  York  State, 
call  toll  free  800  223  4344 


WSL. 


Who  rates  AMBAC 
Insured  bonds. 


Moody's  rates  our  insured  bonds  "Aaa."  Standard 
&  Poors  rates  them  "AAA"  In  each  case,  AMBAC  bonds 
have  earned  the  highest  rating  possible.  Why?  Because  of 
the  security  and  strength  of  our  financial  guaranty. 
A  1  *  AMBAC.  founder 

AHCl  WWJV.     of  the  municipal 

\S       bond  insurance 
industry,  is  backed  by  a  strong  investor  group  led  by  Citibank. 

AMBAC  Indemnity  Corporation  has  the  largest  capital 
base  of  any  municipal  bond  insurer. 

And  our  experienced  research  analysts,  solid  asset 
base  and  proven  claims-paying  ability  combine  to  provide 
the  triple  "A'  ratings  that  both  investors  and  issuers  know 
they  can  count  on. 


1  "OOR  s 


—iitoorc*  But*?*  °*  f.^^Sx*  aa  uMpoort 


First  in  Municipal  Bond  Insurance 
AMBAC  Indemnity  Corporation 
One  State  Street  Plaza 

Mow  V«rk  NY  1  fMWM  fifiK-O'UO 


Numbers  Game 


These  days  especially,  paying  attention 
only  to  the  bottom  line  could  be  danger- 
ous to  your  financial  health. 

Unreal  accounting 


By  Snbrata  If.  Chakravarty 

Suppose  your  metal-bending 
company  owns  an  old  desk.  It's 
on  the  books  for  $100.  One  day 
you  discover  the  old  desk  belonged  to 
Ben  Franklin;  Sotheby's  auctions  it  off 
for  $50,000. 

Comes  now  the  end  of  the  year  and 
you're  calculating  your  company's  op- 
erating earnings  from  bending  metal. 
Question:  Should  you  include  the 
$49,900  profit  from  selling  that  old 
desk  in  "operating  earnings"? 

Don't  laugh.  In  their  reported  oper- 
ating earnings,  lots  of  big  companies 
include  gains  (and  losses)  from  once- 
only  events.  As  a  result,  says  David 
Hawkins,  professor  of  accounting  at 
Harvard  Business  School,  "investors 
cannot  just  take  the  bottom-line 
numbers  before  or  after  extraordinary 
items  and  assume  that  they  under- 
stand what  is  going  on."  Doing  so, 
Hawkins  warns,  "can  be  dangerous  to 
your  wealth." 

Consider  Time  Inc.  For  1986,  the 
august  publisher  reported  income,  be- 
fore taxes,  of  $626  million.  Aftertax 
net  came  to  $376  million,  $5.95  per 
share,  up  89%  from  1985.  With  earn- 
ings momentum  like  that,  maybe 
Time  was  worth  the  $100-plus  a  share 
it  was  selling  for  before  Bloody  Mon- 
day ripped  it  to  $81.  (It  recovered  to 
$88  two  days  later.) 

But  did  Time's  ongoing,  operating 
businesses  really  earn  $376  million? 
Is  the  figure  a  good  basis  from  which 
to  project  1987's  earnings  and  buy  its 
stock?  Not  necessarily. 

Look  at  the  $376  million  reported 
profit,  and  you'll  see  it  includes  the 
equivalent  of  Ben  Franklin's  desk.  To 


wit:  In  1986,  when  the  stock  market 
was  hot,  Time  sold  20%  of  a  cable 
television  subsidiary,  American  Tele- 
vision Communications  Corp.,  to  the 
public  for  a  pretax  gain  of  $318  mil- 
lion. Time  booked  this  one-time  gain 
as  operating  earnings — even  though 
the  only  way  it  might  realize  a  compa- 
rable gain  next  year  would  be  to  sell 
off  yet  another  20%. 

Time  also  threw  a  $33  million  prof- 
it on  another  investment,  and  $113 
million  in  one-time  expenses  from  re- 
locating offices  and  reducing  staff, 
into  pretax  earnings.  Eliminate  these 
once-only  gains  from  selling  off  in- 
vestments, and  Time's  aftertax  oper- 
ating earnings  from  ongoing  business- 
es was  around  $129  million  last  year, 
down  over  35%  from  1985. 

What's  going  on  here?  We  called 
John  Shank,  professor  of  accounting 
at  Dartmouth's  Tuck  School.  Don't 
blame  Time  Inc.,  said  Shank.  Blame 
the  accountants.  Their  rules  make 
companies  include  such  unusual 
items  as  stock  sale  profits  and  office 
relocation  expenses  in  income,  even 


though  they  are  unrelated  to  current, 
or  future,  operations. 

Sometimes  the  accounting  rules 
understate  a  company's  earnings  from 
its  ongoing  businesses.  Take  Eastman 
Kodak.  In  1985  Kodak  decided  to  get 
out  of  the  instant  photography  busi- 
ness, and  close  some  plants.  Total 
writeoff:  $563  million.  Where  should 
Kodak  show  this  amount?  Its  accoun- 
tants made  the  company  deduct  it 
from  operating  earnings.  As  a  result, 
Kodak  reported  earnings  on  its  con- 
tinuing photographic,  copier  and 
chemical  businesses  of  $332  million, 
whereas  in  reality  those  businesses 
earned  $597  million  aftertax. 

Then,  in  1986,  Kodak  wrote  off 
more  assets  and  sacked  people,  at  a 
cost  of  $654  million.  Again,  this  one- 
time item  was  deducted  from  operat- 
ing earnings,  with  the  result  that  Ko- 
dak reported  earnings  from  ongoing 
operations  of  $374  million.  But  this 
time  the  charge  made  sense:  The  1986 
writeoff  was,  after  all,  associated  with 
Kodak's  ongoing  businesses.  The 
1985  writeoff  was  on  a  business,  in- 
stant photography,  on  which  Kodak 
had  irrevocably  pulled  the  plug. 

Why  do  the  accountants  insist  that 
companies  report,  as  income  from  op- 
erations, gains  or  losses  that  will  nev- 
er recur?  In  essence,  because  they 
have  come  to  the  conclusion  over  the 
years  that  anything  that  produces  in- 
come or  expense  in  a  given  year  must 
be  dragged  through  the  income  state- 
ment in  that  year.  If  a  metal-bending 
company  earns  $49,900  on  an  antique 
desk  in  1986,  that  profit  has  to  show 
up  in  1986's  net.  Where  else,  argue  the 
accountants,  could  it  show  up? 

The  accountants  have  been  arguing 
this  so-called  dirty  surplus  problem 
for  years.  Back  in  the  go-go  account- 
ing of  the  1960s,  companies  had  enor- 
mous latitude  in  reporting  nonrecur- 
ring income  and  losses.  The  income 
they  would  usually  report  as  income; 
the  losses  they  would  deduct  from 
their  retained  earnings  account,  so  as 
to  manage  earnings  better.  They 
could  thus  avoid  acknowledging  er- 
rors long  enough  until  they  could 
smoothly  wipe  them  off  the  books. 
"So  there  was  something  called  dirty 
surplus,"  recalls  Dartmouth's  John 
Shank,  "which  betrayed  the  bias  of 
those  who  didn't  like  it." 

The  accounting  rule  writers  quick- 
ly moved  to  solve  that  problem  by 
encouraging  companies  to  report  non- 
recurring income  and  loss  on  their 
income  statements,  but  labeling  them 
"Extraordinary  Items."  A  new  prob- 
lem was  born.  "The  practice  [of  re- 
porting extraordinary  items]  created 
nothing  but  confusion  because  com- 


NO  OTHER 

CARMAKER 
OFFERS  FACTORY 

MCENTiVES 
LIKE  THESE. 


If  you  need  an  incentive  to  buy 
a  new  car,  consider  these:  Safety. 
Durability.  And  longevity. 

Qualities  built  into  each  and 
every  one  of  the  1988  Volvos.  From 
the  legendary  Volvo  240's— the  most 
affordable  of  the  line— to  the  Italian 
designed  780  coupe  which  affords 
every  luxury  imaginable. 

Of  course,  those  qualities  can 
also  be  found  in  our  prestigious  700 
Series  sedans  and  wagons.  The  most 


noteworthy  of  which  is  the  newly 
redesigned  760. 

The  first  thing  you'll  notice  about 
the  new  760  is  its  restyled  front  end. 
But  once  you  start  driving  you'll 
notice  something  of  even  greater 
importance.  Namely,  a  new  "Multi- 
link"  suspension  that  both  improves 
handling  and  gives  the  760  a  more 
comfortable  ride. 

Also  comforting  to  anyone 
concerned  with  safety  are  standard 


features  like  anti-lock  braking. 
And  a  supplemental  restraint  system 
which  cushions  the  driver  in  an 
accident* 

So  you  see,  no  matter  which 
Volvo  you  choose,  you'll  get  more 
than  just  an  elegant,  well-appointed 
car.  You'll  get  all  the  quality, 
reliability,  and  safety  know-how 
Volvo  is  famous  for. 

How's  that  VOLVO 

for  incentive?       A  car  you  can  believe  in 


*  ABS  and  SRS  are  standard  on  780  and  760  Series,  optional  on  740  Series  and  not  available  on  the  240  Series.  €>  1987  Volvo  North  America  Corporation. 


Present  ing.  The  ] 

The  Commodore  Amiga  200C 
Desktop  Presentation  Systerr 
The  Next  Step  Forward. 


Commodore"  pre- 
sents a  major  break- 
through in  the  art  of 
presenting  ideas.  Intro- 
ducing Desktop 
Presentation  with  the 
Commodore  Amiga* 
2000.  It's  the  personal 
business  computer  that's 
also  a  com- 
plete desktop  ^ 
publishina    ^^£S/  O 


outside  suppliers. 
Desktop  Publishing 
Color.  It's  the  next 
generation  in  desktop 
publishing.  And  with  the 
Amiga  2000,  you  can 
create  your  own  catalogs, 
brochures, 


high  resolution  mode,  it 
gives  you  a  better  pre- 
view of  your  laser- 
printed  half-tone  pictur< 
than  the  Macintosh™  SI 
ever  could. 

Desktop  Video 
Video  is  part  of  the 
new  language  of  moder 
business.  But  you  won't 
need  epic  budgets  to  pre 
duce  your  own  corporat 
sales,  and  promotional 
videos.  With  the 


Enjoy  true  freedom  of  the  press  with  Gold  Disks""  Professional  Page""  desktop  publishing  software 
Even  make  color  separations  with  resolution  as  high  as  2400  dots  per  inch. 

center,  video  production  in  up  to  4096  colors, 
studio,  and  live  presenta-         There's  a  big  advan- 

tion  workstation— giving  tage  in  black  and  white, 

you  access  to  profes-  too.  Since  the  Commo- 

sional-quality  results  at  a  dore  Amiga  2000  dis- 

fraction  of  the  cost  of  plays  16  levels  of  grey  in 


Network  TV  producers  use  the  Commodore  Amiga  to  crt 
dazzling  graphics  and  special  effects  It  can  boost  the  rai 
of  your  next  business  video,  too 

Commodore  Amiga  200 
you  can  create  profes- 
sional-quality 3-D  ani- 
mation. Titles.  Wipes. 
Fades.  You  can  even  pair 


ture  Of  Business 


Give  em  a  show  they  11  never 
forget.  Hook  a  Commodore 
*  Amiga  2000  to  a  Polaroid 
lette""  and  make  35mm 
ides  in  up  to  4096  colors 


r  video  images,  one 
ne  at  a  time. 
Live  Presentation 
The  Commodore 
iga  2000 
les  in  front  of 
re  audience, 
Create  35mm 
es,  transpar- 
ies,  story- 
rds— even 
nated  "elec- 
lic  slide- 


power  you'll  need  for 
your  everyday  business 
needs,  too.  Word  proc- 
essing with  WordPerfect! 
Advanced  database  and 
spreadsheet  pro- 
grams. Complete 
networking.  And 
the  Commodore 
Amiga  is  the 
world's  first  true 
multi-tasking  per- 
sonal business 


Multi-Tasking 


Here  's  a  show-stopping  juggling  act  Since  the 
Commodore  Amiga  is  the  worlds  hrst  multi  tasking  personal  \ 
business  computer,  you  can  actually  run  several  programs 
simultaneously. 

ing  one  that  allows 
IBM-PC"  XT  compatibility. 

So  take  a  step  into 
the  future  of  personal 
computing.  Call  1-800- 
87-AMIGA  to  locate  your 
nearest  Commodore 
Amiga  2000  dealer. 


WS."  YOU'll  get        A  master  quick-change  artist,  the      COmDUter,  SO  VOU 

O  Commodore  Amiga  2000  gives  you  £  J 

he  support  fasrondZiZZldesi8nanJ  can  actually  run 
11  need  when  you're  several  programs  at  the 
/our  feet.  same  time. 

The  Commodore 
Amiga  2000  is  ready  to 
grow  with  you.  Its  wide 
open  architecture  will 

Carry  your  whole  slide  Trim  for  f  ^Klv  fit  IITl  tC\ 

■esentation  in  your shirt pocket.  When  you  slip  a  \.\J\.l.\.WJ\.  LdLMV   111  IV 

isk  into  a  Commodore  Amiga  2000  that  's  connected  to  «  f-  >  <• 

jB  projection  TV.  you  ve  got  an  animated  electronic  Q  IT^PCTPl  hV'fPS  Oi  intemal 

slideshow  system.  '  O  J 

Strictly  Business        memory  (1  megabyte 

The  Commodore      standard)  and  a  host  of 
iga  2000  has  all  the     expansion  cards,  includ- 

Optional  non- Commodore  hardware  and  software  required  tor  some  applications.  Commodore  is  a  registered  trademark  of  Commodore 
;  Amiga  logo  a  trademark  of  Commodore  Amiga.  Inc.  Macintosh  is  a  trademark  of  Apple  Computer.  Inc  WordPerfect  is  a  registered  trademark  of 
of  International  Business  Machines.  Corp.  Gold  Disk  and  Professional  Page  are  trademarks  of  Gold  Disk.  Inc.  Polaroid  Palette 


Electronics.  Ltd.  Amiga  is  a  registered  trademark 

the  WordPerfect  Corporation.  IBM  PC  is  a  registered  trademark 

is  trademark  of  Polaroid  Corporation. 


"U.S.  Trust's  tax  evaluation 
of  our  family  business  at  a  time  of  transition  was 
highly  professional  and  convincing  to  the  IRS." 


Collier  W.  Baird,  Jr. 
Chairman,  Baird  Rubber  &  Trading  Co. 


Inc. 


An  up-to-date  understanding  of  tax  law  is  but  one  of  many 
specialized  disciplines  we  integrate  into  the  management  of  your 
assets.  Please  contact  Mary  B.  Lehman.  Senior  Vice  President, 
United  States  Trust  Company  of  New  York,  1 1  West  54th  Street, 
New  York,  NY  10019.  (212)887-0446. 

USTrust 

When  you  do  something  very  well 

you  simply  cannot  do  it  for  everyone. 


MANY  ARE  CALLED.  FEW 
ARE  CHOSEN. 


At  Managaajg^Wfruiters,  we  know 
where  to  look  and  what  to  look  for. 
Our  Account  Executives  are  specialists 
in  the  industries  they  serve.  They're 
active  in  your  marketplace  every  day. 
We  interface  with  a  million  prospective 
candidates  each  year,  but  recommend 
less  than  ten  percent  of  them.  We  don't 


think  our  clients  should  waste  their 
time  seeing  anyone  but  the  best. 

Management  Recruiters  is  recog- 
nized as  the  largest,  most  effective 
search  firm,  anywhere.  And  when 
you're  trying  to  fill  a  crucial  position, 
makes  sense  to  go  straight  to  the  top. 


MANAGEMENT 
RECRUITERS 


:ruitment  specialists, 
ationwide. 


Look  in  the  White  Pages  for  the  Management  Recruiters  office  nearest  you. 


panics  would  take  the  good  stuff  into 
earnings  and  call  the  bad  stuff  extraor- 
dinary," explains  Harvard's  David 
Hawkins.  The  result  was  a  new  rule — 
Accounting  Principles  Board  Opinion 
30,  issued  1973 — which  significantly 
tightened  the  definition  of  extraordi- 
nary items,  defining  them  as  events 
that  were  unrelated  to  the  company's 
business  and  unlikely  to  recur.  Under 
Opinion  30,  any  special  event  that  did 
not  qualify  as  an  "extraordinary 
event"  should  be  reported  as  an  "un- 
usual item." 

Opinion  30  worked  all  right  as  long 
as  there  weren't  too  many  unusual 
items.  But  then  came  the  1980s  and 
widespread  corporate  restructuring — 
office  closings,  asset  sales  and  all  sorts 
of  "unusual"  items,  some  of  which 
are  related  to  operations  and  some  of 
which  are  not. 

So  here  the  matter  stands:  By  ac- 
counting rules,  income  from  nonre- 
curring events — like  selling  the  old 


"/investors  cannot  just  take 
the  bottom-line  numbers, 
before  or  after 
extraordinary  items  and 
assume  that  they 
understand  what  is  going 
on,"  warns  David  Hawkins. 
"Doing  so  can  be  dangerous 
to  your  wealth." 


desk,  or  selling  off  part  of  a  cable  TV 
system — must  be  included  as  part  of 
net  income.  So  must  items  relating  to 
errors  and  omissions  of  past  years, 
even  if  their  effect  is  to  seriously  dis- 
tort current  earnings  with  a  one-time 
adjustment.  If  investors  and  other  us- 
ers of  financial  statements  aren't  clev- 
er enough  to  read  all  the  explanatory 
footnotes  to  see  how  the  company's 
ongoing  businesses  are  doing — well, 
too  bad  for  the  investors. 

The  problem  becomes  more  acute 
when  you  remember  that  Value  Line, 
Standard  &  Poor's  and  other  statisti- 
cal services  generally  pick  up  only  a 
single  number — net  income — to  re- 
port a  company's  profitability. 

This  single,  often  meaningless 
number  then  gets  reflected  in  return 
on  equity,  growth  rate  calculations, 
averages  and  the  like. 

"There  are  items  that  cause  earn- 
ings to  appear  to  be  more  volatile  than 
they  actually  are  on  a  continuing  ba- 
sis," says  Hawkins.  "But  whether 
they  make  companies  look  better  or 
worse,  they  are,  in  every  case,  a  poor 
indicator  of  the  companies'  future 
earnings  prospects."  More  relevant 
accounting,  anyone?  ■ 


How  we  keep  international 
shippers  from  tripping 
up  on  local  customs. 


Now,  CF  enables  international  shippers  to 
move  their  freight  all  over  the  world  without  creating 
an  international  incident.  Because  CF  Ocean  Service 
takes  care  of  the  intricacies  of  customs,  avalanche  of 
documentation  and  the  details  of  foreign  payments. 
Whether  you're  exporting  to  Europe,  Africa,  South 
America,  the  Far  East-or  importing  to  the  U.S.,  CF 
will  get  it  there  quickly,  safely  and  efficiently.  And  our 
centralized  rating  and  billing  will  assure  you  of  the 
most  favorable  cost  possible.  So  if  you're  trying  to 
get  your  freight  halfway  around  the  world,  you  really 
don't  have  to  look  far  to  find  the  company  that  can  get 
it  there  with  the  minimum  of  hassle.  At  CF,  concern  for 
our  customers  knows  no  boundaries. 


COnSOLIDRTED 
FREIGHTURVS,  inc. 


Ih,- 
Company 


Miles  aheaD 


If  anyone  has  a  better  way  to  head  off 
Burlington  Northerns  confrontation  with 
its  railroad  unions,  Chairman  Bressler 
would  like  to  hear  about  it. 

All  alone 
by  the  telephone 


By  James  Cook 


Ask  Dick  Bressler,  the  canny 
chairman  of  Burlington  North- 
Lern,  if  he  worries  much  about 
the  takeover  rumors  that  periodically 
beset  the  company,  and  he  shrugs  airi- 
ly: "I  have  always  thought  the  railroad 
has  been  our  poison  pill,  because  any- 
body who  looked  at  us  in  depth  had  to 


say,  'What  would  you  do  with  that 
business?'  " 

Bressler  is  only  half  kidding.  Ever 
since  he  came  to  the  company,  in 
1980,  he  has  sought  to  exorcise  spirits 
like  Boone  Pickens  and  Irwin  Jacobs 
by  working  his  shareholders'  assets  as 
hard  as  he  could.  He  has  acquired  his 
way  into  oil  and  gas  (Southland  Royal- 
ty) and  natural  gas  pipelining  (El  Paso 


Natural  Gas)  and  doubled  the  divi- 
dend in  four  years.  He  attempted  to 
gain  access  to  the  income  from  BN's 
natural  resource  properties — cumu- 
latively over  $700  million  right 
now — trusteed  under  Northern  Pacif- 
ic bonds  (a  matter  that  is  still  before 
the  courts).  With  BN  common  selling 
at  11  times  earnings  even  after  the 
recent  unpleasantness  on  Wall  Street, 
the  effort  has  clearly  paid  off. 

But  the  question  remains,  what  do 
you  do  with  the  railroad?  BN  is  the 
longest  railroad  in  the  U.S.  and  one  of 
the  most  profitable,  and  it  still  pro- 
vides nearly  60%  of  Burlington 
Northern  Inc.'s  operating  income.  But 
railroading  is  a  mature  business.  For  a 
time,  railroad  deregulation  enabled 
BN  and  the  rest  of  the  industry  to  hold 
their  own  against  a  deregulated  truck- 
ing industry.  But  as  deregulation  has 
taken  hold,  independent  truckers 
have  undercut  the  Teamster-imposed 
wage  scales  that  used  to  dominate  the 
trucking  industry's  cost  structure, 
and  this  has  put  even  more  pressure 
on  what  truck-competitive  traffic  the 
railroads  still  have. 

"We're  very  competitive  moving 
containers  from  Seattle  to  Chicago," 


Burlington  Northern  pin-puller  at  a  freight  yard  in  Minneapolis,  Minn. 
For  19th-century  work  rules,  20th-century  wage  scales. 


IE  BUSINESS  COMMUNICATIONS  CONNECTION 


These  days,  when  people  communicate, 

The  proposal  looks  good.  Yeah. 

it  takes  an  array  of  high-tech  equipment 
I'm  starving.  Scroll  up.  No. 

to  make  it  possible.  But  more  important, 
Let's  put  that  bar  graph  on  page  two. 

it  takes  dedicated  professionals  to  make 
Does  the  list  include  Boston? 

the  technology  work.  So  when  you  connect 
That's  better.  I'm  sending. 

with  Centel,  we  connect  you  with  people 

Boom. 

before  we  connect  you  with  technology. 

They've  got  it  All  fifty. 

Because  that's  what  communicating 

Good  luck  at  the  meeting. 
is  all  about. 

It's  raining  here,  too.  Good  night. 

CENTEL 


WHERE  PEOPLE  CONNECT 

BUSINESS  SYSTEMS  •  CELLULAR  COMMUNICATIONS  •  TELEPHONE  •  CABLE  TELEVISION  •  POWER  DISTRIBUTION 

For  more  information  about  Centel  Business  Systems,  write  Department  8, 8725  Higgins  Road,  Chicago,  IL  60631.  ©  1987  Centel  Corporation 


Don  Bauman.  Loves  to  fish. 

One  spring  day  back  in  '69,  right 
after  he  moves  to  the  country,  some 
40  miles  north  of  Grand 
Rapids,  Michigan,  he  buys 
a  two -drawer  lateral  filing  cabinet 
at  the  company  store.  800  series. 
Garden  variety.  Nothing  special. 
Lugs  it  home,  digs  a  big  hole,  sticks 
it  in  the  ground.  On  its  back.  Fills 
it  with  potting  soil,  throws  in  some 
good  'crawlers,  starts  farming  his 
own  worms.  Local  trout  go  crazy  for 
Bauman's  worms.  All  his  fishing 
buddies  hate  him. 


A  fish  story. 


Eighteen  years  go  by.  The  potting 
soil  is  water-logged.  Bauman  figures 
the  file  must  be  shot,  too.  Spends 
a  Saturday  morning  digging  it  out  of 
the  ground,  hosing  it  off.  Darn  thing 
mint.  Barely  a  spot  of  rust, 
what  does  he  do?  Puts  it  back 
the  ground.  Starts  all  over  again. 
True  story. 
Know  what  he  does  for 
Steelcase?  Evaluates  com- 
W  petitive  products . .  .You  might 
say  he  found  his  niche  in  life. 


Steelcase 

The  Office  Environment  Company 


For  more  information .  call  1-800-447-4700 


WE  FLY  MORE  NON-STOPS 
FROM  EUROPE 
TO  SOUTH  AFRICA 
THAN  ALL  OTHER 
AIRLINES  COMBINED! 


You've  a  choice  of  airlines  to  Europe.  And  a  choice 
of  gateways  to  South  Africa  -  London,  Amsterdam, 
Lisbon,  Frankfurt,  Paris,  Rome,  Zurich,  Brussels, 
Madrid.  But  from  there  on  SAA  is  the  one.  With 
incomparable  service,  Prestige  Club  frequent  flyer 
benefits  and  more  non-stop  flights  than  all  other 
carriers  combined*.  So  see  your  travel  agent  or  call 
from  anywhere  in  North  America  and  discover  why 
SAA  is  the  best  way  to  South  Africa. 

One  call  does  it  all...1-800-SAA-9675 

SOUTH  AFRICAN  AIRWAYS 

'Based  on  schedules  published  in  International  OAG  March  1987. 


All  for  what? 


Since  1981  Burlington  North- 
ern has  made  great  progress 
in  reducing  its  total  railroad 
employment. 


Average  number  of  employees  (thousands) 
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Even  so,  with  wages,  salaries 
and  fringe  benefits  on  the  rise, 
its  payroll  costs  have  remained 
virtually  unchanged  . . . 

Wages  and  fringe  benefits  ($billions) 


$2.5 


2.0 
1.5 
1.0 
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. . .  and  as  competition  has  eat- 
en into  revenues,  the  ratio  of 
wage  costs  to  revenues  has 
once  again  begun  to  rise. 


Wage  ratio 
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Bressler  says.  "But  a  trucker  puts  a 
box  on  his  truck  and  drives  clear 
through  with  his  wife  or  a  helper, 
whereas  we  change  crews  ten  times  at 
a  wage  rate  that's  two  or  three  times 
as  high.  We're  using  the  efficiency  of 
capital. to  overcome  the  inefficiency 
of  labor,  but  not  too  successfully." 
According  to  one  estimate,  in  1985  a 
two-man  railroad  crew  averaged 
32,000  miles  of  rail  service  at  a  wage 
cost  of  $102,000.  One  truck  driver 
produced  105,000  miles  of  service  for 
$31,000. 

Burlington  Northern  has  been  dou- 
bly exposed.  Since  1984  Union  Pacific 
and  Chicago  &  North  Western  have 
broken  BN's  monopoly  on  Wyoming's 


It  figures. 


Connecticut  Mutual  has  $10  billion  in 
assets  under  management,  and  $54  bil- 
lion of  life  insurance  representing  1  mil- 
lion policies.  More  interesting  figures: 
Connecticut  Mutual  was  polled  as  the 
#1  life  insurer  by  leading  agents  and 
brokers  nationwide.  According  to  a  re- 
cent 10  year  dividend  comparison  study, 
Connecticut  Mutual  ranked  #  1 . 
The  company  is  represented  across 
the  country  by  7,500  career  agents, 
registered  representatives  and  brokers. 
And  now  its  Chairman  and  CEO,  Denis 
F.  Mullane,  has  been  honored  by  the. 
135,000  members  of  the  National 
Association  of  Life  Underwriters  as 
its  #  1  business  leader. 

Strong  numbers? -yes.  Strong  company ?- 
yes.  Strong  leadership?  -  obviously. 


Connecticut 
Mutual 

A  member  of  ihc  ffSS.  Alliance 


©  1987  Connecticut  Mutual  Life  Insurance  Company,  Hartford,  CT 


Powder  River  Basin  coal.  The  result 
has  been  a  $578  million  decline  in 
BN's  coal  revenues,  partly  because  of 
the  traffic  BN  lost  and  partly  because 
it  cut  rates — 20%  on  average — to  keep 
from  losing  any  more. 

Result:  BN's  revenue  per  ton  has 
been  squeezed,  so  that  rail  revenues 
are  up  only  4%  this  year  on  an  11  % 
increase  in  volume.  Bressler's  success 
in  cutting  costs  has  enabled  earnings 
to  rise  briskly  all  the  same — thus  far. 
But  he  takes  no  comfort  from  that 
fact.  "We  never  get  the  cost  side  of  the 
railroad  where  it  should  be,"  Bressler 
says.  "We've  either  got  to  find  a  way 
to  make  that  a  decent  business  or  get 
out  of  it." 

For  Bressler  that  means  a  frontal 
assault  on  railroad  costs,  specifically 
the  labor  costs  that  absorb  over  40% 
of  its  revenues.  The  assault  hasn't  al- 
ways been  direct.  Like  other  railroads, 
BN  has  been  selling  off  bits  and  pieces 
of  its  system  to  outsiders,  and  with 
them  the  employees  who  man  them. 
The  ploy  has  eliminated  3,000  miles 
and  hundreds  of  employees  since 
1981.  At  the  moment  BN  has  a  deal  in 
the  works  to  sell  a  line  in  Montana 


that  will  eliminate  another  1,000  em- 
ployees from  its  payroll.  These  new 
short  lines  aren't  bound  by  BN's  old 
labor  contracts,  and  sooner  than  see  a 
nonunion  operation,  the  unions  are 
often  willing  to  negotiate  more  realis- 
tically with  the  new  owners  than  they 
would  have  with  BN  itself.  But 
Bressler  has  gone  further  than  that 
and  outraged  the  unions  by  leasing 
locomotive  power  from  outside  sup- 
pliers and  contracting  out  part  of  its 
locomotive  maintenance  as  well.  BN 
has  arranged  one  such  deal  with  Gen- 
eral Electric  and  has  another  in  the 
works  with  General  Motors. 

By  such  devices  Bressler  has  re- 
duced BN's  employment  from  55,347 
to  35,109  since  1981.  But  wages  have 
continued  to  rise,  so  that  the  impact 
on  BN's  total  labor  costs  has  been 
minimal.  "The  sad  part  of  it  is,  even 
with  20,000  people  gone,  the  dollar 
cost  of  our  wages  is  about  equal  to 
what  it  was  four  or  five  years  ago.  If 
we  hadn't  done  it,  the  railroad  would 
be  bankrupt  by  now." 

According  to  one  BN  executive,  the 
railroad  could  cut  another  12,000  per- 
sons without  loss  of  service.  With  to- 


tal compensation  per  worker  averag- 
ing $43,000  a  year,  a  12,000-man  re- 
duction would  save  BN  $520  million  a 
year — an  amount  equal  to  nearly  two- 
thirds  of  its  total  operating  income 
last  year  of  $828  million. 

Unions  represent  89%  of  BN's  rail- 
road employees,  and  BN  and  the  rest 
of  the  industry  still  operate  under 
work  rules  that  go  back  to  the  days 
when  the  railroads  had  a  transporta- 
tion monopoly.  Operating  employees 
are  still  paid  a  day's  wage  for  every 
100  miles  they  travel  no  matter  how 
long  it  takes,  and  it  still  usually  takes 
four  or  five  men  to  staff  a  train  when 
two  or  three  could  do  the  job.  Manage- 
ment has  little  flexibility  in  making 
job  assignments  across  craft  lines. 
"This  is  the  last  industry  to  eliminate 
its  archaic  labor  practices,"  Bressler 
says.  "Railroad  labor  is  basically  over- 
paid and  underworked.  Such  things 
could  only  exist  in  a  time  of  tight 
regulation,  when  companies  could 
just  pass  the  cost  on  to  their  custom- 
ers." That  time,  Bressler  makes  clear, 
is  no  more. 

When  the  railroads'  current  labor 
contracts  expire  next  June,  Bressler 
says,  he  will  take  no  part  in  any  indus- 
trywide bargaining.  He  wants  to  bar- 
gain separately,  just  as  the  newly  cre- 
ated short  lines  do,  on  work-rule  and 
other  changes  needed  to  increase  pro- 
ductivity. He  hoped  to  get  negotia- 
tions under  way  this  summer,  with  no 
success.  Thus,  some  tough  bargaining 
is  surely  ahead.  Any  changes  Bressler 
might  seek  to  impose  unilaterally 
could  touch  off  a  major  strike,  but  he 
just  might  take  that  risk.  "When  you 
set  out  to  do  something  different," 
Bressler  says,  "you  don't  have  a  map 
of  how  it  will  all  shake  out." 

It's  Burlington  Northern's  diversifi- 
cation under  Bressler,  of  course,  that 
makes  such  a  confrontation  with  la- 
bor even  thinkable.  "When  I  came  to 
the  company  in  1980,"  Bressler  says, 
"the  railroad  dominated  everything. 
Today  we're  a  much  better  balanced 
company.  We've  got  sources  of  reve- 
nue, cash  flow  from  the  nonrailroad 
businesses  that  would  permit  us  to  do 
the  things  that  need  to  be  done  in 
getting  our  costs  down.  If  we  were 
still  dominated  by  the  railroad,  we 
couldn't  adopt  that  posture." 

The  tough  prospect  ahead  is  one 
reason  Bressler  is  not  greatly  worried 
about  a  takeover.  "If  somebody  has  a 
better  idea  of  how  to  maximize  val- 
ues in  the  company,  I'd  like  to  hear 
it,"  he  says.  "People  keep  telling  me 
they  read  that  the  company  is  worth 
$140  a  share,  and  I  tell  them  I  sit 
here  waiting  for  the  phone  to  ring, 
and  it  never  does."  ■ 
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Dress  the  Part 


This  holiday,  there  are  mam)  ways  to  give  Canadian  Cbdb 
to  the  people  you  care  about.  A  taste,  to  be  savored  and  a  gift 
to  be  prized.  %  send  Canadian  Club  anywhere  in  the  United 
States,  call 1-800-238-4373.  Void  where  prohibited. 

80  Proof.  'Blended Canadian  Whisky.  Imported  in  bottle  By  'Hiram 
Walker  Importers,  Inc. ,  'Detroit.  9Al 


Partagas  Premium  Cigars. 

jcret  of  Partagas  is  time.  It  takes  almost  three  years 
<e  these  finest  of  all  imported  premium  cigars,  for 
re  made  by  hand  from  the  best  tobaccos  in  the 
The  finest,  longest  filler  leaves  from  the  Caribbean, 
arkest,  leafiest  binder  leaves  from  Mexico.  The 
t,  costliest  wrapper  leaves  from  the  African 
roons.  All  in  one  incomparable  smoking  experience 
mother. 


TOUR  EDITION 


This  year  give  the  golfer  in  your  family  what  they've  always 
wanted.  The  chance  to  play  better  golf.  Do  it  with  a  dozen 
new  Spalding  Tour  Edition  balls.  This  ball  plays  better  than  a 
wound  ball,  plays  longer  than  a  wound  ball,  and  unlike 
wound  balls,  the  Tour  Edition  never  "goes  out  of  round!' 

Give  them  a  gift  they'll  play  with  all  year  long.  The  new 
Spalding  Tour  Edition. 


Inside  and  out,  the  new  Cobra  Cordless  is  the  mos 
advanced  phone  you  can  buy.  With  sleek  Europej 
styling  and  Cobra's  exclusive  "Clear-Call"  circuity 
for  the  best  voice  quality.  Features  speakerphone, 
selectable  channels  and  256  digital  security  codei 
to  prevent  interference,  9  number  memory  and  redi 
For  location  of  nearest  dealer,  call  1-800-COBRA 


Get  Up  to  $20  Back  on  the  Schlage 
Keepsafer  Security  System 

Starts  at  under  $200.  Wireless,  easy  to  operate,  and 
installs  with  only  a  screwdriver.  System  has  many 
accessories  and  can  be  connected  to  National  Moni- 
toring Station  to  provide  24-hour  protection. 

The  Schlage  Keepsafer.  Your  family's  peace  of 
mind  has  never  been  more  affordable! 

For  more  information,  call:  1-800-221-9362 
(toll-free)  or  write:  Schlage  Lock  Co. 
2401  Bayshore  Blvd.  San  Francisco,  CA  94134 
Attn:  Consumer  Marketing  Dept. 

#  SCHLAGE  KEEPSAFER 

SECURITY  SYSTEM 


Make  The  Past  A  Great  Prese 

The  American  Heritage  Collector's  Edit 

American  Heritage  Magazine's  Collector's  Edition  can  m: 
the  past  a  great  present.  Each  volume  is  a  beautiful  keeps 
rich  with  award-winning  editorial  that  illuminates  the 
American  experience.  Hard-cover  bound,  with  gold  letti 
ing  and  plush  padding,  the  American  Heritage  Collector 
Edition  is  a  superlative  addition  to  any  family's  library.  T 
receive  your  one-year  subscription  for  $45  in  time  for  tr 
holiday  season,  call  today  toll-free:  1-800-341-1522. 
In  Maine,  call  collect  (207)  236-2896 


Personal  copiers  for 
every  personality. 


>n's  personal  copiers  go  wherever  you  go.  The 
ible  PC-3  is  smaller,  lighter  and  comes  in  four 
on  colors.  For  economical  personal  copying  at 
e,  the  office,  or  wherever  work  takes  you. 


WORLD  TRAVELER 


New  from  Seiko,  the  World  Traveler  is  about  tjpe  size 
of  a  credit  card,  and  gives  you  the  time  and  day  in  24 
cities  around  the  world.  Press  the  flag,  and  you  get  the 
time  almost  anywhere.  Three  year  battery  life.  Sug- 
gested retail  price  $39.50. 

For  a  catalog,  please  send  $2.50  to: 

Seiko  Time  Corporation 
640  Fifth  Avenue 
New  York,  N.Y  10019 


,fs  small  but  powerful. 


e  MultiSpeed  HD  is  the  fastest  and  most  power- 
Dtop  computer  around.  With  the  NEC  16-bit  V-30 
ssor  and  a  20  megabyte  hard  disk,  it  proves  that 
things  can  come  in  small  packages.  For  product 
;ure  or  the  nearest  dealer,  call  1-800-447-4700. 


The  hottest  video  hits  for  only  $29.98  each! 


Advertisement 


Street  scene  in  Seoul 

The  middle  class,  too,  wants  a  dispersion  of  economic  as  well  as  political  power. 


Has  the  political  unrest  weakened  South 
Korea  economically?  To  the  contrary,  it 
may  have  strengthened  this  dynamic  inter- 
national competitor. 


Korea  grows  up 


By  Andrew  Tanzer 


Sometime  in  December  Koreans 
will  go  to  the  polls  to  elect  a 
successor  to  President  Chun 
Doo  Hwan,  who  will  step  down  next 
February.  The  candidate  from  Chun's 
Democratic  Justice  Party  will  be  Roh 
Tae  Woo,  another  general-turned-pol- 
itician and  one  of  Chun's  military 
academy  classmates.  The  opposition? 
Opposition  politicians  are  still  squab- 
bling about  who  will  run  against  Roh. 

Does  the  social  and  political  tur- 
moil that  culminated  in  riots  in  June 
and  led  to  the  decision  to  call  elec- 


tions foreshadow  a  weakening  of  the 
Korean  economic  miracle,  the  eco- 
nomic dynamism  that  has  raised  per 
capita  income  thirtyfold  in  25  years? 
Far  from  slowing  the  economy,  the 
political  reforms  and  free  elections 
promise  to  breathe  yet  more  life  into 
Korea's  growth. 

Since  grabbing  power  in  the  chaos 
following  the  assassination  of  Park 
Chung  Hee  in  1979,  the  dour  Presi- 
dent Chun  Doo  Hwan  has  beaten 
down  inflation  and  unemployment 
rates  to  under  4% .  Chronic  trade  and 
budget  deficits  have  been  turned  into 
surpluses.  The  country's  huge  foreign 


debt — at  $38  billion,  it  is  the  fourth 
largest  in  the  developing  world — is 
being  paid  off  so  fast  that  it  dismays 
foreign  bankers.  Despite  all  the  street 
battles  and  strikes,  the  economy 
should  grow  about  12%  in  real  terms 
this  year,  giving  South  Koreans  a  per 
capita  GNP  of  $2,800. 

Nevertheless,  Roh's  opponents, 
whoever  they  turn  out  to  be,  will  at- 
tack the  Achilles'  heel  of  the  presi- 
dent's program.  They  will  charge  that 
too  much  power  is  concentrated  in 
the  hands  of  the  chaebol — Korea's 
huge,  family-controlled  conglomer- 
ates— and  that  not  enough  of  the 
growth  has  been  widely  shared  among 
the  42  million  South  Koreans. 

The  chaebol — among  them  Sam- 
sung, Daewoo,  Hyundai  and  Lucky- 
Goldstar — have  been  instrumental  in 
lifting  the  country  out  of  poverty  un- 
imaginable today.  Kim  Dae  Jung,  the 
ambitious,  populist  opposition  leader 
who  badly  wants  to  be  president,  has 
called  for  the  chaebol  to  be  broken  up. 

The  opposition  has  a  point.  Like 
Japan's  prewar  zaibatsu,  the  chaebol 
are  powerful,  monopolistic  and  nar- 
rowly held.  Take  the  35-company, 
$16.6  billion  (revenues)  Samsung 
Group.  It  not  only  manufactures  ev- 
erything from  textiles  to  VCRs  but 
also  owns  hotels  and  department 
stores  and  sells  life  insurance.  Korea's 


SAAB'S  INNOVATIVE  TECHNOLOGY  AND 
ENGINEERING  PROWESS  START  AT  AROUND  $15,000 
AND  DON'T  STOP  UNTIL  ABOUT  $20  MILLION. 


The  idea  of  "shared 
ichnology"  has  a  long  his- 
>ry  at  Saab.  In  fact,  the 
rst  Saab  automobile  even 
aared  the  technologists 
lemselves,  it  was  designed 
y  aircraft  engineers. 

This  explains  why  Saab  s 
ave  always  been  far  better 
nown  for  their  innovative - 
ess  than  for  their  slavish 
iherence  to  the  habits  and 
inventions  of  the  auto 
idustry. 

Why  long  before  auto- 
lakers  saw  the  marketing 
Dpeal  of  the  "aero-look" 
aab  engineers  recognized 
le  value  of  an  aerodynamic 
Ddy  and  designed  the  first 
aab  accordingly. 

And  why  instead  of  re- 
Drting  to  the  automotive 
rorld  s  way  of  increasing 
ower,  (bigger,  heavier  en- 


gines), Saab  engineers  were 
among  the  first  to  employ  a 
turbocharger  in  a  standard 
production  car  and  were 
pioneers  in  the  development 
of  16- valve  cylinder  head 
technology. 

The  litany  of  innovations 
found  in  every  Saab,  from 
the  $15,000  Saab  900  to  the 
$28,141*  Saab  9000  Turbo, 
also  includes  significant 
contributions  in  the  areas 
of  safety  and  practicality. 
Saab  was  one  of  the  earliest 
proponents  of  front-wheel 
drive.  (In  fact,  Saab  has 
never  offered  anything  but. ) 
Saab  was  also  one  of  the 
first  to  combine  a  hatchback 
body  design  with  a  fold- 
down  rear  seat  to  dramat- 
ically increase  its  cargo 
capacity.  And  a  leader  in  the 
development  of  collapsible, 


energy-absorbing  steering 
columns  and  dual-diagonal 
braking  systems  among 
other  things. 

And  the  free  exchange  of 
ideas  among  all  the  divisions 
of  this  aerospace,  auto- 
motive, heavy  vehicle  and 
electronics  group  known  as 
Saab-Scania  continues  to  this 
day  with  work  in  the  devel- 
opment of  new,  lighter  and 
stronger  materials  and  more 
sophisticated  electronics. 

But  to  experience  this 
technology  in  a  far  more 
moving  fashion,  we'd  sug- 
gest you  visit  your  nearest 
Saab  dealer.  Where  the  en- 
tire 1988  model  line  (minus 
the  supersonic  Saab  JA-37 
Viggen,  of  course)  awaits 
your  inspection. 


The  most  intelligent  cars  ever  tnalt. 


m 


.987  by  Saab-Scania  of  America,  Inc.  *The  Saab  900  Series  ranges  from  $14,983  for  the  900  3-door  to  $29,740  for  the  900  Turbo  Convertible.  The  9000  Series  ranges  from 
3,337  for  the  9000S  to  $28, 141  for  the  9000  Turbo.  Mfg's.  sugg.  retail  prices  not  including  taxes,  license,  freight,  dealer  charges  or  options.  Prices  subject  to  change. 
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8  time  Nat'l  X-C 
Ski  Champion 
Olympic  Silver  Medalist 
World  Cup  Winner 


Scientific  Study  Ranks 
NordicTrack  #1 

In  tests  of  exercise  efficiency  at  a  major 
university,  NordicTrack  burned  more 
calories  and  provided  greater  aerobic 
workouts. 

Rank  of  Exercise  Efficiency 

1 .  NordicTrack  X-C  Ski  Exerciser 

2.  An  Exercise  Bike 

3.  A  Rowing  Machine 

4.  A  Shuffle-Type  Ski  Exerciser 

NordicTrack's  higher  oxygen  usage  test 
scores  show  that  more  muscle  mass  is 
involved  in  the  exercise  and  more 
calories  are  being  burned. 

It's  Only  Logical  that 
NordicTrack  Would  Get 
the  Highest  Scores 

•  because  NordicTrack  is  more  complete 
than  an  Exercise  Bike. 

Adds  important  upper  body  exercise. 
Provides  more  uniform  leg  muscle 
usage. 

•  because  NordicTrack  is  more  thorough 
than  a  Rowing  Machine. 

NordicTrack's  resistance  is  proportioned 
according  to  the  individual  muscle 
strength-no  major  muscles  are  over- 
stressed  or  under-worked. 

•  because  NordicTrack  has  inertial 
resistance  not  available  on  a 
Shuffle-Type  Ski  Exerciser. 

Other  ski  exercisers  use  less  efficient 
frictional  resistance  with  a  resulting 
calisthenics-like  feeling.  NordicTrack's 
unique  flywheel  resistance  for  a  life-like 
feeling  of  smoothness  and  continuity 
is  matched  only  by  real  skiing. 

Burns  Up  To  600  Calories  per 
20  Minute  Workout 

Free  Brochure,  and  New  Video! 

800-328-5888 

Minnesota  612  448  6987 

^ordicjrack 

141  Jonathan  Blvd.  N.,  Chaska.  MN  55318 

s  PSI 1986  185K7 


Supporters  of  opposition  leader  Kim  Dae  Jung 
Calls  to  break  up  the  chaebol. 


distribution  of  income,  while  excel- 
lent for  a  developing  country,  is  con- 
siderably less  equitable  than  that  of 
Japan  or  Taiwan,  its  two  principal 
trade  rivals. 

Almost  all  Koreans  agree  that  the 
country  needs  more  dispersion  of  eco- 
nomic power.  The  only  disagreement 
is  over  the  pace  of  change.  "We're 
trying  to  model  ourselves  after  Japan 
and  Taiwan,"  says  Lee  Soon  Hak,  a 
managing  director  in  the  Samsung 
Group.  "But,"  he  cautions,  "it  can't 
be  done  overnight." 

Taiwan's  and  Japan's  thriving  small 
and  medium-size  companies  have  fos- 
tered economic,  social  and  political 
stability.  Japan  still  has  its  Mitsubi- 
shis  and  Sumitomos,  but  the  shares  in 
these  groups  are  widely  held,  and  the 
conglomerates  work  relatively  har- 
moniously with  hundreds  of  small 
suppliers.  Taiwan,  which  has  a  re- 
markably equitable  distribution  of  in- 
come, has  made  entrepreneurship  al- 
most a  creed.  This  has  greatly  stabi- 
lized the  island's  politics. 

That  Korean  economic  power  and 
opportunity  remain  in  a  few  hands 
helps  explain  the  riots  and  protests 
that  shook  the  small  nation  last  sum- 
mer. Workers  feel,  not  unreasonably, 
that  the  government  and  industrial- 
ists have  conspired  to  hold  down 
wages;  the  recent  wave  of  strikes  will 
help  redress  this  by  raising  wages  by 
10%  to  15%. 

The  dissatisfaction  has  spread  to 
the  middle  class.  Some  of  the  ills  of  a 
rapidly  developing  economy — rising 
prices,  air  pollution,  housing  short- 
ages— tend  to  be  blamed  on  the  chae- 


bol and  their  owners.  The  conglomer- 
ates, moreover,  are  associated  in  the 
public  mind  with  Korea's  authoritar- 
ian rulers. 

Korea's  chaebol  were  born  of  gov- 
ernment support  in  the  1960s  and 
1970s.  President  Park  Chung  Hee 
handpicked  successful  entrepreneurs 
like  Hyundai's  Chung  Ju  Yung  and 
Samsung's  Lee  Byong  Chull  and  en- 
trusted strategic  projects  and  even  in- 
dustries to  them.  The  country's 
scarce  domestic  savings  and  heavy 
foreign  borrowing  were  channeled 
their  way,  often  at  interest  rates  that 
were  far  below  the  rate  of  inflation. 
The  chaebol  were  the  chosen  instru- 
ments by  which  South  Korea  lifted 
itself  by  its  bootstraps. 

In  many  developing  countries 
Park's  policies  would  have  led  to  fis- 
cal disaster.  Businessmen  would  have 
abused  their  privileged  access  to  the 
country's  credit  by  converting  the 
funds  to  their  own  accounts  and  send- 
ing the  proceeds  to  the  U.S.  In  the  late 
1970s  and  early  1980s  uncounted  bil- 
lions poured  from  Mexico  into  the 
U.S.  in  this  manner. 

But  Park  and  his  successor,  Chun 
Doo  Hwan,  created  a  healthier  busi- 
ness environment  than  did  the  Mexi- 
cans. The  country's  capitalists  re- 
sponded by  keeping  their  money  at 
home,  investing  it  in  highly  produc- 
tive plant  and  equipment  and  creating 
hundreds  of  thousands  of  jobs. 

This  process  was  fine  as  long  as 
Korea  produced  steel,  ships,  toys  and 
cheap  apparel  goods.  It  was  not  so  fine 
as  the  economy  grew  more  complex. 
Imbalances  emerged.  For  example, 


Guess  who's 
the  most  popular  copier 

in  America. 


Guess  again. 


The  first  name  in  copiers  probably  isn't  the  copier 
ame  you  think  of  first.  But  for  the  fifth  straight  year, 
/anon  is  the  number  one  choice  in  copiers.  Leading  the 
ldustry  in  copier  placements  by  more  than  two  to  one. 

And  it's  no  wonder.  Only  Canon  has  a  full  line  of 
cpiers  to  meet  the  needs  of  every  size  business, 
rom  the  high-speed,  high-volume  demands  of  big 
•usiness  to  compact  convenience  for  smaller  businesses, 
iven  in  the  home. 

What's  more,  every  Canon  copier  is  designed  with 


innovative  new  technologies.  Yet  all  are  simple  to  use. 

So  whether  you  choose  the  highly  intelligent 
Color  Laser  Copier,  the  Personal  Copier  or  anything  in 
between,  you  can  count  on  performance  backed  by 
uncompromising  reliability.  And  a  commitment  to  quality 
that's  made  Canon  the  most  popular  copier  in  America. 

It's  no  guessing  game  then,  that  in  copiers, 
the  choice  is  Canon. 

Canon  has  opened  a  new  manufacturing  plant  in  Virginia  to  produce  the 
most.popular  copiers  in  America. 


Canon 

THE  CHOICE  IS  CANON. 


For  more  information,  call  toll  free1-800-OK  CANON.  Or  write  Canon  U.S.A.,  Inc.,  PO.  Box  5023,  Clifton,  N.J.  07015. 

Enjoy  easy  extended  payments 
with  the  Canon  Credit  Card.  Ask  for  details 
at  participating  Canon  dealers  and  retailers 
Available  only  in  US 


mhis  year  we  will  make  enom 
twice  around  the  world. 


ICI  manufactures  in  40  coun  tries  and  sells  to  over  150. 


pet  fiber  to  lay  a  strip  more  than 


World  Class 


Michel  SetbounvJB  Pictures 


Textile  workers  outside  Seoul 

Economic  complexity  demands  decentralization. 


the  chaebol  successfully  developed 
mass-assembly  industries  like  con- 
sumer electronics  and  autos,  but  Ko- 
rean industry  was  unable  to  supply 
the  necessary  components,  materials 
and  machinery.  Specialized  and  labor- 
intensive  small  and  medium-size 
companies  are  better  at  supplying 
these  goods  than  giant  companies. 
And  South  Korea  neglected  this  part 
of  its  economic  infrastructure. 

The  shortcoming  has  left  Korean 
manufacturers  hooked  on  Japanese 
suppliers — and  vulnerable  to  criti- 
cism and  protectionistic  threats  from 
Washington.  Last  year  Korea  ran  a 
$4.6  billion  current  account  surplus. 
The  surplus  this  year  will  reach  $10 
billion.  Against  the  U.S.  alone,  Ko- 
rea's merchandise  trade  surplus  will 
probably  hit  $9  billion  this  year. 

In  a  sense,  our  trade  deficit  with 
Korea  is  an  extension  of  our  deficit 
with  Japan.  The  Japanese  sell  compo- 
nents and  capital  equipment  to  the 
Koreans,  who  add  value  and  export  on 
to  the  U.S.  The  Hyundai  Excel  you 
buy  is  about  25%  Japanese  compo- 
nents, the  Gold  Star  VCR  30%  Japa- 
nese parts.  This  year  Korea's  huge  and 
expanding  trade  deficit  with  Japan 
will  approach  $6  billion.  The  Koreans 
see  the  development  of  smaller  busi- 
nesses as  a  way  to  reduce  their  depen- 
dence on  their  former  colonial  rulers. 

As  in  Europe,  the  U.S.  and  Japan,  so 
in  Korea:  Large,  capital-intensive 
companies  do  not  create  jobs  as  rapid- 
ly as  vibrant  small  and  medium-size 
businesses  do,  and  Korea  must  create 
a  lot  of  jobs.  The  country's  work  force 
currently  numbers  16  million.  Be- 
tween 400,000  and  500,000  Koreans 
will  enter  this  labor  force  each  year 


for  the  next  several  years.  If  the  econ- 
omy fails  to  expand  rapidly  enough, 
social  disorder  is  practically  guaran- 
teed. (Students  were  in  the  vanguard 
of  last  June's  riots.)  The  country  badly 
needs  a  bigger  and  healthier  network 
of  small  businesses. 

So  the  government  is  moving  to 
encourage  the  growth  of  smaller  busi- 
nesses. The  chaebol  are  now  barred 
from  stretching  their  tentacles  into 
205  designated  product  categories — 
everything  from  printed  circuit 
boards  to  umbrellas.  Government- 
promoted  venture  capital  companies 
have  been  established  to  nurture 
startups.  An  over-the-counter  stock 
market  opened  last  April.  The  govern- 
ment is  providing  tax  holidays  and 
earmarking  35%  of  all  commercial 
bank  loans  for  small  and  medium-size 
businesses  (generally  defined  as  up  to 
300  employees). 

This  policy,  conceived  in  the  early 
1980s,  is  already  starting  to  show  re- 
sults. For  instance,  small  business' 
share  of  employment  in  manufactur- 
ing rose  from  49%  in  1980  to  56%  in 
1985.  The  target  for  1991  is  63%. 

"It's  easier  to  start  a  business  to- 
day," agrees  entrepreneur  Wee  Sang 
Sik,  who  founded  Borneo  Internation- 
al Furniture  Co.  in  the  1960s  and  built 
it  into  a  $100  million  (sales)  company. 

No  government  can  create  entre- 
preneurs. As  in  Japan  (but  unlike  Tai- 
wan or  the  U.S.),  it  is  more  socially 
acceptable  in  Korea  to  work  in  the 
bureaucracy  or  for  one  of  the  big  chae- 
bol. But  the  government's  new  stance 
is  changing  this  attitude.  Reports 
C.H.  Park,  president  of  Kabul  Ltd.,  a 
$200  million  (sales)  textile  exporter: 
"More  people  are  leaving  big  compa- 


nies to  start  their  own  firms." 

In  the  past  the  chaebol  often  bullied 
small  businesses,  especially  suppliers, 
by  making  late  payments  or  by  force- 
fully taking  them  over.  "In  Japan, 
small  and  medium-size  industry  has  a 
complementary  relationship  with  big 
business,"  notes  Chu  Chong  Hwan, 
an  economics  professor  at  Dongguk 
University.  "But  in  Korea,  if  small 
companies  flourish,  the  chaebol  want 
to  buy  their  shares,  not  their  prod- 
ucts." In  yet  another  attempt  to  pro- 
tect the  fragile  small  and  medium- 
size  business  sector,  the  government 
recently  enacted  legislation  that  lim- 
its conglomerates'  investment  in 
companies  outside  the  groups  and 
curtails  cross-investment  between 
group  subsidiaries. 

The  crux  of  the  government's  pro- 
gram is  to  make  more  credit  available 
to  small  and  medium-size  business. 
Explains  Chung  Duck  Koo,  a  high  of- 
ficial at  Korea's  Ministry  of  Finance, 
which  gives  the  country's  private 
banks  their  marching  orders:  "Our  ba- 
sic guideline  is  to  squeeze  borrowing 
by  big  companies  so  there  will  be 
room  for  lending  to  small  and  medi- 
um-size industry." 

Credit  ceilings  have  been  imposed 
on  the  top  30  chaebol,  forcing  them  to 
sell  equity  to  raise  money.  This  year, 
according  to  stockbroker  W.I.  Carr, 
Korean  firms  will  issue  $2.2  billion  of 
stock  on  the  booming  Korea  Stock 
Exchange,  double  the  amount  in 
1986.  The  percentage  of  the  popula- 
tion holding  stock  has  tripled,  to 
5.6%,  over  the  past  two  years. 

About  35  companies  will  join  355 
publicly  owned  companies  on  the  Ko- 
rea Stock  Exchange  this  year.  Signifi- 
cantly, many  of  these  firms  will  be 
members  of  the  conglomerates.  Sam- 
sung Group,  for  instance,  will  issue 
$125  million  of  stock  and  list  several 
group  firms  as  autonomous  compa- 
nies before  year's  end. 

Kim  Jae  Won,  an  economist  in  the 
Korea  Federation  of  Banks,  puts  the 
industrialists'  dilemma — and  that  of 
the  Korean  economy  as  a  whole — con- 
cisely when  he  says:  "The  families 
have  to  choose  between  losing  their 
power  and  losing  their  market." 
Meaning  that  they  will  no  longer  be 
able  to  expand  on  borrowed  money. 
Hence  they  will  either  have  to  slow 
their  growth  and  diversification  or 
risk  diluting  the  owners'  equity. 

In  short,  economic  power  in  Korea 
will  rapidly  be  decentralized  along 
with  political  power.  This  will  make 
Korea  an  even  tougher  competitor. 
But  it  will  also  give  the  U.S.  a  peaceful 
and  prosperous  ally  in  the  booming 
Far  East.  ■ 
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In  the  beginning,  the 
d  hotel  was  extraordinary 
use  it  was  founded  upon 
nd  idea. 

The  idea  that  a  hotel 
ild  perfectly  mirror  the  spe- 
ifestyles  and  taste  levels 
;  times  —an  original  idea 
xlied  in  everything  from 
:el's  decor  to  the  people  it 
loyed. 

But  while  the  times 
ged,  hotels  that  were  once 
ght  of  as  grand  didn't, 
agh  they  retained  much  of 

opulence  and  splendor, 
lost  something  even  more 
)rtant:  a  sense  of  the 
ging  needs  and  demands 
eir  guests. 

The  grand  idea,  in  other 
Is,  was  forgotten. 


Until  it  was  revived  by 
Four  Seasons  Hotels.  A  group 
of  twenty-two  grand  hotels 
located  in  North  America's 
most  important  cities,  where 
we  cling  to  the  seldom- 
observed  notion  that  a  hotel 
should  adapt  to  its  guests. 
Not  the  other  way  around. 

And  it's  evident  every- 
where. In  a  warm,  hospitable 
staff  that  possesses  a  rare 
combination  of  friendliness, 
formality  and  competence— 
and  whose  purpose  is  to 
make  guests  feel  welcome, 
not  intimidated. 

In  the  high  employee-to- 
guest  ratio— because  travellers 
not  only  need  a  wide  variety 
of  services,  but  need  them 
in  a  hurry. 


In  furniture  that's  as 
functional  as  it  is  elegant— in 
vivid  contrast  to  many  luxury 
hotels  that  can  be  conspicu- 
ously short  on  comfort. 
And  in  restaurants  acclaimed 
not  only  for  their  haute  cuisine, 
but  for  their  unique  Alterna- 
tive Cuisine  menus— designed 
for  those  who  love  fine  food, 
but  abhor  calories. 

All  of  which  makes  each 
Four  Seasons  extraordinary 
not  because  it  tries  to  imitate 
the  original  grand  hotels,  but 
because  it's  identical  in  the 
single  most  important  respect 
of  all:  It  was  founded  upon 
precisely  the  same 
grand  idea. 
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These  days,  in  spite  of  the  dizzying 
gyrations  of  OPEC,  the  U.S.  oil  industry 
has  managed  to  strike  gold  at  home. 
With  Macintosh"  personal  computers. 

Resourceful  companies  such  as 
ARCO  are  finding  that  Macintosh  really 
can  help  with  most  everything. 

From  determining  drilling  sites 
and  designing  refinery  equipment  to 
handling  routine  office  tasks  like  spread- 
sheets and  desktop  publishing. 

Like  other  Fortune 500  compa- 
nies,they  're  even  finding  that  Macintosh 
maximizes  prior  computer  investments. 
Because  it  can  communicate  with 
MS-DOS  computers  and  mainframes. 

Macintosh  also  has  a  lower  train- 
ing cost  per  desktop  than  any  MS-DOS 
computer-prompting  some  spectacular 
jumps  in  productivity  In  a  recent  in- 
depth  analysis  of  selected  Macintosh 
installations  in  business,users  consis- 
tently reported  productivity  increases 
of  15%-25%  and  more. 

Now  that  you  know  why  oil  and 
Macintosh  mix  so  well,  call  800-446- 
3000,  ext.  400,  for  an  authorized  Apple 
reseller.  And  avoid  a  crisis  of  your  own. 

The  power  to  be  your  best 


Wyse  Technology  proves  that  even  in  the 
speedy  world  of  high  tech  there's  room  for 
plodders  who  can  plot. 

And  the  last 
shall  be  first 


By  Kathleen  K.  Wiegner 

Bernard  Tse,  chief  executive  of 
San  Jose,  Calif.-based  Wyse 
Technology,  has  a  favorite  say- 
ing: "Time  is  on  our  side."  A  cliche, 
but  it  goes  a  long  way  toward  explain- 
ing how  Wyse  has  been  able  to  enter 
markets  crammed  with  strong  run- 
ners and  still  finish  ahead  of  the  pack. 

Take  the  company's  founding  in 
1981.  Tse,  born  in  Hong  Kong,  and  his 
wife,  Grace,  a  native  of  Taiwan,  had 
met  at  the  University  of  Illinois, 
where  both  studied  engineering.  With 
two  colleagues   they  decided  that 


someone  could  still  make  plenty  of 
money  with  a  well-designed,  low-cost 
computer  terminal.  Venture  capital- 
ists, figuring  the  terminal  market  was 
already  glutted  with  well  over  a  hun- 
dred manufacturers,  yawned.  Un- 
daunted, the  Tses  mortgaged  their 
house  and  persuaded  David  Jackson, 
the  founder  of  nearby  Altos  Computer 
Systems,  to  give  them  $1.6  million.  In 
1983  Wyse  began  shipping  a  smart- 
looking  terminal  priced  so  low  that, 
laughs  Grace  Tse,  Wyse's  vice  presi- 
dent of  engineering,  "people  thought 
we  were  giving  away  $50  with  every 
shipment."  Nothing  of  the  kind.  The 


terminal,  the  WY50,  was  their  first 
hit.  Priced  44%  lower  than  its  nearest 
competitor,  the  WY50  also  offered  a 
larger  screen  and  higher  resolution. 
Today  Wyse  has  pulled  away  from 
most  of  its  competitors  to  become 
second  only  to  IBM  in  the  number  of 
terminals  sold  in  the  U.S. 

Financially  the  Tses  have  been  giv- 
ing the  early  favorites  in  Silicon  Val- 
ley a  beating  as  well.  Starting  with 
sales  of  $4  million  in  1983,  Wyse 
turned  in  sales  of  $260  million  in  fis- 
cal 1987  (ended  Mar.  31),  up  56%  on 
the  previous  year.  Net  income  was  up 
44%,  to  $18  million.  The  current 
sales  estimate  is  around  $400  million 
for  fiscal  1988.  The  stock,  at  $7  in  the 
company's  initial  public  offering  in 
1984,  recently  traded  at  25.  It  was  at 
39  just  prior  to  the  market's  collapse. 

Wyse's  strategy  is  the  same  today  as 
it  was  with  that  first  terminal.  Wait 
for  someone  else  to  establish  the  tech- 
nology. Jump  in  only  when  a  high- 
volume  demand  exists.  Keep  market- 
ing costs  low  by  selling  through  dis- 
tributors and  other  resellers,  never 
through  a  direct  sales  force  or  at  retail. 
The  kicker  is  to  add  enough  neat  fea- 
tures, such  as  European  styling  and 
tilt  and  swivel  screens,  so  that  price  is 
not  the  only  selling  point. 

Early  on,  the  Tses  chose  Taiwan  as 
the  place  to  set  up  a  low-cost  manu- 
facturing operation.  Today  Wyse's 
Taiwanese  plants  have  the  capacity  to 


Cofounders  Bernard  Tse  and  wife  Grace 
Making  money  in  markets  already  crammed  with  strong  runners. 


At  the  regent  of  Sydney, 
the  curtains 
open  onto 
a  brilliant 

STAGE. 


With  magnificent  views 
of  the  Opera  House  and 
harhour,  the  best  seats  in 
Sydney  are  reserved  for 
guests  of  The  Regent. 

  the 

C      J  SYDNEY 
A  REGENT® INTERNATIONAL  HOTEL 
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IT  TAKES  VISION 
TO  REACH  THE  LATIN 
AMERICAN  MARKET 


Major  intl.  advertisers  reach  leaders  of  business,  industry  and 
government  in  Latin  America's  leading  news/business  magazine, 
VISION. 


Sales  Offices: 


Seoul  779-1 538/London  (1  )584-8588/Tckyo  (03)546  Z23 1  /Dusseldori  (21 1  )57  30-26/Madrid  ( 1  )456-2 778 /Pans 
(1)45006608/New  York  (212)744-9130  San  Francisco  (41 5)421 -7950/Los  Angeles  (21 3)382-6346/Zunch 
(1)720-73-73/Milan  (2)89003 18/Sao  Paulo  (011)853-4133 


churn  out  over  $1  billion  of  product  a 
year.  This  foreign  base  is  important 
less  for  its  low-cost  labor  (5%  of  a 
terminal's  total  cost)  than  for  its  prox- 
imity to  good  low-cost  suppliers. 

Having  conquered  the  terminal 
business,  Wyse  is  taking  on  another 
relatively  mature,  overcrowded  mar- 
ket— for  personal  computers.  But  in- 
stead of  spending  money  to  establish 
an  identity  in  the  retail  market,  it 
sells  its  computers  through  its  estab- 
lished distribution  channels  as  if,  in 
effect,  the  computer  were  just  another 
terminal. 

"We  didn't  spend  millions  and  try 
to  get  market  share  in  two  months," 
says  Bernie  Tse.  "We  took  a  low-pro- 
file approach  and  became  much  more 
aggressive."  Wyse's  newest  computer, 
the  WY3216,  based  on  Intel's  new  386 


Venture  capitalists, 
figuring  the  terminal  market 
was  already  glutted  with 
well  over  a  hundred 
manufacturers,  yawned. 
Undaunted,  the  Tses 
mortgaged  their  house.  .  .  . 


chip,  sells  for  SI, 500  less  than  a  com- 
parable Compaq  DeskPro,  $2,000  less 
than  an  IBM  System  80,  and  performs 
faster  than  both.  In  1987  computers 
accounted  for  some  $60  million — 
close  to  25% — of  Wyse's  sales.  Last 
year  it  signed  an  agreement  with  top 
computer  retailer  Businessland  ($600 
million  sales),  which  sells  the  ma- 
chines through  its  stores  and  its  direct 
sales  force.  Wyse  plans  to  open  a  Hong 
Kong  manufacturing  plant  for  its 
computers  by  March. 

Competitors  are  not  sitting  on  their 
hands.  Hewlett-Packard  announced  a 
low-cost  terminal.  IBM,  which  tradi- 
tionally made  terminals  only  for  its 
own  machines,  is  out  with  a  general- 
purpose  terminal  aimed  at  Wyse's 
customers.  Wyse  disposed  of  one 
competitor  last  summer,  Fremont, 
Caht.-based  Link  Technologies,  by  ac- 
quiring it.  "They  were  real  street 
fighters  and  were  the  only  company 
gaining  market  share,"  says  Phillip 
White,  Wyse's  president  since  1985. 

Wyse  is  now  hatching  a  number  of 
plans  for  expanding  its  business — 
signing  up  more  distributors  who  sell 
to  manufacturers,  getting  more  in- 
volved in  software  and  setting  up 
more  joint-marketing  arrangements. 
But,  warns  White,  "We  will  step  into 
these  things  very  slowly.  We  want  to 
be  sure  we  do  each  piece  right  before 
we  do  the  next  piece." 

There's  a  lot  to  be  said  for  plodders 
who  can  plot.  ■ 


Profit 
knows  no  boundaries 
in  the  51  st  state. 


It's  the  state  that  offers  endless  profit  potential: 
the  OG&E  electric  service  area  in  Oklahoma  and 
Western  Arkansas.  It  would  be  the  ideal  location 
for  your  company. 

A  highly-motivated  work  force,  nationally- 
acclaimed  Vo-Tech  educational  system,  pro- 
business  tax  policies  and  below- 
average  land  costs  are  just  the  beginning. 

The  "51  st  State"  also  offers:  millions 
of  square  feet  of  available  industrial 
space;  a  central  location  for  economical 
shipping;  safe,  clean  communities  with 
room  for  families  to  play  and  grow;  and 
abundant,  low-cost  OG&E  electricity. 

Don't  put  boundaries  on  your 


business  -  discover  the  "51st  State."  Ask  OG&E's 
Economic  Development  Department  for  detailed 
information  on  available  facilities,  financing, 
education  and  training.  Use  the  coupon  or  call 
Jack  Rector,  Manager  of  Economic  Development 
at  (405)  272-3460. 

Providing  Real  Opportunity  For  Industry  Today 
OKI^OMA  ii  ELECTRIC"  COMPANY 

Jack  Rector,  Manager  of  Economic  Development,  Dept.  FB 
P.O.  Box  321 ,  Oklahoma  City,  Oklahoma  73101 
Or  Call  (405)  272-3460 

Yes!  I  want  more  information  on  how  to  profit  from 
the  "51  st  State'  —  Oklahoma  and  Western  Arkansas. 


Name 


Title. 


Company 
Address  _ 
City  


State 


Zip 


Telephone 


Inquiries  will  be  kept  STRICTLY  CONFIDENTIAL 


While  its  domestic  business  booms,  Japans 
giant  Nippon  Life  Insurance  Co.  is  learn- 
ing how  nasty  U.S.  markets  can  be. 

No  place 
like  home 


By  John  Heins 

The  wild  swings  in  the  stock 
market  have  left  a  lot  of  inves- 
tors looking  bad  lately.  But  few 
are  as  beat  up  as  Nippon  Life  Insur- 
ance Co.,  Japan's  largest  life  insurer. 
In  April  it  paid  $508  million  for  13% 
of  Shearson  Lehman  Brothers.  Seven 
months  later  that  stake  is  worth 
around  $225  million. 

An  isolated  mishap?  Alas,  no.  In 
March  Nippon  took  a  $3.5  billion 
writeoff  for  unhedged  currency  ex- 
change losses,  mostly  on  its  huge 
portfolio  of  U.S.  Treasury  securities. 
Its  first  foray  into  U.S.  real  estate  de- 
velopment has  been  bad  news  as  well. 
A  recently  opened  $200  million  Dal- 
las office  tower,  built  with  partners 
Equitable  Life  and  developer  Tram- 
mell  Crow,  is  barely  half  leased  and 
won't  provide  a  decent  return  for 
some  time. 

"We  are  still  learning,"  explains 
Tsuyoshi  Manabe,  the  Nippon  Life 
director  who  is  overseeing  invest- 
ment activities  in  the  U.S.  "We  are 
also  very  patient." 

Luckily,  Nippon  Life  can  afford  to 
be  patient.  Founded  in  1889,  it  is  one 
of  Japan's  most  influential  financial 
institutions.  It  is  the  biggest  share- 
holder on  the  Tokyo  Stock  Exchange, 
owning  3%  of  the  market's  total 
shares.  Then  there  are  the  more  than 
20  million  square  feet  of  office  space 
in  Japan,  making  it  the  country's  sec- 
ond-largest landlord.  With  $117  bil- 
lion in  assets  as  of  the  end  of  August, 
it  is  nearly  50%  bigger  than  its  closest 
rival  in  Japan,  Dai-Ichi  Life.  Pruden- 
tial, America's  largest,  has  life  insur- 
ance assets  of  $107  billion. 

How  did  Nippon  Life  prosper  so  in 
Japan?  The  Japanese  are  prodigious 
buyers  of  insurance,  with  90%  of  all 
households  carrying  life  insurance. 
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Kaku  Kurita 


Nippon  Life  President  Gentaro  Kawase 
Behind,  in  sophistication. 


The  average  coverage  per  household  is 
some  $165,000,  well  over  twice  the 
average  level  of  coverage  in  the  U.S. 
Serving  that  customer  base  is  the  in- 
dustry's preeminent  sales  force.  Each 
weekday  morning,  usually  after  a 
short  meeting  and  the  singing  of  com- 
pany songs,  some  80,000  saleswomen 
hit  the  streets  throughout  Japan  to 
sell  Nippon  Life  policies  door  to  door. 

Nippon  Life  has  also  been  tapping 
the  huge  Japanese  savings  pool.  New 
investment-oriented  insurance  poli- 
cies, which  behave  much  like  bank 
certificates  of  deposit  but  pay  higher 
rates  in  Japan,  have  been  big  sellers. 
And  as  the  average  Japanese  worker 
continues  to  get  older,  Nippon  Life- 
managed  pension  funds  continue  to 
increase  dramatically  in  size. 

Favorable  government  regulation 
also  plays  a  large  role.  Ostensibly  to 
protect  policyholders,  the  Ministry  of 
Finance  essentially  sets  industrywide 
premiums  and  policy  dividend  rates 
in  order  to  provide  adequate  profits  for 
insurers.  The  ministry  also  discour- 


ages new  competitors — Japan  has  23 
life  insurers,  vs.  2,250  in  the  U.S. 

"Basically  what  you've  had  in  Japan 
is  40  years  without  any  product  com- 
petition [in  life  insurance),"  says  Don- 
ald Kanak,  chief  operating  officer  of 
Equitable  Life  Insurance  Co.,  Ltd.,  the 
U.S.  firm's  Tokyo-based  subsidiary. 
Thus  Nippon  Life  has  succeeded 
without  being  particularly  innova- 
tive. Still,  its  assets  have  quadrupled 
in  dollar  terms  since  1981  and  are 
growing  some  20%  a  year.  The  busi- 
ness throws  off  tremendous  amounts 
of  cash.  For  the  fiscal  year  ended  in 
March,  it  had  "cash  flow" — premium 
and  investment  income  minus 
claims,  policy  dividends  and  business 
expenses — of  nearly  $18  billion.  This 
year  should  be  even  better. 

So,  stumbles  aside,  Nippon  Life 
continues  to  send  large  chunks  of  that 
cash  flow  to  the  U.S.  The  company 
needs  plenty  of  income  to  pay  policy 
dividends,  and  U.S.  Treasurys  and  sol- 
id income-producing  real  estate  in- 
vestments provide  much  better  re- 
turns here  than  on  comparable  invest- 
ments in  Japan.  Nippon  Life  recently 
pushed  its  total  investment  in  U.S. 
real  estate  to  $1  billion  with  the  pur- 
chase of  large  office  towers  in  Chicago 
and  San  Francisco.  It  continues  to  add 
to  a  U.S.  Treasury  security  portfolio 
that  stood  at  $5.6  billion  on  Mar.  31. 
Nevertheless,  frets  Gentaro  Kawase, 
71,  Nippon  Life's  president  since 
1982:  "We  are  behind  when  it  comes 
to  international  sophistication." 

Gaining  that  sophistication  was  the 
primary  reason  for  the  Shearson  in- 
vestment. Nippon  Life  is  sending 
some  30  employees  per  year  to  be 
trained  at  Shearson,  in  corporate  fi- 
nance, stock  and  bond  trading,  and 
asset  management.  It  hopes  to  crack 
the  corporate  lending  market  in  the 
U.S.,  with  Shearson's  help.  But  the 
relationship  also  goes  both  ways.  Nip- 
pon Life  has  brought  several  Japanese 
loan  clients  in  need  of  investment 
banking  services  to  Shearson  since 
April.  In  October,  American  Ex- 
press— Shearson's  majority  owner — 
started  offering  American  Express 
cards  through  Nippon  Life's  sales 
force.  Shearson,  trying  to  expand  in 
Japan,. also  is  looking  at  ways  to  fun- 
nel products  to  investors  through  that 
mammoth  Nippon  sales  force. 

Is  mighty  Nippon  looking  to  attack 
the  U.S.  insurance  market?  "Definite- 
ly," says  Nippon's  Manabe,  who  is 
based  in  New  York.  "But  the  market- 
ing methods,  the  products,  the  actuar- 
ial assumptions  are  very  different 
here,  so  nothing  is  imminent." 

Nothing  teaches  humility  like  a 
bloody  nose.  ■ 
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FOR  YOUR 
INFORMATION. 

A  funny  thing  about 
the  Information  Age. 
Progress  is  taking  a 
lot  of  people  back- 
wards. The  more  pro- 
ductive computers 
become  at  processing 
information,  the  less 
productive  business 
becomes  at  handling 
it.  And  all  that  data 
has  to  go  somewhere. 
Talk  to  Anacomp. 
We  can  show  you  a 
more  productive  way 
to  manage  informa- 
tion. 317  844-9666. 

anacomp 

(for  your  information) 


One  serves  contemporary 
tastes.  Wagoneer  Limited 
comes  with  more  than  enough 
interior  room  to  comfortably 
surround  five  adults  and  their 
cargo  in  complete  luxury  and 
goes  with  more  power  to  carry 
them  than  any  vehicle  in  its 
class,  a  177  horsepower  4.0 
litre  engine  standard. 


Another  caters  to  even 
larger  appetites  for  luxury. 
Grand  Wagoneer  satisfies  the 
first-class  traveling  comfort  of 
six  adults  and  will  tow  up  to 
2Yi  tons  with  its  massive  5.9 
litre  V8  power. 

For  further  information,  call 
toll-free  1-800-JEEP-211 


Both  give  you  everything 
you  expect  in  fine  luxury  q 
plus  added  peace  of  mind  a 
the  flick  of  a  switch:  Jeep 
4-wheel  drive  capability  to 
take  you  anywhere  you  wai 
to  go. 


Only  in  a  Jeep  Wagoneer 


PRODUCTS  FROM 
CHRYSLER 


Few  Americans  appreciate  fine  tea.  That  is  bad  for  growers  in 
India  and  Sri  Lanka  but  terrific  for  Argentina's  tea  exporters. 


International 
tea  party 


By  Pranay  Gupte 

If  you  drink  pack- 
aged iced  tea,  you 
might  like  to  know 
where  the  ingredi- 
ents come  from. 
From  India  or  Sri 
Lanka?  China?  No, 
Argentina.  By  vol- 
ume if  not  value, 
Argentina    has  al- 


ready elbowed  aside  traditional  large 
suppliers  to  become  the  U.S.'  biggest 
single  supplier  of  black  tea. 

Argentina's  secret?  That  most 
Americans  don't  know  the  difference 
between  good  tea  and  mediocre  stuff. 
Indian  and  Sri  Lankan  tea  is  unques- 
tionably superior,  but  India,  Sri  Lanka 
and  Kenya  sell  their  tea  to  importers 
for  between  94  cents  and  $1.25  per 
pound.  Even  China  (which  sold  27 
million  pounds  of  black  tea  to  the 


Tea  Board  of  India's  Rahul  Bedi 

Suffering  because  of  a  quality  product. 


U.S.  last  year)  charges  around  80  cent: 
a  pound  for  its  leaf.  The  Argentinean: 
wholesale  their  tea  for  as  low  as  3! 
cents  a  pound.  "Argentinean  tea,' 
says  Joseph  Vannier,  a  leading  Nev 
York  importer,  "is  ridiculously  cheap 
and  the  delivery  is  good." 

All  too  frequently  this  potentially 
rich  South  American  country  has  dis 
sipated  its  advantages  of  climate,  soi 
and  geography  through  bureaucratii 
bungling.  What's  different  this  time 
Argentina's  bureaucracy  has  kept  it: 
sticky  fingers  off  the  tea  trade.  Mos 
Argentinean  tea  is  exported  by  a  doz 
en  or  so  private  merchants,  amon] 
them  Buenos  Aires'  Aspitarte  y  Cia 
S.A.;  Picada  Libertad,  a  cooperative  o 
private  producers;  and  Casa  Fuentes. 

Leaving  tea  to  private  interests  ha: 
paid  off  handsomely  for  Argentina 
which  so  desperately  needs  the  for 
eign  exchange  tea  can  bring.  Unti 
1982  the  major  buyer  of  Argentina': 
tea  was  Britain.  But  in  April  of  tha 
year  the  two  countries  went  to  wa 
over  the  Falkland  Islands,  and  Argen 
tina  needed  a  new  market.  For  once 
the  bureaucracy  got  out  of  the  way 
Private  tea  merchants  scrambled 
with  the  result  that  40%  of  Argenti 
na's  tea  exports  now  go  to  the  U.S. 
with  most  of  the  rest  going  to  Chile 
Pakistan,  Canada,  Holland  and  Wes 
Germany.  (Britain  recently  begai 
buying  small  amounts  again.) 

Not  even  the  Argentineans  clain 
their  tea  is  as  good  as  the  high-quality 
teas  from  Asian  and  East  African  sup 
pliers.  But  in  the  U.S.  market,  quality 
is  not  the  major  concern.  Why  not 
Because  75%  of  the  $1.25  billion  (re 
tail  sales)  U.S.  tea  market  is  account 
ed  for  by  iced  tea,  which  is  becoming ; 
year-round  beverage  as  more  Ameri 
cans  turn  to  drinking  cold  beverages 
For  the  production  of  good-quality 
mixtures  for  iced  tea,  Argentinear 


HOW  WE  SEE  THE 
rAX  REFORM  PROBLEM 


It's  not  the  first  bump  in  the  road.  And  it's  certainly 
ot  the  last. 

At  the  CIGNA  companies,  our  financial  planning 
oesn't  begin  or  end  with  the  new  tax  law.  Not 
ecause  we  think  it's  insignificant.  But  because  we 
~iow  it  must  be  looked  at  in  the  context  of  an 
ntire  financial  plan. 

A  long-term  plan. 

A  plan  that's  designed  not  only  for  today.  But  also 
>r  many  years  down  the  road  from  today. 

Which  is  why  before  we  look  at  possible  solutions, 
'e  look  at  you.  Your  present  needs.  And  your 
jture  goals.  Because  we  know  it's  only  then  that  we 
an  determine  whether  your  needs  require  asset 


accumulation,  tax  planning,  fringe  benefit  planning, 
business  continuity  or  estate  planning. 

And  because  we  work  with  you  and  your  advisors, 
we're  able  to  map  out  a  plan  that  works  for  your  par- 
ticular needs. 

To  find  out  how  our  approach  to  financial  planning 
could  benefit  you,  please  write  us  at  CIGNA  Corpora- 
tion, Department  R13,  One  Logan  Square,  Philadelphia, 
Pennsylvania  19103. 

Financial  planning  that  takes  into  account  all  of 
life's  little  ups  and  downs. 

It's  just  one  more  example 
of  CIGNA's  commitment  to 
personalized  service. 


CIGNA 


Y  profitable 
business 
reasons 
to  visit 


FRANCE 


0  France  will  host  68  major  interna- 
tional trade  shows  during  1988.  At 
each  one,  American  visitors  and  ex- 
hibitors will  discover  new  opportuni- 
ties to  buy,  sell,  learn  the  latest,  make 
valuable  contacts,  and  generally  stay 
competitive  in  an  increasingly  global 
marketplace. 

t  Whether  your  business  is  house- 
wares or  fashion,  electronics  or 
aeronautics,  machinery  or  food 
technology,  there  is  a  show  that 
highlights  your  industry— and  pro- 
vides a  glimpse  into  its  future.  You'll 
see  the  most  recent  products  and  meet 
the  most  interested  parties:  companies 
from  all  over  the  world  looking  for 
international  trading  partners. 

Paris  Is  Good  for  Business 

0  Most  exhibitions  take  place  in  Paris, 
(now  the  trade  show  capital  of  the 
world),  and  are  often  an  industry's 
largest  annual  or  biennial  international 
show. 

E  France's  international  trade  exhibi- 
tions: Companies  that  don't  go  won't 
know  what  they're  missing.  (Which  is 
just  fine  with  competitors  who  do  make 
the  trip.) 

0  To  find  out  what  you  may  be  miss- 
ing, call  or  write  for  your  FREE,  com- 
prehensive listing  of  all  the  1988 
exhibitions.  It  could  be  a  very  profit- 
able request. 

International  Trade 
Exhibitions  in  France,  Inc. 

8  West  40th  Street 
New  York,  NY  10018 
212-869-1720 


PROMOSA1DNS 


leaf  is  just  fine. 

Argentina's  rapidly  growing  tea  ex- 
ports have  not  gone  unnoticed  by  In- 
dia's tea  merchants.  "We  are  greatly 
troubled,"  frets  Rahul  Bedi,  New 
York  director  of  the  Tea  Board  of  In- 
dia. "By  offering  tea  at  such  ridicu- 
lously low  prices,  Argentina  is  push- 
ing tbe  general  price  level  way  down." 
Bedi  is  especially  worried  by  the  fact 
that  Americans'  growing  preference 
for  iced  tea  has  meant  a  shrinkage  of 
the  hot  tea  market,  where  Indian  teas 
have  traditionally  been  strong. 

Bedi,  together  with  traditional  tea 
suppliers,  is  hoping  that  Argentinean 
tea  prices  are  unsustainably  low.  Al- 
ready, they  say,  Argentinean  produc- 
ers bave  told  them  that  returns  on 
investments  are  inadequate.  But  if  the 
Argentineans  raise  their  prices,  they 
risk  serious  competition  from  slightly 
better  quality  Chinese  and  Indonesian 
teas,  which  have  recently  sold  at 


around  80  cents  a  pound. 

Bedi  says  the  big,  old-line  tea  pro- 
ducers believe  sales  will  improve 
with  the  development  of  the  gourmet 
tea  market  in  the  U.S.  India,  for  exam- 
ple, recently  signed  a  deal  with  Lipton 
and  another  major  marketing  firm, 
Celestial  Seasonings,  for  tea  bearing  s 
special  Darjeeling  tea  logo. 

None  of  this  involves  big  money 
Last  year  Argentina  exported  38  mil 
lion  pounds  of  tea — worth  $15  mil 
lion — to  the  U.S.;  Sri  Lanka  is  stil 
ahead  in  dollar  terms,  but  well  behinc 
in  poundage.  Beyond  the  relatively  in 
significant  sums  involved,  there  an 
important  lessons  in  the  tea  situation 
One  is  that  in  the  modern  world  o: 
open  trade,  no  market,  no  matter  how 
well  entrenched,  is  safe  from  compe 
tition.  And  for  Argentina  and  every 
one  else,  the  lesson  is:  If  you  want  tc 
prosper,  keep  the  bureaucrats  out  o: 
the  trade  picture. 


Meanwhile,  back  in  Mozambique 


The  wisdom  of  leaving  exports  in 
the  hands  of  private  interests  is 
made  even  clearer  by  the  examples  of 
Tanzania  and  Mozambique,  both 
models  of  Third  World  socialism. 
During  colonial  times  these  countries 
began  growing  cashew  trees.  After  in- 
dependence, cashew  nuts  remained 
important  foreign  exchange  earners, 
mainly  through  export  to  the  U.S.  At 
nearly  $9  a  pound  retail,  cashew  nuts 
are  a  nice  way  for  poor  countries  to 
earn  foreign  exchange. 

Mozambique  and  Tanzania  should 
be  rolling  in  cashew  earnings.  Accord- 
ing to  Gary  Cochrane,  vice  president 
of  Mitchel  Beck  Co.,  U.S.  imports  of 
cashew  nuts  climbed  from  $206  mil- 
lion in  1985  to  $241  million  last  year, 
and  will  probably  exceed  $260  million 
this  year.  Even  at  high  prices,  the  rich 
nuts  are  gobbled  up  by  Americans, 
largely  as  cocktail  snacks.  Spot  mar- 
ket prices  for  high-quality  cashew 
nuts  now  range  from  $3.15  a  pound  to 
$3.25  a  pound,  around  30%  above 
1985  prices. 

"Cashews,"  says  Cochrane,  whose 
company  is  the  country's  largest  bro- 
ker of  cashews  and  other  edible  nuts, 
"are  in." 

So  socialist  Mozambique  must  be 
doing  well?  Quite  the  contrary.  It  is 
doing  badly.  Its  cashew  nut  exports 
last  year  fell  to  2.5  million  pounds, 
half  the  level  in  1985.  Tanzania?  In 
1985  it  exported  1.2  million  pounds. 
So  far  this  year  Tanzania's  export  of 
cashews  to  the  U.S.  is  the  same  as  for 
all  of  1986:  zero. 

It's  a  depressingly  familiar  story. 


Rather  than  leave  cashews  to  privat( 
businessmen,  Mozambique  and  Tan 
zania  have  created  huge  bureaucracie; 
to  regulate  and  run  all  facets  of  thei: 
economies,  cashews  included.  It  ha; 
not  helped  that  anticommunist  guer 
rillas  have  disrupted  much  of  th< 
countryside,  but  guerrillas  don't  kee{ 
trees  from  growing;  socialist  corrup 
tion  and  bungling  do. 

Who  benefits  from  this  bungling 
India  and  Brazil — both  countrie; 
where  the  growing,  harvesting  anc 
marketing  are  in  private  hands.  In 
dia's  cashew  exports  to  the  U.S.  thi: 
year — despite  India's  drought — are  ex 
pected  to  be  around  60  millior 
pounds,  worth  $160  million,  a  60°/ 
gain  in  two  years.  Brazil  is  also  gain 
ing  in  both  volume  and  market  share 

Are  some  countries  getting  poore 
and  others  richer?  Yes.  But  is  exploita 
tion  to  blame,  or  are  a  lot  of  the  poo 
countries  victims  of  their  own  eco 
nomic  and  political  delusions?  ■ 

Engravings  from  Culver  Picture 


WHEN  COMMUNICATIONS  HELP  IS  NEEDED, 
AMERITECH  HAS  THE  SURE  HANDS  FOR  THE  JOB. 


kes  more  than  state-of-the-art  tech- 
)gy  to  keep  communications  moving  on 
best  course  for  our  customers.  It  also 
>s  knowledgeable  people  working  to- 
ler  to  help  others  send,  receive  and  use 
rmation  in  any  form,  any  time  and 
where. 

meritech  is  a  leader  in  communications, 
'e  the  Ameritech  Bell  companies  of 
d\s,  Indiana,  Michigan,  Ohio  and 
:onsin.  And  we're  much  more, 
/e  provide  the  latest  in  voice,  image  and 
i  products  and  services  wherever  they 
needed  by  business,  and  we  arrange 
ipetitive  financing  packages  to  meet 
customers'  requirements, 
meritech  pioneered  cellular  mobile 


phone  service  and  publishes  the  Ameritech 
PagesPlus®  phone  directories  and  a 
growing  number  of  specialized  publica- 
tions. We're  also  leading  creators  and 
marketers  of  computer  software,  and  we 
help  develop  new  technologies  that 
advance  the  future  of  communications. 

Our  tradition  of  helping  customers 
goes  back  more  than  a  hundred  years. 
We  have  the  talent,  the  technology 
and  the  team  to  keep  that  tradition 
shining  brighter  than  ever. 

JvmEitiTECH  mmmm 

AMERICAN  INFORMATION  TECHNOLOGIES 

Helping  you  communicate,. 


companies  of  Ameritech:  Illinois  Bell  ■  Indiana  Bell  •  Michigan  Bell  •  Ohio  Bell  •  Wisconsin  Bell  •  Ameritech  Communications 
:ech  Mobile  Communications  •  ADR  ■  Ameritech  Services  •  Ameritech  Credit  •  Ameritech  Development  •  Ameritech  Publishing 


©  198/ Arnemerh 


At  Credit  Suisse,  our  vast 
syndication  network 
and  creative  financing  methods  work  harder  for  you 


There's  a  whole  world  of  trade  and  export 
financial  knowledge  waiting  for  you  at 
Credit  Suisse  and  our  international  syndi- 
cation network. 

It  begins  with  thorough,  professional 
advice,  and  carries  through  to  compet- 
itive solutions  precisely  tailored  to  your 
individual  needs. 


Whatever  you  need  in  trade  and 
export  finance,  whether  it's  a  complex 
letter  of  credit  or  a  multi-source 
financing  package,  you'll  get  the  kind  of 
swift,  dependable  response  that  you'd 
expect  from  one  of  Switzerland's  largest 
and  most  respected  full-service 
banks . . .  Credit  Suisse,  where  creativity 


in  trade  finance  is  a  long-standing 
tradition. 


Credit  Suisse.  We  do  more  to  keep 
you  at  the  top. 


CREDIT  SUISSE 
CS 


Head  Office:  8001  Zurich,  Paradeplatz  8  •  Offices  in  USA:  New  York  ■  Los  Angeles  ■  Atlanta  ■  Chicago  •  Houston  ■  Miami  •  San  Francisco 


The  Funds 


ymetimes  its  easier  to  make  money  sell- 
ig  advice  than  following  it.  Witness  some 
fthe  disappointments  for  newsletter  writ- 
's turned  portfolio  managers. 


Reader  beware 


By  Ruth  Simon 


Ibout  6,000  people  pay  retired 
A  Air  Force  intelligence  officer  R. 
A  Max  Bowser  $39  per  year  for 
Bowser  Report,  a  newsletter  track- 
stocks  that  sell  for  $3  or  less. 
Lboldened  by  the  letter's  success, 
vser,  now  71,  turned  his  invest- 
nt   approach   into   the  Bowser 
Dwth  Fund,  which  went  public  in 
i4  at  $3  per  share, 
lowser  Shrink  Fund  would  be  a  bet- 
name  for  it.  Its  net  assets  per  share 
re  recently  $1.61.  Even  before  the 
crash,  it  wasn't  keeping  up.  The 
id  had  the  fourth-worst  record  of 
950  funds  tracked  by  Lipper  Ana- 


lytical Services  during  1986,  losing 
22.9%  of  its  value  at  a  time  when  the 
SaP  climbed  18.6%.  "It  seems  like 
we  are  always  apologizing,"  a  demor- 
alized Bowser  wrote  shareholders  this 
year  in  response  to  their  sharp  criti- 
cism and  unsigned  postcards. 

Bowser's  record  may  be  poorer  than 
most,  but  he's  hardly  the  only  news- 
letter writer  to  try  his  hand  at  money 
management.  At  least  a  dozen  invest- 
ment writers  have  moved  or  are  on 
their  way  into  fund  management, 
most  in  the  past  llA  years.  Their 
prominence  may  attract  investors, 
but  it  hardly  guarantees  investment 
success. 

One  of  the  first  writers  to  enter  the 


fund  business  was  Arnold  Bernhard. 
His  Value  Line  Investment  Survey  is 
probably  the  best-known  market  let- 
ter, with  120,000  readers.  He  started 
the  Value  Line  Fund  in  1950,  and  his 
firm  now  manages  $2.5  billion  in  mu- 
tual funds.  One  of  the  funds,  Value 
Line  Leveraged  Growth,  is  on  the 
Forbes  honor  roll,  but  the  fund  that 
tracks  the  Value  Line  survey's  recom- 
mendations most  closely,  Value  Line 
Centurion,  hasn't  kept  up  with  the 
market  in  recent  years. 

Another  early  advice  giver  turned 
manager  was  Edson  Gould,  whose 
successful  Findings  &  Forecasts  letter 
sparked  the  Edson  Gould  Fund  in 
1976.  But  Gould  was  near  the  end  of 
his  career  when  the  fund  opened — he 
died  this  year  at  85 — and  the  fund 
faded.  Now  called  the  Greenway 
Fund,  it  showed  only  $20  million  in 
assets  and  a  mediocre  performance  in 
Forbes'  last  fund  survey  (Sept.  7). 

Charles  Allmon,  who  started  his 
Growth  Stock  Outlook  Trust  in  1986, 
has  been  putting  out  a  newsletter  for 
23  years.  But  the  field  is  rife  with  less 
experienced  stock 
watchers.  Glenn  Cut- 
ler, a  former  com- 
puter operator, 
has  written  his  Mar- 
ket Mania  letter 
from  the  living 
room  of  a  home 
atop  California's 
San  Andreas  fault 
for   the   past  four^ 


John  Sega! 


■J 


Market  letter  publishers  who  attract  a  lot  of  sub- 
scribers can  often  succeed  as  well  at  drawing 

 "                                                   LJL  J              i  / 

investors  into  a  mutual  fund.  But  their  prominence 
does  not  guarantee  skill  in  handling  real  money. 

ind                                        Date  started 

Portfolio  manager 

Investment  letter 

Fund  assets 
($mil) 

Net  asset  value 
initial  recent2 

:nch  Blue  Chip  Portfolio3 

2/21/86 

Nachman  Bench 

Bench  Investment  Letter 

$14.9 

$10.00 

$10.98 

>wser  Growth  Fund 

4/9/84 

R.  Max  Bowser 

Bowser  Report 

3.4 

3.00 

1.61 

irenkrantz  Growth  Fund3 

3/2/87 

Louis  Ehrenkrantz 

Ehrenkrantz  Letter 

2.0 

4.98 

4.40 

rowth  Stock  Outlook  Trust4 

3/6/86 

Charles  Allmon 

Growth  Stock  Outlook 

139.9 

10.00 

9.57 

rritt  Capital  Growth  Fund 

 6 

Gerald  Perritt 

Investment  Horizons 

imary  Trend  Fund 

9/15/86 

James  Arnold 

Primary  Trend 

31.3 

10.00 

lO.iO 

udent  Speculator  Leveraged  Fund 

6/29/87 

Al  Frank 

Prudent  Speculator 

0.1 

10.00 

7.02 

ladow  Stock  Fund 

9/10/87 

James  Cloonan 

AAII  Journal 

 5 

10.00 

7.55 

ilue  Line  Fund3 

3/14/50 

Arnold  Bernhard 

Value  Line  investment  Survey 

255.9 

4.98 

13.81 

weig  Fund4 

10/2/86 

Martin  Zweig 

Zweig  Forecast 

370.0 

9.35 

9.35 

s  of  6/30/87,  2As  of  10/20/87.  Sponsor 

offers  more  than  one  portfolio.    'Closed-end  fund.    5F-ind  began  operation  after  6/30/87. 

6In  registration. 

Why  IBM  has  a  f  u 


I  need  a  mid-size  computer, 
but  I'm  no  programmer  and  I  don't 
want  to  hire  one.  I  want  sof  tware 
that's  easy  to  get,  install  and  learn. 
My  budget  is  tight. 

"Can  you  help  me?" 


Like  the  north  and  south  poles,  people  who  buy 
mid-range  computers  can  be  alike,  yet  opposite. 

Their  needs  may  be  worlds  apart,  but  each  asks, 
"Can  you  help  me?"  And  IBM  answers,  "Yes!' 

The  fact  is,  IBM  can  help  more  kinds  of 
customers,  more  ways,  than  anybody.  We  offer  an 
extraordinary  range  of  computing  power,  and  all  of 
it  is  available  to  any  of  our  mid-range  customers. 

But  there's  one  thing  we  don't  have,  and  neither 
does  anybody  else:  a  "one-size-fits-all"  design  that 
can  satisfy  everyone  without  compromise.  The  needs 
of  a  small  law  firm,  a  retail  chain  and  a  multi- 
national corporation,  for  example,  are  too  diverse  for 
one  architecture  to  serve  each  equally  well. 

So  IBM  offers  a  choice  of  mid-range  systems, 
System/3X  and  System/370.  Neither  is  "better" 


than  the  other,  they're  just  better  suited  for  differer 
kinds  of  jobs.  You  may  even  want  both. 

And  since  we  give  you  a  choice,  we'll  help  you 
make  the  right  one.  Together,  we'll  analyze  your 
needs  for  software,  connectivity  and  training.  We'll 
look  ahead  to  future.growth,  and  we'll  work  to 
protect  your  previous  investments. 

We'll  fit  our  system  to  your  needs,  not  vice  versa 

Power  to  start  with,  and  grow  with. 

The  System/3X  family  includes  the  System/36 
and  System/38. 

The  IBM  Svstem/36  is  our  most  affordable  and 

J 

easiest-to-learn  system.  With  over  4,000  programs 
available,  it's  ideal  as  a  small  company's  first 
computer,  with  plentv  of  room  for  growth.  It's  also 


an£e  mid -ran 


"I'm  building  a  network  of 
mid-range  computers  in  37  remote 
locations  connecting  with  12 
mainf  rames  in  5  other  places.  I'll  be 
sending  both  data  and  mainframe 
applications.  My  growth  ceiling  is 
pretty  much  unlimited. 

"Can  you  help  me?" 


remely  connectible.  So  a  larger  business  can 
Id  a  network  of  System/36s,  or  include  them 
xisting  networks  with  PCs  and  mainframes. 
The  IBM  System/38  makes  it  easy  to  develop 
•lications,  is  renowned  for  its  versatile  data  base, 
I  connects  with  PCs,  hosts  and  System/36. 

Mainframe  architecture  for  smaller 
neighborhood's. 

Our  System/370  architecture  brings  large  system 
iputingto  mid-size  environments  with  the  IBM 
0  Information  System  and  the  newly  updated 
1 4381  Processor  family. 

The  9370s  are  surprisingly  compact,  yet  they  not 
y  connect  with  IBM's  biggest  mainframes  and 
er  systems  (through  a  variety  of  networks),  they 


can  run  thousands  of  mainframe  programs. 

For  sending  mainf  rame  power  out  to 
departments,  or  for  communicating  between 
departments,  9370s  are  a  terrific  choice. 

IBM's  new  4381s  bring  similar  benefits,  plus 
additional  ones:  added  performance,  added  growth, 
and  the  ability  to  run  MVS/XA,  the  most  powerful 
IBM  mainframe  operating  system. 

The  IBM  system  of  choice. 

But  regardless  of  architecture,  the  most  impor- 
tant considerations  for  any  system  are  the  people 
who'll  be  using  it  and  the  challenges  they  face. 

And  that's  why  IBM's  full-range  mid-range  is  the 
right  idea.  No  matter  where  you  — — -— —       — ® 
lit  into  it,  the  f  it  feels  good. 
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THERE'S  NO  TIME  LIKE  THE  PRESENT  TO  BEGIP 
TO  BUILD  YOUR  FINANCIAL  FUTURE 

And  there's  no  better  company  to  do  it  with 
than  The  New  England. 

Actually,  we're  a  family  of  financial  services 
companies  offering  an  array  of  financial  products 
of  the  highest  quality-life  insurance,  mutual 
funds,  real  estate  investments,  financial  planning 
and  more. 

More  importantly,  we  have  representatives 
who  pride  themselves  on  the  long-lasting  relation 
ships  they  build  with  their  clients.  When  you  forn 
a  relationship  with  one  of  our  representatives,  yoi 
can  be  certain  that  he  or  she  will  be  there  to  help 
you  address  your  needs  as  they  become  more 
sophisticated.  Supported  by  the  resources  and 
systems  of  The  New  England,  our  representative 
will  help  you  bring  your  financial  future  into 
better  focus. 

To  receive  a  free  brochure  about  our  prod- 
ucts and  services,  as  well  as  the  name  of  your  loca 
representative,  phone  1-800-222-2725,  Ext.  251. 

The  New  England.  Your  Financial  Partner 
Your  Financial  Future. 


The  New  England 

Your  Financial  Partner 


Buy  Bolivia,  short  Brazil 


About  16,000  readers  pay  $118  a 
year  for  the  monthly  Strategic 
Investment,  started  in  1984  by  Na- 
tional Taxpayers  Union  Chairman 
James  Davidson  and  former  Lon- 
don Times  editor  Sir  William  Rees- 
Mogg.  This  oddball  tip  sheet  mixes 
newsbriefs  on  Afghan  missiles  and 
trouble  in  Bangladesh  with  recom- 
mendations to  buy  warrants  in  the 
Union  Bank  of  Finland  and  short 
the  Swiss  franc. 

That  global  perspective  may 
make  Strategic  Investment  an  inter- 
esting read,  but  its  investment  ad- 
vice is  nearly  impossible  for  most 
small  investors  to  implement. 
"I've  got  a  pot  of  letters  saying  your 
stuff  is  great,  but  it's  not  of  any 
value  to  me,"  admits  the  Oxford- 
trained  Davidson.  "[For]  the  guy 
out  in  a  cow  town,  it's  a  big  pain  to 


buy  the  Union  Bank  of  Finland." 

Davidson  and  Rees-Mogg's  re- 
sponse has  been  to  start  the  Cross- 
Market  Opportunity  Fund,  avail- 
able to  readers  of  Strategic  Invest- 
ment without  its  standard  $100 
sales  fee.  The  fund,  which  awaits 
Securities  &.  Exchange  Commis- 
sion approval,  hopes  among  other 
things  to  short  Latin  American 
debt — if  the  managers  can  only  fig- 
ure out  how — and  invest  in  oil  fu- 
tures. "I  think  we  can  raise  a  few 
hundred  million,"  Davidson  says. 

"Last  December  we  recommend- 
ed Bolivian  government  debt  at  7 
cents  on  the  dollar.  Now  it's  up  to 
15  cents,"  Davidson  boasts.  The 
investment  letter,  he  says,  also 
correctly  anticipated  coups  in  Ni- 
geria and  Sudan.  If  only  there  were 
puts  on  Sudan.  .  .  .  — R.S. 


ars.  Cutler  is  teaming  up  with 
wsletter  writer  Mark  Leibovit  and 
rtfolio  manager  Jack  Phelan  to  form 
X  DiversiFund,  a  closed-end.  They 
:re  in  the  midst  of  an  underwriting 
len  the  Oct.  19  market  crash  forced 
;m  to  back  off  for  a  while, 
rhe  letter  writers  branch  into  fund 
magement  because  the  grass  looks 
:ener  there.  "Most  stock  market 
ters  have  not  done  well  in  gaining 
bscribers,"  says  Norman  Fosback, 
10  publishes  five  investment  let- 
's. That  may  be,  he  speculates,  be- 
ase  individual  investors  have  fun- 
led  money  into  mutual  funds  and 
t  the  individual  stocks  and  bonds 
Dst  letter  writers  track.  Some  have 
m  lost  subscribers.  "I'm  a  little  off 
:  peak,"  admits  Cutler,  who  has 
;n  subscriptions  to  his  $92-per-year 
ter  fall  13%,  to  1,000  this  year. 
Moreover,  money  management  re- 
ires  no  previous  experience  and  lit- 
extra  work.  "There  really  isn't 
ich  need  to  spend  time  on  the  fund. 
ie  analysis  is  already  done,"  says 
irk  Leibovit,  whose  Volume  Reversal 
wey  tracks  the  movement  of  insti- 
:ional  portfolios.  Both  letter  and 
id  will  receive  the  same  recom- 
mdations,  Leibovit  adds,  and  it's 
mewhat  arbitrary  which  one  gets 
:as  first.  Value  Line  forbids  its  fund 
inagers  to  act  on  recommendations 
fore  subscribers  receive  them. 
Experienced  or  not,  a  letter  writer's 
eminence  can  certainly  give  his 
id  a  marketing  edge.  "Maybe  50% 
our  subscribers  bought  the  fund," 


says  Allmon,  who  raised  $144  million 
last  year  for  his  closed-end  Growth 
Stock  Outlook  Trust.  "A  lot  of  former 
subscribers,  too." 

For  Allmon,  the  rewards  have  been 
sizable.  He  earned  an  advisory  fee  of 
$694,000  for  the  first  half  of  the  year 
from  the  GSO  Trust,  which  requires  a 
fraction  of  his  energies.  Veteran  fore- 
caster Martin  Zweig  fared  even  better. 
Zweig  earned  $930,000  in  the  first 
half  of  this  year  for  lending  his  name 
and  techniques  to  the  $320  million 
closed-end  Zweig  Fund. 

Both  of  these  fellows  may  well  be 
picking  up  new  subscribers,  even  if 
the  stock  market  letter  business  as  a 
whole  is  lousy.  That  is  because  their 
bearish  funds  had  well-publicized 
heavy  cash  positions  before  the  508- 
point  crash.  Indeed,  the  day  after 
Black  Monday,  Allmon's  fund  was 
down  6.4%  from  its  high. 

But,  as  the  SEC  boilerplate  goes, 
past  results  are  no  guarantee  of  future 
results.  Al  Frank's  Prudent  Speculator 
has  been  the  top-ranked  newsletter 
monitored  by  the  Hulbert  Financial  Di- 
gest, outperforming  the  S&P  500  over 
the  past  seven-year  period  (ended  June 
30),  32%  a  year  to  20% .  But  it  did  that 
with  a  fair  degree  of  leverage  and  will 
no  doubt  suffer  severely  in  October, 
says  Mark  Hulbert,  the  Digest's  editor. 
Shortly  before  the  crash,  Frank  said, 
"I'm  absolutely  depressed.  I  missed 
the  selloff."  His  Prudent  Speculator 
Leveraged  Fund  has  $7.02  in  net  as- 
sets per  share,  down  from  an  initial 
offering  price  in  June  of  $10.  ■ 


THE  NEW  ENGLAND  IS 
A  FAMILY  OF  FINANCIAL 
SERVICES  COMPANIES. 

A  family  with  more  than  S40  bil- 
lion in  assets  under  management 
and  more  than  150  years  of  experi- 
ence in  the  financial  services  field. 
New  England  Mutual  Life 
Insurance  Company 
America's  oldest  chartered  mutual 
life  insurance  company,  servicing 
individual  and  business  clients. 
New  England  Financial  Advisors 
One  of  the  fastest  growing  national 
financial  planning  companies. 

The  New  England 
Employee  Benefits  Group 

A  full-service  organization  offering 
comprehensive,  fully  customized 
employee  benefit  plans. 

The  New  England 
Investment  Group 

New  England  Securities 
Corporation 

Securities  broker/dealer  offering 
The  New  England  portfolio  of 
mutual  funds,  as  well  as  a  wide 
array  of  investment  products. 
Loomis,  Sayles  &  Company 
One  of  America's  oldest  and  largest 
investment  counseling  firms. 
Copley  Real  Estate  Advisors 
The  country's  fifth-largest  real 
estate  equity  management  firm. 
Back  Bay  Advisors 
An  investment  and  commodity  trad- 
ing advisor  providing  fixed  income 
management  services  to 
institutional  clients. 


The  New  England 

Your  Financial  Partner 


you'll  Come  to  Expec 

v 


Once  you've  experienced 
your  first  Guest  Quarters M  Suite  Hotel, 
you'll  understand  Guest  Treatments 

And  you  11  come  to  expect  it. 


4r 


OPEN  IN:  ALEXANDRIA,  VA        ATLANTA,  GA        AUSTIN,  TX        BALTIMORE/WASHINGTON  INTERNATIONAL  AIRPORT,  MD  BETHESDA, 

PLYMOUTH  MEETING,  PA  [PHILADELPHIA)        TAMPA  INTERNATIONAL  AIRPORT,  FL        TROY,  MI  |DETR< 
COMING  SOON  TO:  FORT  LAUDERDALE,  FL       PITTSBURGH,  PA       WALTHAM,  MA  Manager's  Reception  not  available  in  Washington  I 


uest  Treatment. 


Guest  Treatment  is  more  than 
a  spacious  two-room  suite  for  the 
price  of  a  room.  More  than  a  Private 
Manager's  Reception  each  evening 
and  a  complimentary  breakfast  each 
morning.  More  than  pools,  saunas, 
whirlpools,  and  exercise  rooms. 

It's  unexpected  touches  everywhen 
you  look,  and  unexpected  care 
everywhere  you  turn. 

It's  a  state  of  mind.  An  attitude. 
And  the  unmistakable  feeling  you '11 
get  when  we  treat  you  the  way  you 
should  be  treated:  As  our  guest. 


TE,  NC        HOUSTON,  TX        PHILADELPHIA  INTERNATIONAL  AIRPORT,  PA 
TON,  DC:        2500  PENNSYLVANIA  AVE  ,  NW&  801  NEW  HAMPSHIRE  AVE. 
Some  recreational  facilities  not  available  at  certain  locations. 


_  Guest 
Quarters 

SUITE  HOTELS 

1-800-424-2900 

for  reservations  or  a  copy  of  our  national  directory 
(In  the  Washington,  D.C.  area,  call  861-6610) 


R.R.  Donnelley,  in  an  unglamorons  busi- 
ness, earns  glamorous  profit  margins. 


Tending  to 
business 


By  Jill  Andresky 


For  the  last  123  years  R.R. 
Donnelley  &  Sons  Co.  has  pur- 
sued customers  with  the  deter- 
mination of  a  spaniel  hunting  pheas- 
ants. In  so  doing,  this  Chicago-based 
firm  has  become  the  largest  commer- 
cial printer  in  the  U.S.  (1986  revenues, 
$2.2  billion).  Now,  with  the  market 


for  big-circulation,  nationally  distrib- 
uted magazines  maturing,  Donnelley 
is  moving  into  such  new  fields  as  fi- 
nancial printing  and  the  publication 
of  telephone  directories.  Good  news 
for  customers  prepared  to  pay  top  dol- 
lar for  quality  work;  bad  news  for  any 
competitor  that  stands  in  its  way. 
This  is  a  company  that  knows  how  to 
get  what  it  wants  in  a  tough  business. 


Take  Donnelley's  campaign  to  wii 
a  printing  contract  in  1986  for  Town  ( 
Country,  tlarper's  Bazaar  and  othe 
Hearst  Corp.  magazines.  Fully  thre 
years  earlier,  Donnelley's  salespeopl 
were  already  at  work  on  a  strategy  ti 
woo  key  general  managers  and  circu 
lation  and  manufacturing  executive 
at  Hearst.  Regular  plant  tours  were  se 
up,  followed  by  weekly  letters  b 
management  each  Monday  mornin 
explaining  how  Donnelley  woul 
handle  quality  control  binding,  distri 
bution  and  other  such  matters.  By  th 
time  actual  negotiations  began  earl 
last  year,  Donnelley  had  the  busines 
practically  in  the  bag. 

Donnelley  landed  75  new  account 
last  year  in  the  midst  of  the  steepes 
dive  in  magazine  industry  revenue 
since  the  1981  recession.  Total  U.S 
ad  pages  slipped  2%  from  1985  t 
1986.  In  all,  Donnelley's  own  reve 
nues  grew  in  1986  by  nearly  10% 
while  margins  were  squeezed  onl 
fractionally,  to  7.1%,  from  7.3%  i: 
1985.  Compare  that  with  the  perfoi 
mance  of  such  well-entrenched  rival 
as  W. A.  Krueger  ( 1 986  sales,  $299  mil 
lion),  which  saw  sales  rise  by  4%  an 
net  margins  drop  from  6.2%  to  5.6% 


James  Donnelley,  great-grandson  of  the  company's  founder 
Hitting  Wall  Street  with  a  200-person  sales  team. 


Paul  Meridt-I 


ake  George  Banta  Co.  (1986  reve- 
>,  $287  million),  another  printer, 
zh  had  a  4%  sales  rise,  while  mar- 
dropped  from  6.0%  to  5.5%. 
mnded  in  Chicago  in  1864  by  R.R. 
nelley,  the  printing  company  fi- 
y  came  into  its  own  in  the  1920s 
n  Chairman  T.E.  Donnelley  won 
contract  to  print  Time  magazine 
:  months  of  day-and-night  negoti- 
ns  with  Henry  Luce.  In  1935  Don- 
;y  innovations  in  high-speed 
ting  and  quality  reproduction  en- 
d  Luce  to  launch  Life  magazine, 
most  technologically  advanced 
azine  of  its  day.  Today  Donnelley 
ts  not  only  Time  Inc.'s  Time,  Sports 
'rated,  People  and  Life,  but  also 
i  other  well-known  magazines  as 
Veil'  Yorker,  Scientific  American  and 
ily  Circle  (Donnelley  does  not 
t  Forbes  magazine.) 
ne  of  Donnelley's  strengths  is  its 
union  status.  While  it  pays  union- 
=  wages,  it  has  always  been  free  of 
featherbedding  restrictions  that 

0  long  inhibited  technological  ad- 
:es  in  the  printing  business.  Don- 
2y  won  contracts  with  Triangle 
lications  and  McGraw-Hill  after 
'aide's  and  Business  Week's  produc- 

schedules  were  disrupted  by 
>n  troubles  at  other  plants, 
lese  days  Donnelley  is  run  by 

1  Schwemm,  53,  a  lawyer  with  a 


background  in  religious  studies.  His 
naturally  conservative  bent  mirrors 
the  company's:  "We  turned  down  the 
Playboy  magazine  account  three 
times,"  he  notes. 

In  recent  years  the  company  has 
been  moving  increasingly  into  such 


Donnelley's  John  Schwemm 

"We  rejected  Playboy  three  times." 

higher-margin  fields  as  the  providing 
of  mailing  lists  to  the  direct  mail  in- 
dustry, as  well  as  publishing  mail- 
order catalogs  and  telephone  directo- 
ries. The  latter  now  account  for 
slightly  over  20%  of  company  reve- 
nues, thanks  to  the  landing  of  con- 
tracts in  1984  to  print  Yellow  Pages 


for  five  of  the  regional  Bell  companies. 
Last  year  Donnelley  sealed  its  domi- 
nance in  that  market  by  paying  $48 
million  in  a  stock-for-stock  deal  to 
acquire  Portland,  Ore.'s  Norwest  Pub- 
lishing Co.,  a  printer  with  long-term 
contracts  with  GTE  and  U.S.  West. 

Donnelley  faces  a  tougher  chal- 
lenge in  financial  printing,  a  field  that 
consists  largely  of  prospectuses,  li- 
cense and  loan  agreements  and  annu- 
al reports,  and  is  currently  dominated 
by  such  well-entrenched  competitors 
as  Sorg  Printing  and  Bowne  &  Co.  To 
push  its  way  into  the  business,  Don- 
nelley last  month  opened  a  Wall 
Street  printing  and  sales  office  of 
more  than  200  people,  who  have  been 
aggressively  promoting  the  compa- 
ny's satellite  communications  net- 
work. Donnelley  doesn't  expect  to 
blitz  this  business,  but  it  is  clearly  in 
it  for  the  long  haul. 

Nothing  razzle-dazzle  here.  Don- 
nelley's balance  sheet  is  almost  un- 
marred  by  long-term  debt,  a  rarity  for 
a  company  of  its  size.  Despite  this 
fiscal  conservatism,  it  achieves  a 
17% -plus  return  on  equity.  One 
comes  away  from  this  company  with 
the  feeling  that  the  U.S.  would  be  a  lot 
better  off  if  more  of  our  companies 
were  run  with  a  similar  emphasis  on 
quality,  service  to  the  customer  and 
the  long-run  health  of  the  business.  ■ 


FINEST  BLENDED  SCOTCH  WHISKY 

Depleting  my  bank  account  has 
become  a  Thanksgiving  tradition 
for  my  family.  It's  their  version 
of  'carving  the  turkey'  Luckily, 
Ballantine's  is  still  a  good  value." 


Ma  I 


ry  q  c7* 


The  more  you  know  about  Scotch,  the  more  you  like  Ballantine's. 

ten  Whisky.  86  Proof.  Bottled  in  Scotland  Imported  by  "21"  Brands.  Inc  .  New  *rk,  NY  0  1987 


Honeywell  Bull  is  the  result  of  the  partnership 
of  Honeywell  of  the  United  States,  Groupe  Bull 
of  France  and  NEC  of  Japan. 

Our  credentials  are  impressive:  over  $2  billion 
in  sales;  10,000  customers;  20,500  employees; 
and  a  proven,  international  service  network. 

Now,  you  can  get  the  advanced  electronics 


development  that  made  NEC  a  world  leader 
computer  technology;  the  networking,  com- 
munications, and  small  systems  know-how  tf 
made  Groupe  Bull  Europe's  #1  computer  co 
pany;  and  the  information  management  cap; 
ities  that  made  Honeywell  a  dominant  force  ii 
transaction  processing  and  office  automatior 


Customers  are  more  importan 


Three  proven  sources  of  com- 
puter technology.  One  company. 
It  all  adds  up  to  a  complete  line  of 
patible  products,  from  PCs  to  mainframes 
everything  in-between.  It  also  adds  up  to 
ind  of  experience  it  takes  to  develop  individ- 
olutions  to  all  of  your  information  processing 


problems— and  the  commitment  to  do  just  that, 
whatever  it  takes. 

Let  us  put  the  best  technology  the  world  has 
to  offer  to  work  for  you.  For  more  information, 
call  1-800-543-6699,  Dept.  24.  Or  write: 
Honeywell  Bull  Inc.,  MS440, 200  Smith  St., 
Waltham,  MA  021 54. 


ian  computers.  Honeywell  Bull 


Taxing  Matters 


Edited  by  Laura  Saunders 


State  tax  collectors  are  up  to  some  dirty 
tricks  these  days.  They're  comparing  notes. 


You  cant 
hide 


I ast  year  a  Forbes  500  company 
-that  must  be  nameless  bought  a 
I  mobile  by  a  famous  artist  from  a 
New  York  City  gallery  for  $1.5  mil- 
lion. To  avoid  New  York's  steep 
8.25%  sales  tax  on  the  purchase,  the 
firm  arranged  to  take  possession  of 
the  piece  in  Florida.  The  scheme 
worked.  But  any  hopes  the  company 
had  of  also  escaping  Florida's  5%  sales 
tax  on  the  piece  were  dashed.  New 
York  taxmen  alerted  their  Florida  col- 
leagues, even  though  New  York 
didn't  stand  to  gain  any  revenue  from 
the  transaction. 

"Five  years  ago  that  wouldn't  have 
happened,"  says  a  New  York  revenue 
official,  and  $75,000  in  taxes  would 
probably  have  slipped  through  the 
cracks. 


Was  it  pure  spite  that  made  New 
York  into  a  tattletale?  Not  at  all.  A 
spate  of  new  interstate  information- 
sharing  agreements,  joint  audit  proj- 
ects and  computer  tape  exchanges  are 
now  in  place,  with  more  on  the  way 
(see  table,  p.  128).  The  aim:  to  capture 
taxes  that,  though  clearly  owed,  have 
too  often  gone  uncollected.  "This  is 
necessary,"  says  a  Kansas  revenue  of- 
ficial. "We  are  in  a  fiscal  bind,  and  we 
need  to  scrape  together  every  delin- 
quent dollar  we  can  find." 

First  stop  for  most  state  taxmen  is, 
of  course,  Washington,  D.C.  Forty- 
nine  states  now  receive  computer 
tapes  with  federal  tax  information 
from  the  IRS.  The  lone  laggard,  Neva- 
da, expects  to  join  the  program  soon. 
So  will  New  York  City,  the  only  city 


eligible.  The  volume  of  informatio 
shared  by  the  IRS  increased  nearl 
50%,  to  130  million  data  items,  fror 
1984  to  1986.  State  taxmen  especiall 
love  the  IRS  file  of  completed  audit: 
This  explains  why,  if  the  IRS  dun 
you  erroneously,  your  state  ofte 
makes  the  same  mistake. 

Further  trouble  is  afoot.  The  feden 
1040s  for  1987  will  for  the  first  tim 
ask  taxpayers  to  reveal  federally  ta 
exempt  municipal  bond  interest.  Th 
apparent  purpose  is  to  enforce  feden 
law  in  the  rare  cases  where  this  inte: 
est  is  relevant  to  federal  taxes.  (It  ma 
ters  for  some  Social  Security  recip 
ents  and  to  buyers  of  certain  privatf 
purpose  muni  bonds.)  But  a  side  effec 
of  this  disclosure  is  that  states  wi 
have  a  better  chance  of  catching  dodj 
ers.  In  most  states  residents  owe  ta 
on  coupons  from  out-of-state  muni 
But  it's  easy  to  "forget"  this  iten 
especially  since  (until  this  year)  th 
payers  didn't  file  1099  information  r< 
turns  on  interest  paid. 

Interstate  agreements  are  becomin 
especially  common  in  sales  and  us 
tax  enforcement.  The  Great  Lake 
Compact  includes  Ohio,  Minnesot; 
Indiana,  Illinois  and  Michigan,  for  it 
stance,  and  the  Tri-State  Compae 
covers  Massachusetts,  Rhode  Islan 
and  Connecticut.  The  key  here  is  th 
"use"  tax,  which  states  levy  on  th 
user  of  property  who  doesn't  pay  sale 
tax  when  he  buys  the  property.  Lega 
ly,  you  owe  your  state  as  much  us 
tax  on  a  tent  ordered  from  L.L.  Bean  < 
you  would  owe  in  sales  tax  if  yo 
bought  it  from  a  local  store. 


More  than  io'ooo  hours  to  develop 

this  masterpiece. 


IB 

Blanc  paiN 


A  work  of  art  which,  when  desired, 
chimes  the  hour,  quarter  hour  and 
minute.  Only  a  few  such  watches,  each 
individually  numbered  and  signed,  leave 
our  workshops  each  year. 

Since  1735  there  has  never  been  a  quartz 
Blancpam  watch.  And  there  never  will  be. 
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European  Jewellery  BERMUDES  Crisson  GRAND  CAYMAN  Dennis  Smith  ST  BARTHELEMY  Point  Or  ST  MAARTEN  La  Romana  ST  THOMAS  Riviera 
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Ford  has  always  felt  that  the  rewards  for 
advanced  design  should  go  to  the  driver  rather 
than  the  engineer.  From  the  power  of  its 
available  V-6  engine,  to  its  sophisticated, 
4-wheel  independent  suspension,  every  single 
element  of  Taurus'  innovative  design  is  there 
to  please  you,  comfort  you  or  satisfy  you. 


Taurus'  advanced  design  and  engineering  hi 
already  won  many  awards.  Maybe  it's  time  } 
reaped  the  driving  rewards. 
6-Year/60,000-MiIe  Powertrain  Warranty. 

Covers  major  powertrain  components  fo: 
6  years/60,000  miles.  Restrictions  and  dedu 
ible  apply.  Also,  participating  dealers  back 


Advanced  design. 
Designed  to  reward  you. 


customer-paid  work  with  a  free  Lifetime 
ce  Guarantee,  good  for  as  long  as  you 
your  vehicle.  Ask  to  see  these  limited 
mties  when  you  visit  your  Ford  Dealer. 
Best-built  American  cars... seven 
» running. 

ased  on  an  average  of  owner-reported 


problems  in  a  series  of  surveys  of  '81- '87 
models  designed  and  built  in  North  America. 
At  Ford,  "Quality  is  Job  1" 

Buy  or  lease  a  Taurus  at  your  Ford  Dealer. 

Ford  Taurus. 


But  who  pays  these  use 
taxes?  Scarcely  anyone 
now.  New  Jersey,  for  in- 
stance, begs  people  filing 
income  tax  returns  to  add 
in  a  sum  equal  to  6%  of  out- 
of-state  purchases  on  which 
they  haven't  paid  sales  tax. 
Last  year  it  collected  all  of 
$260,000  with  this  soft-sell 
approach.  Authorities 
claim  they  should  be  pick- 
ing up  $50  million  just 
from  purchases  in  New 
York  State. 

There  has  to  be  a  better 
way.  The  states  know  they 
are  losing  revenue  on  big 
ticket  items  like  furs,  boats 
and  jewelry,  and  they  are 
infuriated  by  cross-border 
merchants  who  make  use- 
tax  evasion  a  selling  point. 

Most  compacts  offer  a 
carrot-and-stick  approach. 
In  return  for  registering 
with  border  states  to  collect 
out-of-state  sales  taxes,  a 
merchant  is  generally 
promised  freedom  from  au- 
dit for  past  sins.  The  stick  is 
the  threat  of  much  tougher 
enforcement  to  come,  with 
cross-border  cooperation 
among  state  auditors. 

Results?  So  far  over  8,000 
merchants  have  agreed  to 
collect  and  remit  out-of- 
state  sales  taxes  to  the 
Great  Lakes  Compact 
states.  A  Michigan  marina 
that  was  encouraging  in- 
state boat  buyers  to  claim 
false  out-of-state  residence  and  evade 
sales  tax  has  been  prosecuted.  Catalog 
merchants  in  Wisconsin  like  Lands' 
End  and  Miles  Kimball  were  so  upset 
by  the  compact  that  they  forced  the 
state  to  withdraw. 

In  New  York  and  New  Jersey, 
which  have  a  similar  effort,  officials 
put  total  extra  taxes  collected  at  $40 


The  match  game 

Beware:  States  are  joining  forces  more  than  ever 
before  to  collect  tax  revenues  that  have  been  slipping 
through  the  cracks.  Here's  a  roster  of  those  with 
aggressive  sales  tax  evasion  programs  and  those  who 
exchange  computerized  data  on  income  taxes. 

State 

Trades  sales  tax 
data  with 

Receives  income 
tax  data  from 

California 

- 

N.Y. 

Connecticut 

Tri-State  compact* 

N.Y. 

Florida 

N.Y. 

— 

Illinois 

Great  Lakes  compactt 

Indiana 

Great  Lakes  compactt 

Louisiana 

Miss. 

— 

Massachusetts 

Tn-State  compact* 

N.Y. 

Michigan 

Great  Lakes  compactt 

— 

Minnesota 

Great  Lakes  compactt 

Mississippi 

La. 

New  Hampshire 

- 

NY 

New  Jersey 

N.Y.,  Conn. 

N.Y. 

New  York 

N.J.,  Fla. 

Calif.,  Mass.,  N.J., 
Pa.,  Conn.t 

Ohio 

Great  Lakes  compactt, 
Pa.,  W.Va. 

Pennsylvania 

Ohio,  W.Va. 

N.Y. 

Rhode  Island 

Tri-State  compact* 

N.Y. 

Vermont 

N.Y. 

N.Y. 

Virginia 

W.Va. 

West  Virginia 

Va.,  Ohio,  Pa. 

•Conn  ,  RI.,  Mass.    tOhio.  HI.,  Ind..  Mich.,  Minn, 
information  about  Connecticut  residents. 

£  Receives  federal  tax 

million  so  far.  They  also  note  that 
buying  patterns  have  changed.  One 
New  Jersey  appliance  dealer  that  used 
to  ship  300  VCRs  a  month  to  New 
York  now  delivers  the  same  300  to 
New  Jersey.  "Apparently  people  were 
having  VCRs  snipped  solely  to  avoid 
the  tax.  Now  they  take  them  with 
them,"  says  one  official. 


More  such  deals  are  com- 
ing. Kansas,  Iowa,  Nebras- 
ka and  the  Dakotas  are  con- 
sidering trading  informa- 
tion among  themselves  and 
with  some  members  of  the 
Great  Lakes  Compact.  Lou- 
isiana and  Mississippi  have 
a  new  program  in  place. 
And  in  an  unusual  case, 
Ohio  merchants,  pressed  b> 
Pennsylvania  auditors,  ap- 
pealed to  the  Ohio  and 
Pennsylvania  taxmen  for  a 
truce,  and  wound  up  with 
an  interstate  agreement.  "It 
was  one  of  the  few  times 
our  tax  commission  was 
ever  welcomed  anywhere,' 
says  an  Ohio  spokesman. 

One  program  has  an  un- 
usual twist.  Florida  now 
asks  people  trying  to  avoid 
its  sales  tax  by  claiming  tc 
be  New  York  residents  and 
having  the  purchase  sent  tc 
a  New  York  address  to  sign 
a  sworn  statement.  Then  it 
sends  the  original  to  New 
York,  which  checks  to  see 
that  the  taxpayer  is  paying 
New  York  income  taxes 
"We've  had  several  people 
ask  to  'unswear'  their  state- 
ments," says  a  New  York 
official. 

States  are  also  making 
agreements  in  other  areas. 
As  late  as  1983,  Massachu- 
setts exchanged  rudimenta- 
ry tax  information  with 
only  four  states.  Now  it  has 
income  tax  agreements 
with  44  states.  Regional  groups  of  tax 
administrators  in  12  northeastern 
states  and  12  southern  ones  met  re- 
cently to  beef  up  their  information- 
sharing  programs. 

New  York  now  sends  computei 
tapes  with  individual  income  tax  in- 
formation to  eight  states  and  receives 
it  from  five  in  hopes  of  flushing  out 
non-filers.  It  has  even  persuaded  Con- 
necticut to  act  as  go-between  to  get 
federal  income  tax  tapes  on  people 
who  claim  to  be  Connecticut  resi- 
dents.. Some  of  those  people  have  New 
York  City  apartments  and  should  be 
paying  New  York  income  taxes. 

Clever  New  York  also  recently  used 
traffic  tickets  to  nail  income  tax  evad- 
ers. It  got  registrations  for  100  out-of- 
state  commercial  vehicles  caught 
speeding  in  New  York.  Then  it 
checked  to  see  that  owners  of  the  ve- 
hicles were  paying  New  York  busi- 
ness income  taxes.  Nearly  half  did 
enough  business  in  New  York  to  owe 
tax  but  were  not  paying. — L.S. 


NOW,  THE  ONLY 
FREQUENT  TRAVELER 
PROGRAM  THAT  €  AN 

GUARANTEE  YOU 
CHRISTMAS  IN  HAWAII 

OR  LONDON.  OR  EVEN  PARIS. 

Introducing  new  Pan  Am  WorldPass?  It's  the  frequent 
traveler  program  that  lets  you  fly  where  you  want, 
whenever  you  want. 

NO  HOLIDA  Y  RESTRICTIONS. 

Unlike  other  frequent  traveler  programs,  we 
don't  limit  the  dates  you  can  travel.  With  a  little 
advance  planning,  you  can  celebrate 
Christmas  in  Hawaii.  With  WorldPass  you 
can  even  celebrate  New  Year's  in  New  Delhi. 
Or  Thanksgiving  in  Turkey! 

NO  SEA  T  LIMIT  A  TIONS. 

Most  airlines  limit  the  number  of  seats 
per  plane  that  can  be  redeemed  by 
frequent  travelers.  Not  Pan  Am.  If  you've 
earned  your  WorldPass  award  and 
there's  a  seat  available  on  the  flight 
you  want  to  take,  you're  on. 

FREE  MEMBERSHIP. 

Right  now  we've  waived  our  $25 
annual  fee.  Join  WorldPass  by  12/31/87 
and  your  membership  is  free  through 
1988.  And  you'll  get  5,000  miles  in  your 
account  just  for  enrolling.  And  every 
time  you  fly  Pan  Am,  you'll  earn  mileage 
towards  generous  WorldPass  awards. 
Some  award  destinations  are  subject  to 
government  approvals.  To  enroll,  call 
WorldPass  at  1-800-348-8000.  And  join  the  frequent 
traveler  program  that  really  gives  you  something  to 
celebrate:  guaranteed  holiday  travel! 


Pan  Am  WorldPass. 


SANTA  CLAUS 


EXPECT  MORE  FROM 
PAN AM WORLDPASS 


Why  are  shrewd  Wall  Street  types  like  Larry 
Tisch  betting  on  a  raggedy  oil  refiner  like 
Tosco  Corp.?  If  you  re  the  kind  of  investor 
who  lacks  patience,  skip  this  story. 

Waiting  game 


By  Marc  Beauchamp 


I don't  see  myself  as  an  entrepre- 
neur," shrugs  John  Drosdick,  pres- 
ident of  Tosco  Corp.  "I'm  more  of 
a  manager."  As  much  as  anything, 
that  matter-of-fact  admission  by  the 
44-year-old  chemical  engineer  sums 
up  the  up-and-down  fortunes  at  the 
Santa  Monica,  Calif. -based  oil  refiner. 


Tosco,  you  will  remember,  was  the 
little  company  with  big  plans  for  oil 
shale.  (Tosco  is  an  acronym  for  The 
Oil  Shale  Corp.)  A  string  of  oil  refiner- 
ies, acquired  in  the  1970s  by  former 
Chief  Executive  Morton  Winston, 
provided  cash  flow  to  develop  shale 
deposits  in  Colorado  and  Utah.  But 
falling  oil  prices  kept  oil  shale  in  the 
ground.  Tosco  sold  out  to  partner  Ex- 


Dsntfd  Stride/Onyx 


Tosco  Corp.  Presidetit  John  Drosdick 

Squeezing  money  from  one  remaining  asset. 


xon  Corp.  in  1982,  although  Tosco 
still  controls  3.3  billion  barrels  of  re- 
coverable shale  oil  in  the  Rockies. 
Meanwhile,  Tosco's  refining  business 
was  losing  money — $588  million  in 
1983  and  1984 — in  the  wake  of  weak 
demand  and  industry  overcapacity. 
Long-term  debt  grew  to  $804  million 
in  1983.  Tosco's  creditors  closed  in. 

Today,  after  four  restructurings, 
Tosco  is  a  shadow  of  its  former  self. 
Gone  are  all  but  one  refinery,  the 
Avon  facility  northeast  of  San  Fran- 
cisco. Tosco's  work  force — 3,100  in 
1982— has  been  pared  to  880.  The  ex- 
perience has  been  both  humbling  and 
humiliating.  From  its  1980  peak  of  45, 
Tosco's  stock  has  dropped  to  under  2. 
Sales  last  year  were  $780  million,  vs. 
$3.5  billion  in  1982.  In  lieu  of  pay- 
ments on  unleased  office  space,  Tos- 
co's Santa  Monica  landlord  now  owns 
7%  of  the  company. 

Running  the  company  now  is  a 
three-man  office  of  the  chief  execu- 
tive, more  a  caretaker  management 
than  the  visionaries  that  ran  the  com- 
pany in  the  1970s.  There's  part-time 
Chairman  and  Chief  Executive  Clar- 
ence Frame,  68  (a  retired  Minnesota 
banker),  President  Drosdick  (once  op- 
erations manager  of  Exxon's  450,000- 
barrel-a-day  refinery  in  Baton  Rouge, 
La.),  and  Executive  Vice  President 
Eric  Schwartz,  40  (also  the  general 
counsel). 

Prospects  of  a  turnaround  at  Tosco 
have  captivated  some  usually  shrewd 
investors  on  Wall  Street.  Laurence 
Tisch's  Loews  Corp.,  for  example, 
owns  preferred  stock  convertible  into 
a  7% -plus  stake.  The  Tisches  are  bet- 
ting on  a  recovery  in  refining  margins. 
(Separately,  they  also  invested  in  oil 
tankers.)  The  logic  is  seductive:  buy- 
ing assets  on  the  cheap  that  will  pay 
off  when  the  oil  business  turns.  Solo- 
mon Asset  Management  has  a  27% 
stake  in  Tosco,  while  Continental  Ca- 
sualty has  24% . 

What  investors  like  is  Tosco's 
126,000-barrel-a-day  Bay  Area  refin- 
ery, upgraded  to  turn  Alaskan  and 
heavy  California  crude  into  unleaded 
gasoline  and  diesel.  Avon  is  carried  on 
Tosco's  books  at  $313  million.  Its  re- 
placement cost  is  estimated  at  $1.5 
billion.  In  the  past  six  years  the  na- 
tion's refining  capacity  has  shrunk 
17%  as  105  refineries  have  closed. 
Meanwhile  utilization  rates  have  re- 
covered from  66%  to  82%. 

But  all  those  shuttered  refineries 
have  made  only  a  dent  in  worldwide 
excess  refining  capacity.  There  is 
even  excess  capacity  on  the  West 
Coast,  where  gasoline  demand  is 
growing  4%  to  6%  a  year.  What's 
more,   refinery  margins,   weak  for 


rou  pick  up  your  tele- 
phone and  dial  an  air- 

e  reservation  number. 
But  instead  of  getting 

ecording  asking  you  to 

lit,  you  get  one  offering 

help. 
You  then  enter  a 


WE'VE  ALREADY 
MADE  THE  TELEPHONE 
A  COMPUTER. 

THE  HARD  PART  IS 
1AKING  THE  COMPUTER 
A  TELEPHONE. 


ren-  digit  identification 
ie  (such  as  your  phone 
mber). 

You  enter  the  day 
d  month  you  want  to  fly. 

You  press  buttons 
indicate  your  place  of 
parture. 

Others  to  indicate  your 
stination.  The  number 
persons  travelling.  The 
ie  of  the  flight. 

And  you  hang  up  with 
jr  reservation  made. 

Did  you  use  a  phone 
a  computer? 

If  the  answer  isn't 
ar,  it's  because  at  AT&T 
're  merging  telephones 


and  computers. 

We're  creating  data 
networks  that  do  even 
more  for  information  than 
our  telephone  network 
does  for  your  voice. 

These  are  networks 
that  not  only  move  in- 
formation instantly,  but 
also  interpret  it,  rearrange 
it,  and  apply  it  in  the  most 
useful  way. 

All  automatically. 

Their  potential  value 
to  airlines  extends 
beyond  ticketing.  Most 
airlines  have  several 
separate  voice  and  data 
networks— for  schedules, 


reservations,  administra- 
tion, etc. 

Imagine  if  all  these 
worked  as  one  network  in 
concert  with  the  data 
networks  at  car  rental  and 
hotel  chains. 

Travel  would  be  easier 
than  you  ever  thought 
possible. 

In  fact,  data  network- 
ing will  make  all  kinds 
of  personal  services  more 
convenient — banking, 
retailing,  health  care, 
home  buying,  investing, 
credit  approval,  even 
home  entertainment. 

Computers  will  finally 


deliver  what  they've  been 
promising  for  decades. 

It's  part  of  our  contin- 
uing effort  to  combine 
everything  you  like  about 
telephones  with  every- 
thing you  expect  from 
computers. 

In  fact,  right  now,  the 
people  at  AT&T  Bell 
Laboratories  are  working 
on  a  way  to  access  the 
power  of  a  computer  with 
the  sound  of  your  voice. 

Telephone? 

Computer? 

Each  is  becoming  the 
other.  And  becoming,  in 
the  process,  more  useful 
than  ever  before. 


AT&T 

The  right  choice. 


Real  Estate: 

Realizing  corporate  Americas 
most  undervalued  asset. 


"The  most  signifi- 
cantly undervalued  asset  on 
corporate  America's  books  is 
being  discovered. 

"And  the  growth  has 
been  explosive.  Not  just  in 
the  number  of  companies 
using  their  real  estate,  but  in 
the  number  of  things  they're 
using  it  for. 

"Today,  people  use  real 
estate  to  enhance  shareholder 
values,  raise  capital,  improve 
cash  flows,  do  off-balance- 

.  c  .  .  Dan  Ncidich,  Ken  Brody  and  Claude  Ballard: 

Sheet   financing,    leveraged    Goldman  Sachs  Real  Estate. 


buyouts,  mergers  and  ac- 
quisitions, restructuring,  even 
takeover  defense. 

"Where  companies  used  to 
simply  sell  or  finance  real  estate, 
now — with  a  global  set  of  players 
and  huge  amounts  to  be  made- 
there  s  a  multiplicity  of  techniques 
to  be  used. 

"Companies 
are  looking  at  real 
estate  in  two  ways: 
As  value  to  be  re- 
alized in  today's 
market.  And  as  po- 
tential value  to  be 
created  through 
long-range  corpo- 
rate strategy. 

"Which  explains  the  pop- 
ularity of  joint  ventures.  Compa- 
nies see  great  advantages  in  using 
their  potential  value  as  a  tenant  to 


"Essentials: 
Real  estate  experience. 
Investment  banking 
capabilities .  Access 
to  capital  markets 
worldwide'.' 


negotiate  an  ownership  position  in 
a  building  or  other  project.  And  it's 
important  to  find  the  venture  part- 
ner who  will  handle  the  develop- 
ment properly 

"So  as  more  and  more 
CEOs  and  CFOs  look  at  their  real 
estate,  they  ask  themselves  some 
jmbmmk^m  basic  questions: 
'What  is  it  really 
worth?  How  can  1 
get  the  most  out  of 
it — the  smartest 
way?  And  who  can 
help  me  do  it 
successfully?' 

"And  suc- 
cess comes  down  to  three  essen- 
tials. An  eye  for  real  estate.  A  head 
for  investment  banking.  And 
ready  access  to  capital  markets 
worldwide!' 


Ken  Brody,  Claude 
Ballard  and  Dan  Ncidich, 
Goldman  Sachs  Real  Estate, 
discuss  the  growing  impor- 
tance ot  real  estate  in  today's 
corporate  world. 

"What  corporations 
arc  looking  for  now  is  a  firm 
that  offers  multi-dimensional 
thinking  and  action,  strate- 
gies and  execution. 

"With  an  emphasis  on 
people  who've  been  in  the 
real  estate  business  tor  a  long 
time.  Who  know  the  trends 
before  they  become  trends. 
Who  know  about  the  industry's 
most  important  transactions  be- 
cause they've  been  in  on  them. 
Who  have  a  balanced  international 
view  and  a  successful  track  record. 
Preferably  the  most  successful  in 
the  business. 

"Precisely.  You  need  people 
who  understand  the  interaction 
between  market  forces  and  the 
company's  objectives.  Such  as  un- 
derstanding that  a  company's  ten- 
ancy is  especially  valuable  at  this 
point  in  the  real  estate  cycle. 

"You  also  want  someone 
who  appreciates  the  bricks  and 
mortar.  Who  knows  a  'trophy' 
from- a  'B-plus'  property.  And  who 
knows  not  only  what  a  property  is 
worth,  but  what  it's  worth  to  whom. 

"Someone  who  can  put 
you  in  touch  with  the  Japanese 


New  York          Boston  Chicago 


Dallas 


Detroit  Houston  Los  Angeles  Memphis  Miami 


nstitution  that  wants  to  buy  your 
^ew  York  office  tower.  The  Euro- 
>ean  investor  who  will  pay  a 
>remium  for  your  hotel.  The  U.S. 
nsurance  company  that  will  buy 
rour  regional  shopping  center. 

"And  finding  real  value  goes 
leyond  the  superficial.  It  takes  dig- 
;ing  and  a  lot  of  sophisticated  ana- 
ytic  techniques.  Analyzing  a 
>uilding  lease-by-lease.  Knowing 
narkct  rents  and  the  dynamics  of 
eal  estate  and  investor  markets. 

"Yet  there's  more  to  real  es- 
ate  than  simply  cash  flows.  It's  not 
ast  another  asset  to  be  sliced  and 
liced.  It's  essential  to  match  the 
tructure  of  the  transaction  to  the 
haracteristics  of  the  property,  as 
veil  as  to  the  needs  of  the  client. 

"Given  the  ■^hh^hh 
takes,  the  last 
hing  a  CEO  or 
"FO  needs  is  an  in- 
xperienced  team 
vith  a  superficial 
:nowledge  of  real 
state. 

"He  looks   

or  people  who  are  in  the  capital 
narkets  day-in-day-out.  Who  not 
»nly  know  what's  been  done  but 
vhat  new  things  can  and  can't  be 
lone. 

"If  you're  the  CEO  or  CFO, 
ou  know  nobody  understands 
our  company  better  than  you  do. 
fou  know  your  most  powerful 


"Given  the  nature 
of  real  estate,  it's  key 


to  be  proactive 


next  step  is  to  find  people  who 
understand  both  real  estate  and  in- 
vestment banking.  So  you  can  add 
their  strengths  to  your  strengths. 

"The  one  i  ■■miiMnnn  m  i 
thing  a  company 
can't  afford  is  an  in- 
vestment bank  or 
real  estate  advisor 
with  one  'specialty' 
or  with  a  bias  to- 
ward either  sales  or 
financing. 

"You  want  someone  with 
the  ability  to  spread  out  all  the  op- 
tions. And  to  help  you  and  your 
management  team  arrive  at  the 
strategy  that  fits  you. 

"That's  why  so  many  CEOs 
find  it  valuable  to  involve  an  in- 
■mmmb    vestment  bank 
early-on   in  a 
project.  And  even 
make  real  estate  a 
part  of  their  ongo- 
ing dialogue  in  an 
investment  bank- 
ing relationship. 
  "That  al- 
lows them  to  be  proactive  about 
real  estate.  Which  is  definitely  the 
way  to  be  about  it  today. 

"And  what  about  tomorrow 
in  real  estate? 

"Well,  all  indications  point 
to  even  more  opportunity. 

"Plus  more — and  more  so- 
phisticated— sales  and  financing 


"Companies  should 
view  real  estate  for  both 
its  value  today  and 
its  future  potential'.' 


yy 


techniques.  And  an  increased  par- 
ticipation by  investment  banks 
as  principals  in  real  estate 
transactions. 

nnuMBi  "The  CEOs 

and  CFOs  who 
make  it  happen  are 
the  ones  who  set 
their  people — and 
their  investment 
bankers — to  work 
looking  tor  ways  to 
better  utilize  the 
real  estate  they  control. 

"A  powerful  motivating 
force  in  the  future  will  be  the  sim- 
ple fact  that  the  real  estate  value 
is  there. 

"And  it's  too  great  to 


ignore. 
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"By  finding  new  and 
innovative  ways  to  do 
things,  ALLTEL  has 
emerged  as  a  leader  in 
service,  productivity 
and  profitability!' 


Joe  T  Ford 
President  and 
Chief  Executive  Officer 


Compare  ALLTEL  to  its 
peer  group  and  the  evidence 
is  clear:  in  a  time  of  turbu- 
lence for  our  industry,  we've 
outperformed  the  pack. 

In  total  return  to  share- 
holders, our  five-year 
average  approximates  28% ,  some  seven  points 
above  the  average  for  the  seven  independent 
telcos  most  like  us. 

Our  latest  annual  report  outlines  the 
strategies  that  have  launched  ALLTEL  to  its 
position  of  leadership. 

Write  ALLTEL  Corporation,  Investor 
Relations,  100  Executive  Parkway,  Dept.  D, 
Hudson,  OH  44236. 


CORPORATION 

Excellence  in  Telecommunications 


ars,  remain  notoriously  volatile, 
ys  Urvan  Sternfels,  president  of  the 
ational  Petroleum  Refiners  Associa- 
>n:  "It's  a  hell  of  a  competitive  mar- 
t.  Nobody  I  know  is  suggesting 
ere's  going  to  be  any  large  profits  in 
fining  anytime  soon."  With  only 
e  refinery,  Tosco  is  vulnerable  to 
cidents  such  as  the  1983  fire  that 
ippled  production  during  a  brief  pe- 
)d  of  widening  margins. 
Last  year,  with  the  help  of  Bear, 
earns  &  Co.,  Tosco  shopped  the 
ron  refinery.  Its  market  value  at 
at  time  was  in  the  neighborhood  of 

00  million,  recounts  Drosdick, 
lich  was  one-fifth  of  its  replace- 
;nt  cost.  That's  for  a  refinery  in  a 
od  market  where,  because  of  envi- 
imental  regulations,  it  would  be 
tremely  costly  and  time  consuming 
put  up  a  new  one. 

iome  shareholders," 
tys  Drosdick,  "are 
aitingfor  the  market  to 
irn,  waiting  for  the  sale  of 
le  company."  Short  of  a 
"astic  change  in  refining 
ndamentals,  they  will 
%ve  a  long  wait. 

This  year  things  are  looking  better, 
ith  the  Avon  refinery  running  flat 
t,  Tosco  is  expected  to  earn  $38 
illion  on  revenues  of  $1  billion,  vs.  a 
lall  operating  loss  last  year.  Its  cash 
lance  as  of  June  30  was  $44  million, 
.  $16  million  six  months  before, 
•st-half  cash  flow  of  about  $40  mil- 
n  was  double  capital  spending  and 
;ferred  dividend  requirements, 
ng-term  debt  has  been  cut  to  a  more 
inageable  $237  million,  44%  of  to- 
capital.  Reflecting  the  latest  finan- 
il  restructuring,  auditors  Coopers  &. 
brand  issued  an  unqualified  opin- 

1  on  Tosco's  1986  financial  state- 
;nt  and  removed  qualifications  on 
;ir  1984  and  1985  opinions. 
Down  the  road,  Drosdick  figures 
me  major  oil  company  may  find 
isco's  refinery  appealing  once  refin- 
l  margins  widen  again.  Los  Ange- 
i-based  Atlantic  Richfield  Co.  is  a 
ssible  buyer.  Last  fall  Drosdick 
jitd  a  ten-year  agreement  with 
co  to  process  50,000  barrels  a  day  of 
co's  North  Slope  crude.  Arco  also 
s  right  of  first  refusal  should  Avon 

on  the  block  during  the  ten-year 
atract. 

'Some  of  our  shareholders,"  says 
osdick,  "are  waiting  for  the  market 

turn,  waiting  for  the  sale  of  the 
mpany."  Short  of  a  drastic  change 

refining  fundamentals,  they  will 
ve  a  long  wait.  ■ 


Does  Your  Keogh 
Suffer  From 
Bad  Planning? 

You  could  be  losing  $60,000  to  $100,000 
in  tax  deductions. 

If  you're  self  employed,  or  a  salaried  employee  earning  outside 
income,  you  probably  know  that  a  Keogh  plan  will  allow  you  to 
contribute  15%  of  your  Schedule  C  income,  up  to  $30,000. 

But  you  may  not  know  about  the  Defined  Benefit  Keogh. 

It  may  let  you  make  yearly  tax  deductible  contributions  $30,000 
to  $60,000  above  the  limit  for  standard  Keogh  plans.  And  earnings 
growth  is  tax  deferred,  just  like  a  standard  Keogh. 

Of  course,  the  amount  of  growth  you  may  achieve  depends  on 
how  well  your  money  is  managed.  At  Oppenheimer,  our  specialty  is 
managing  money  for  the  high  net  worth  individual.  We  have  several 
programs  for  Defined  Benefit  Keoghs,  including  Oppenheimer  Special 
Accounts,  where  your  portfolio  manager  will  invest  side-by-side  with 
you*  Or  you  may  choose  to  personally  direct  your  investments.  (But  you 
should  choose  soon,  because  Dec.  31  is  the  deadline  for  establishing 
1987  Keoghs.) 

Whatever  your  preference,  we  invite  you  to  learn  more  about  Defined 
Benefit  Keoghs,  and  about  Oppenheimer.  Just  clip  out  this  ad  and  attach 
your  business  card  (or  your  name  and  address)  and  send  it  to:  Stephen  R 
Kennard,  Executive  Vice  President,  Oppenheimer  &  Co.,  Inc.,  Oppenheimer 
Tower,  World  Financial  Center,  New  York,  NY  10281  or  call:  (212)  667-7350  or 
(800)  862-7778. 

*Special  Accounts  portfolio  managers  have  invested  a  significant  amount  of  their  own  capital  in  a 
partnership  developed  solely  to  create  an  identity  of  interests  with  their  clients. 


Oppenheimer  &  Co.lnc. 

Uncommon  Sense® 

New  York,  Atlanta.  Chicago.  Fort  Lauderdale. 
Houston,  Los  Angeles,  Seattle,  London 


Source:  Don  Bowdren  Associates,  1987 
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Foodmaker'sjack  Goodall  is  as  creative  at 
financing  hisfast-food  chain  s  growth  as  he 
is  at  expanding  its  menu. 

No  more  junk 
in  the  box 


By  Ellen  Paris 


ou've  heard  of  adult  books 
and  adult  movies.  But  adult  fast 
food?  Meet  Jack  Goodall,  chair- 
man of  San  Diego-based  Foodmaker, 
Inc.,  which  owns  and  franchises  about 
900  Jack  In  The  Box  fast-food  restau- 
rants, in  the  West,  primarily  in  Cali- 


fornia, Arizona  and  Texas. 

Relax.  Adult  fast  food  has  nothing 
to  do  with  sex.  But  it  is  producing 
sexy  growth  and  earnings  for  Good- 
all's  company,  even  though  he  has  the 
misfortune  to  be  competing  against 
folks  like  McDonald's  and  Burger 
King.  Goodall  cleverly  realized  he 
hadn't  a  prayer  of  beating  these  guys 


at  the  hamburger  game.  So  h 
switched  rather  than  fought.  Toda 
his  best  customer  is  the  single  worl 
ing  woman  with  an  above-average  ii 
come  and  education  who  eats  ou 
often  alone,  about  12  times  a  week. 

She  gobbles  Jack  In  The  Box'  "adu 
fare"  with  considerable  gusto.  Pit; 
bread  sandwiches  filled  with  grille 
marinated  beef  strips  are  a  hot  itei 
these  days,  as  are  taco  salads,  "fing< 
foods"  like  egg  rolls  and  chicke 
strips  and  even  New  York-sty; 
cheesecake  for  dessert.  The  avera^ 
Jack  In  The  Box  carries  around  4 
standard  menu  items,  versus  Wei 
dy's'  22  and  Burger  King's  23.  Han 
burgers  account  for  only  29%  of  Jac 
In  The  Box'  sales,  versus  estimates  < 
40%  for  Wendy's  and  50%  to  60%  f( 
Burger  King. 

And  while  companies  like  Wendy 
and  Church's,  the  fried  chicken  chaii 
have  posted  declining  sales  and  ean 
ings,  Jack  In  The  Box'  sales  on  a  pe 
store  basis  increased  10%  this  yea 
On  sales  of  $452  million,  Foodmak< 
earned  $9.5  million  in  the  first  nir 
months  of  fiscal  1987,  compared  wit 
$7.1  million  the  previous  year.  Goo< 


Foodtnaker's  Chairman  Jack  Goodall 

A  menu  nearly  twice  as  big  as  Burger  King's. 
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The  royal  oak. 


The  Royal  Oak  for  Ladies: 
ultra-thin  movement  with  date;  in 
18 K  gold,  18 K  gold  with  diamonds, 
or  18 K  gold  and  steel  or  all  steel. 


The  Royal  Oak  Perpetual  Calendar: 
in  18 K  gold,  mechanically 
programmed  to  indicate  the  date, 
day,  month  and  chronometric  time 
as  well  as  the  phases  of  the  moon,  up 
until  the  year  2100. 


The  Royal  Oak  for  Men: 
distinguished  by  an  ultra-thin 
movement  with  date,  in  18  K  gold 
or  18  K  gold  and  steel  or  all  steel. 


Today,  one  watch  reigns  supreme. 

Instantly  recognizable  the  world  over 
by  its  distinctive  bezel,  locked  in  by  eight 
hexagonal  bolts.  The  perfect  match  between 
technical  achievement   /|ii/|A|||0|»n  THmiAf 
and  dedicated  crafts     /lUuCllUlltf  ll^Uvl 
manship,  the  Royal  Oak  could  only  have 
been  created  by  the  finest  watchmakers : 
Audemars  Piguet. 


FRED 


703  FIFTH  AVENUE  AT  55TH  •  NEW  YORK,  NEW  YORK  10022  •  212/832-3733 
THE  GALLERIA  •  5015  WESTHEIMER  •  HOUSTON,  TEXAS  77056  •  713/960-9441 
THE  GALLERIA  •  13350  DALLAS  PKWY  •  SUITE  1375  •  DALLAS,  TEXAS  75240  •  214/458-9012 
401  NORTH  RODEO  DRIVE  •  BEVERLY  HILLS,  CALIFORNIA  90210  •  213/278-3733 

JOAILLIER^^  "  ' 

PARIS  •  MONTr  CARLO  •  CANNES  •  GENEVE 


For  your  comprehensive  Audemars  Piguet  Catalog,  please  send  $5  to  the  above  address. 


all  is  predicting  nearly  $600  million  in 
sales  for  the  current  full  fiscal  year 
(ended  Sept.  27).  Since  it  went  public 
in  February  at  $13.50  a  share,  the 
stock  hit  14%  and  then  fell,  as  the 
market  crashed,  to  around  7. 

Jack  In  The  Box  created  quite  a  stir 
a  while  back  when  it  began  remodel- 
ing its  stores,  eliminating  the  childish 
clown  popping  out  of  a  box  that  had 
identified  the  chain  since  the  mid- 
1950s.  Television  commercials 
showed  the  clown  being  literally 
blown  to  smithereens — leading  to 
outcries  from  overly  anxious  parents 
concerned  with  the  effect  this  act  of 
violence  would  have  on  their  tots.  But 
the  commercials  got  the  message 
across.  No  more  "junk  in  the  box." 
No  more  greasy  kid's  stuff. 

But  with  saturation  hitting  the  fast- 
food  business,  Goodall  has  also  real- 
ized he  is  not  going  to  make  it  on 
menu  magic  alone.  Unlike  Burger 
King,  McDonald's  and  Wendy's, 
which  on  average  are  about  75%  fran- 
chised,  about  70%  of  Foodmaker's 
Jack  In  The  Box  units  are  company 
owned.  This  inventory  of  stores  was  a 
prime  motive  behind  management's 
$400  million  leveraged  buyout  of  the 
chain  in  1985  from  Ralston  Purina. 
"When  we  did  the  LBO,  we  identified 
our  two  major  assets,"  says  Charles 
Duddles,  Foodmaker's  chief  financial 


officer.  "We  owned  a  lot  of  real  estate 
and  a  lot  of  company-owned  stores 
that  could  be  sold  to  franchisees." 

Goodall,  48,  joined  Jack  In  The  Box 
25  years  ago  and  stayed  with  it  when 
Ralston  Purina  bought  the  chain  in 
1968.  He  began  selling  off  the  chain's 
older  and  lower-volume  ($500,000  to 
$700,000  in  sales)  units  in  markets 
where  Jack  In  The  Box  still  has  room 
to  expand,  such  as  Texas  and  Denver. 
That's  also  why  Goodall  is  pushing 


With  saturation  hitting 
the  fast-food  business, 
Goodall  has  also 
realized  that  he  is 
not  going  to  make  it 
on  menu  magic  alone. 


development  agreements  with  new 
and  existing  franchisees.  In  most 
cases,  Foodmaker  will  sell  an  existing 
restaurant  only  to  someone  who  puts 
up  the  money  to  open  a  certain  num- 
ber of  new  stores  in  the  same  area. 

"We  will  let  the  franchisees  devel- 
op underpenetrated  outlying  markets 
like  San  Antonio,  El  Paso,  Las  Vegas 
and  Tucson,  while  we  spend  our  capi- 
tal developing  new  stores  in  good 
markets  that  we  are  already  in,  such 
as  Los  Angeles,  San  Francisco,  Phoe- 
nix and  San  Diego,"  explains  Stephen 


(Duffy)  Oyster,  executive  vice  presi 
dent  of  franchising  and  development 

A  franchisee  pays  $300,000  for  ai 
existing  Jack  In  The  Box  ($100,000  fo 
the  equipment  and  the  remainder  fo 
the  right  to  do  business  as  a  Jack  L 
The  Box  for  20  years).  Goodall  figure 
that  Foodmaker  nets  about  $200,00 
from  such  an  arrangement.  But  fran 
chising  is  more  than  a  one-time  hii 
Foodmaker  almost  always  retain 
ownership  of  the  land  and  building 
collecting  monthly  rentals  of  8.5%  c 
gross  sales.  Then  there's  the  4%  royal 
ty  fee  and  a  4%  advertising  fee.  By  th 
end  of  this  year  some  240  stores  wil 
have  been  converted  to  franchise: 
Goodall  will  have  added  44  new  com 
pany-owned  stores  this  year  alone. 

His  plan  is  to  go  from  about  90 
stores  to  about  1,400  in  the  same  gen 
eral  areas  by  1993,  with  a  balance  c 
50%  company-owned  and  50%  fran 
chised.  As  with  all  LBOs,  Foodmake 
carries  a  high  long-term  debt  to  tot£ 
capital  ratio — currently  around  67% 
Is  the  company  worried?  "We  ow: 
enough  real  estate  so  that  we  coul 
sell  it  all  and  literally  wipe  out  all  c 
our  debt,"  says  Duddles.  "But  w 
would  much  rather  own  the  real  e: 
tate  than  lease  it." 

Adult  food  and  sophisticated  re 
structuring  are  so  far  producing  a  fail 
ly  tasty  package  under  Mr.  Goodall.  I 


WatchTTie 
Wise  Wit  of 
Will  Street. 

Each  Friday  evening  Louis  Rukeyser  and  his  guests 
deliver  insights  on  the  financial  world  with  relaxed  good 
humor.  They  cover  trends  in  the  economy,  up  or  down. 
Trade  ...  in  balance  or  imbalance.  And  there's  always 
a  bit  of  banter  about  the  big  board.  Entertaining 
money  talk  that  makes  "Wall  Street  Week  with 
Louis  Rukeyser"  one  of  the  "six  most  planned- 
to-watch  TV  programs"  in  the  country. 

So,  you  plan  on  it.  Watching  has  its  rewards! 
Check  your  local  Public  Television  listing  for 
time  and  channel. 


WALL  STREET  WEEK  WITH  LOUIS  RUKEYSER 

Underwritten  nationally  by:  Hanson  Trust  •  Primerica  •  Prudential-Bache  Securities 

national  program  service  of  Maryland  Public  Television 
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BUT  ALSO  TECHNICAL  EXCELLENCE... 

THIS  IS  THE  NETHERLANDS.  From  tulips  to 
technology,  the  Dutch  bring  creativity  to  all  that 
they  do.  That 's  just  one  reason  why  hundreds 
of  U.S.  companies  have  made  the  Netherlands 
their  base  to  tap  the  $3  trillion  European  market. 
A  few  examples: 

•  3M— Holland's  unsurpassed  infrastructure 
led  this  diversified  producer  of  industrial  and 
consumer  goods  to  open  its  own  computerized 
European  distribution  center  there  in  1979. 

•  POLAROID— This  renowned  manufacturer  of 
film  products  relies  on  the  technological  talent  and 
foreign -language  proficiency  of  the  850  employees 
at  its  factory /distribution  complex  in  Enschede. 

•  AVERY— This  billion-dollar  maker  of  pressure- 
sensitive  materials,  labels  and  specialty  chemicals 
values  the  accommodating  attitude  of  the  900 
workers  at  its  Dutch  subsidiaries. 


I  The  Netherlands  34.4 

|  Belgium  25.7 
France  25.1 
West  Germany  24.9 

United  Kingdom  9.0 
1986  RATES  OF  RETURN  (%)  ON  U.S.  INVESTMENT 


And,  the  average  rate  of  return  on  U.S.  direct 
investment  in  the  Netherlands  has  been  higher  than 
the  European  norm  throughout  the  1980s. 

Over  1,200  U.S. -based  corporations  have  invested 
profitably  in  the  Netherlands. 

ARE  YOU  IN  THE  NETHERLANDS  YET? 
If  not,  please  contact: 

Mr.  Pierre  Dobbelmann,  Executive  Director 
Netherlands  Foreign  Investment  Agency 
One  Rockefeller  Plaza 
New  York,  N.Y.  10020 
(212)  246-1434 


The  Netherlands 


Right 
.in  the 
Center 


For  Investment 


SAN  FRANCISCO  (415)  981-1468      •      LOS  ANGELES  (213)  477-8288      •      THE  HAGUE  (70)  79  72  36      •      TOKYO  (03)  403  4263 

This  material  is  published  by  Gavin  Anderson  &  Company,  which  is  registered  as  an  agent  of  the  Government  of  the  Netherlands  It  is  tiled  with  the 
Department  ot  Justice,  where  the  required  registration  statement  is  available  tor  public  inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 


Ihe  last  thing  you  ne 


company  is  re: 


A  uniform  approach  to 
every  problem  is  not  the  AIG 

way.  Instead,  we  encourage  j  # 

people  at  every  level  to  find  innovative  ways  to  meet  ^  nation,  instead  /of  just  sending  someone 

your  insurance  needs  anywhere  in  the  world.  out  from  the  states. 

For  example,  we  find  it  easier  to  get  things  done  The  result  is  an  organization  that  thrives  o 

overseas  by  working  within  the  culture  of  a  given  creative  solutions  to  difficult  insurance  problem 


from  your  insurance 
lented  thinking. 

Perhaps  that's  why  we're  the  largest  under-  Then  join  ^tl 


/riters  of  commercial  and  industrial  risks  in  the  U.S., 
nd  a  leading  global  provider  of  life,  accident  and 
ealth  insurance.  To  learn  more  about  how  we  can  help, 


contact  AIG,  Dept. 
A, 70  Pine  Street, 
New  York,  N.Y.  10270. 
the  legions  who've 


benefited  by  enlisting  our  help. 
Insurance  Companies  That  Don't 
Think  Like  Insurance  Companies. 


AIG 


As  the  U.S.  steel  industry  fights  its  way  back, 
Inland  Steel  is  in  the  vanguard. 


Want  it  painted? 
Well  paint  it 


By  Charles  Siler 


Inland  Steel  Chairman  Frank  W.  Luerssen 

"We  are  now  in  the  business  of  marketing  steel. 


I Wand  Steel  Industries  Inc.,  the 
$3.2  billion  (sales)  Chicago-basec 
isteelmaker,  has  taken  a  good  loot 
at  itself  and  decided  to  become  a  stec. 
company. 

Having  learned  the  pitfalls  of  diver 
sification  the  costly  way,  through  £ 
move  into  housing  design  and  con 
struction,  Inland  is  going  back  to  ba 
sics,  but  with  a  twist.  Inland  no  longei 
thinks  of  itself  as  a  steelmaker  but  a: 
a  steel  marketer.  It's  a  subtle  differ 
ence  but  an  important  one. 

"You  have  to  rethink  your  objective 
in  the  steel  business,"  says  Inland's 
chairman  and  chief  executive  officer 
Frank  W.  Luerssen.  "We  are  now  ir 
the  business  of  marketing  steel.  Anc 
making  steel  is  just  a  way  to  get  the 
material  to  market." 

At  Inland's  1,900-acre  Indiana  Har 
bor  Works,  the  nation's  second-larg 
est  steel  plant,  in  East  Chicago,  Ind. 
they  still  pile  up  the  iron  ore  anc 
limestone  at  one  end  of  the  plant  anc 
pull  massive  coils  of  hot  and  cole 
rolled  sheet  steel  out  the  other. 

Inland  has  spent  $2  billion  updating 
the  plant  since  1975.  But  the  compa 
ny's  latest  initiatives  outside  the 
plant  will  allow  it  to  do  far  more — te 
produce,  for  instance,  coils  of  harvest 
gold  specialty  steel  for  the  appliance 
industry,  precut  metal  for  small  cus 
tomers  and  coated  steel  for  automak 
ers.  Sure,  that  adds  costs  and  require; 
new  flexibility  by  a  company  that  tra 
ditionally  has  thought  in  terms  of  ton 
nage.  But  the  payoff  is  worth  it.  These 
specialty  steels  carry  fatter  margins 
on  average,  than  those  for  commodity 
steel.  More  important  in  the  long  run 
specialty  steel  offers  a  way  to  grov 
out  of  what  is  a  flat  business. 

Other  steelmakers  aren't  sitting  or 
their  ingots.  But  few  are  moving  a; 
aggressively  as  Inland,  which  already 
gets  a  third  of  its  revenues  and  mucr 
of  its  profits  from  its  service  cente; 
subsidiaries,  Joseph  T.  Ryerson  &.  Sor 
Inc.  and  J.M.  Tull  Metals  Co.  Inc 
Both  units  cut  steel  to  custome: 
specifications.  Together,  they  pro 
duced  $15.2  million  of  operating  prof 
it  in  the  third  quarter  of  this  year 
more  than  double  the  $7.2  millior 
profit  from  Inland's  steelmaking  oper 
ations.  In  the  first  nine  months  of  this 
year  Inland  has  earned  a  profit  o: 
$85.5  million,  compared  with  a  loss  o 
$10.9  million  in  the  like  period  of  lasi 
year,  and  49%  of  this  year's  profit  ii 
from  Ryerson  and  Tull. 

Like  other  U.S.  steelmakers,  Inlanc 
took  big  losses  when  inexpensive 
high-quality  Japanese  steel  floodec 
the  U.S.  market.  Higher  employmeni 
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IF  YOU'RE  LOOKING  FOR  THE  ONLY  MINI  VAN  THAT  COMBINES 
FRONT-WHEEL  DRIVE  MANEUVERABILITY,  ELECTRONIC  FUEL 
EJECTION,  AVAILABLE  3.0L  V-6  POWER,  SHORT  OR  LONG  WHEEL- 


/70  powertrain  &  7/100  outer  body  rust-through  limited  warranty  at  dealer.  Restrictions  apply.  BUCKLE  UP  FOR  SAFETY. 


ARETDURMEMOS 
SCORING  POINTS 
WITH  YOUR 
EMPLOYEES? 


Mead  INFO*  helps 
your  own  briEiant  ideas  stand  out  from 
the  crowd  And  once  you  have  someone's 
attention,  its  a  lot  easier  to  make  your 
point.  So  look  to  Mead  for  your  memos. 
With  Mead  you  cant  miss. 

fTfead 

Business  Papers 

Mead  feper/Courthouse  Plaza/Dayton,  Ohio  45463 


#1  BESTSELLER 
IN  PRINT 
GETS  RAVE  REVIEWS. 

If  you're  looking  to  make  a  wise 
investment,  you  should  hear  what  the 
experts  are  saying  about  PIP,  the 
world's  largest  business  printer. 

PIP  is  ranked  one  of  "The  200 
Best  and  Brightest  Small  Companies  in 
America"  by  Forbes  magazine  (11/3/ 
86),  and  is  the  first  recipient  of  the 
International  Franchise  Association's 
Franchisor/  Franchisee  Relations  Award . 

The  cash  requirement  is  $32,500, 
which  includes  working  capital. To  find 
out  how  you  can  become  a  success 
story  in  the  franchise  field,  call  toll 
free:  (800)  292-4747.  In  California  call: 
(800)  638-8441  or  (213)  653-8750.  In 
Canada  call:  (800  )  468-6747. Or  write: 
PIP  Printing  Franchise  Sales  Dept., 
P.O.  Box  48002,  Los  Angeles,  CA< 


PRINTING 


This  adwr rising  b  no!  an  offering  An  offering  can  only  be  made  by  a 
prospectus  filed  first  with  (he  slate  of  Newark  Such  filing  does  not  constitute 
approval  by  The  Department  o(  Law 


Cutting  steel  at  Inland's  Joseph  T.  Ryerson  unit 
Custom  service,  higher  margins. 


costs  in  Japan  and  currency  fluctua- 
tions have  since  reversed  the  cost 
advantage,  which  is  now  held  by  the 
U.S.  companies.  But  even  though 
U.S.  steelmakers  are  again  profit- 
able, the  future  remains  dicey,  and 
their  programs  to  improve  efficiency 
have  been  costly  and,  in  many 
cases,  disappointing. 

Inland,  however,  went  to  the  Japa- 
nese for  help.  It  brought  in  a  team  of 
experts  from  Nippon  Steel  Corp.  to 
inspect  its  85-year-old  East  Chicago 
plant.  The  Japanese  recommended 
500  changes,  ranging  from  nits  such 
as  new  coil-handling  techniques  to 
major  revisions  like  changing  the  op- 
eration of  Inland's  hot  strip  mill. 

It  has  been  a  frustrating  period.  Al- 
though the  plant  is  now  considered 
one  of  the  nation's  best,  costs  have 
been  much  higher  than  expected. 
New  casting  machines,  installed  last 
year,  came  with  computer  instruc- 
tions in  Japanese.  And  a  fancy  new 
continuous  annealing  process  is  so  ad- 
vanced that  it  requires  only  five  em- 
ployees to  finish  400,000  tons  of  steel 
annually,  but  the  system  has  been 
plagued  with  shutdowns. 

Luerssen,  a  metallurgist  who  be- 
came chief  executive  in  1984  after  32 
years  with  the  company,  insists  the 
plant  is  improving.  It  takes  4.5  man- 
hours  to  make  a  ton  of  steel  at  the 
plant  now,  compared  with  5.9  man- 
hours  five  years  ago. 

But  the  real  money — and  the  steel 
industry's  best  hope  for  long-term 
survival — is  in  custom  work.  Take 


the  appliance  industry,  where  two 
trends  threaten  commodity  steel 
makers.  Big  manufacturers  such  as 
Whirlpool  Corp.,  which  now  uses 
500,000  tons  of  steel  a  year,  are  using 
more  plastic  in  its  products,  and 
much  of  the  steel  they  still  buy  they 
prefer  to  get  prepainted. 

So  Inland  is  teaming  with  USX 
Corp.  and  an  as-yet-unnamed  steel- 
painting  company  to  build  a  $50  mil- 
lion steel-painting  plant  in  the  Mid- 
west. Whirlpool  buyers  will  be  able  to 
pick  up  the  phone  and  order  a  roll  of 
white  steel,  or  maybe  harvest  gold. 

Inland  is  making  a  similar  bid  in  the 
auto  industry  by  offering  a  steel  al- 
ready coated  with  primer,  the  base 
covering  required  before  an  auto  body 
can  be  painted.  Ford  Motor  Co.  says 
the  product  looks  promising. 

Luerssen  says  that  by  1993  service 
subsidiaries  and  other  non-steel- 
making  operations  should  provide 
half  of  Inland's  revenue.  The  compa- 
ny's newest  deal  continues  the  trend. 
In  a  joint  venture  with  Nippon  Steel 
outside  South  Bend,  Ind.,  Inland  is 
building  a  $400  million  plant,  using 
Japanese  technology  and  financing, 
to  finish  steel  coils  made  at  East 
Chicago.  Potential  customers  are  the 
automotive  and  appliance  indus- 
tries— all  consumers  ready  to  pay  a 
higher  price  for  steel  that  more 
closely  fills  their  needs. 

No  question:  The  U.S.  steel  indus- 
try will  rise  again — but  not  in  the  old 
way.  In  many  ways  Inland  is  in  the 
vanguard.  ■ 
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Still  growing.  And  the  future 
belongs  to  those  who  are 
committed  to  innovation- 
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rbose  steamy  Jordache  and  Guess  jeans  ads  are  pale  stuff  com- 
pared with  the  fight  for  the  loot  among  the  families  that  own  the 
abels.  The  question  is:  Who's  using  the  IRS  to  harass  whom? 


Does  Guess 
have  a  friend 
in  the  IRS? 


you  know  Jordache  and 
Guess  blue  jeans  for  their 
steamy  advertising  with  its 
emphasis  on  tightly  wrapped 
behinds.  Beyond  those  taste- 
:ss  but  catchy  ads  lies  a  vicious  tale 
f  back-stabbing  between  two  of 
merica's  leading  makers  of  so-called 
ssigner  jeans.  These  titans  of  mod- 
m  marketing  have  succeeded  in  per- 
aading  people  everywhere  to  pay  up 
)  $85  for  a  product  that  is  little  differ- 
it  from  the  commodity  jeans  avail- 
ole  at  K  mart  for  $16.  But  never 
lind.  Since  value  is  largely  in  the  eye 
f  the  beholder,  there's  big  money  in 
^signer  jeans. 

The  Jordache  label  is  owned  by  the 
fakash  brothers  of  New  York,  three 
raeli  immigrants.  The  Guess  label 
ras  the  brainchild  of  the  four  Mar- 
iano brothers,  now  of  Beverly  Hills, 
>rmerly  of  Marseilles  by  way  of  Alge- 
a  and  Morocco.  In  July  of  1983  the 
fakashes  bought  one-half  of  Guess 
om  the  Marcianos;  Guess  has  since 
<panded  to  become  the  world's  hot- 
:st  designer  jeans  label. 

Made  rich  beyond  their  dreams, 
lese  two  families  are  now  engaged  in 
vicious  fight  over  the  spoils.  For  the 
ist  three  years  they  have  been  locked 
l  nonstop  litigation  that  is  closer  to 
i  old-fashioned  blood  feud  in  the 
lediterranean  world  than  to  a  busi- 
ess  conflict  in  the  U.S. 

The  Nakashes  charge  the  Mar- 


By  Richard  Rehar 


cianos  with  everything  from  stealing 
funds,  to  stealing  merchandise,  to  de- 
stroying corporate  records,  to  engag- 
ing in  kickbacks.  The  Marcianos,  who 
are  trying  to  rescind  the  deal  that  gave 
half  the  company  to  the  Nakashes, 
charge  their  partners  with  everything 
from  knocking  off  Guess  styles,  to 
breaking  business  promises,  to  sneak- 
ing garments  out  of  the  country  to 
secret  Jordache  business  partners  in 
Panama.  (See  following  story.) 

Now  the  struggle  has  embroiled 
both  the  U.S.  Justice  Department  and 
the  Internal  Revenue  Service.  Repre- 
sentatives of  Jordache  Enterprises 
claim  that  Guess,  Inc.  officials  have 
corrupted  the  powerful  Criminal  In- 
vestigation Division  of  the  IRS'  Los 
Angeles  district  office,  the  largest  in 
the  agency.  Jordache  says  Guess  peo- 
ple are  using  the  federal  investigators 
to  harass  Jordache.  Paul  Marciano,  the 
Guess  spokesman,  dismisses  the  alle- 
gations as  "garbage."  Meanwhile,  in 
New  York,  acting  on  information  sup- 
plied by  the  Guess  folks,  a  grand  jury 
is  looking  into  charges  against  the 
Jordache  people. 

What  was  squealed  to  whom?  The 
Marcianos  told  the  feds  about  alleged 
Nakash  offenses,  such  as  tax  evasion 
and  customs  quota  fraud.  The  Na- 
kashes countered  that  the  Marcianos 
operated  a  multimillion-dollar  kick- 


back scheme  that  itself  constituted 
tax  evasion,  a  charge  that  is  echoed  by 
former  Guess  executives. 

Officials  of  the  IRS  refuse  to  com- 
ment, citing  "disclosure  rules"  that 
prevent  any  IRS  official  from  publicly 
discussing  internal  matters,  under 
penalty  of  fine  and  imprisonment. 
But,  Forbes  has  learned,  the  IRS  is 
taking  seriously  Jordache's  claim  that 
Guess  is  using  the  IRS  to  make  trou- 
ble for  it. 

The  IRS'  Internal  Security  Division, 
a  secretive  body  possessing  wide  in- 
vestigative powers,  has  become  in- 
volved. According  to  one  of  the  divi- 
sion's top  officials,  Keith  Kuhn,  act- 
ing chief  for  the  Investigations  Branch 
in  Washington,  the  unit  is  focusing  on 
the  chief  of  the  Los  Angeles  office's 
Criminal  Investigation  Division. 
That  individual  is  Ronald  Saranow, 
widely  regarded  as  one  of  the  most 
powerful  career  officials  in  the  IRS. 

The  U.S.  Justice  Department  is  also 
looking  into  the  matter.  By  March  of 
1987  a  Los  Angeles  federal  grand  jury 
had  begun  hearing  evidence  of  kick- 
backs and  tax  evasion  by  the  Mar- 
cianos of  Guess.  The  assistant  U.S. 
attorney  presenting  evidence  to  the 
grand  jury,  James  Berliner,  has  now 
widened  his  probe  to  focus  as  well 
on  possible  corruption  inside  the 
IRS'  Los  Angeles  office.  It  is  not 
known  whether  Berliner,  who  re- 
fused to  comment  on  the  matter,  is 
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The  brothers  Marciano:  ( above,  from  left )  Maurice,  Georges,  Annand-  Paul  ( below ) 
Their  relationship  with  the  IRS  can  only  be  described  as  extraordinary. 


presenting  that  evidence  to  the  grand 
jury  as  well. 

What's  going  on  here?  At  a  mini- 
mum, this  is  a  case  of  antagonists 
using  government  agencies  to  harass 
one  another.  At  worst,  it  is  a  case  of 
money,  big  money,  possibly  corrupt- 
ing government  officials. 

Tlhe  situation  is  so  bad  that  IRS  in- 
ternal security  officials  in  Wash- 
ington now  fear  that  the  New  York 
grand  jury  probe,  begun  on  the  basis  of 
information  supplied  by  the  Mar- 
cianos,  may  be  a  by-product  of  the 
corruption  in  Los  Angeles.  A  raid  con- 
ducted by  New  York  IRS  agents 
against  the  Nakashes  in  January  of 
1986  netted  450  boxes  of  documents 
and  1,350  computer  tapes.  However, 
neither  the  IRS  nor  the  Justice  Depart- 
ment has  yet  charged  Jordache  or  the 
Nakashes  with  anything. 

Beyond  the  immediate  questions  of 
criminality  involved,  the  fight  high- 
lights a  larger,  more  compelling  con- 
cern: the  public  accountability  of  the 
Internal  Revenue  Service.  At  93,000 
employees,  the  IRS  is  the  largest  non- 
defense-related  department  of  the  fed- 
eral government.  But  of  them  all,  the 
IRS  may  be  subject  to  the  least  effec- 


Rockv  Thies 


tive  outside  oversight.  Says  Jay  Weill, 
chief  of  the  tax  division  of  the  U.S. 
Attorney's  Office,  San  Francisco, 
"Getting  information  out  of  the  IRS  is 
very,  very  difficult." 

The  situation  has  come  about  as  a 
result  of  post-Watergate  legislative  re- 
forms designed  to  prevent  the  leaking 
of  tax  returns  to  government  officials 
seeking  to  harass  political  enemies. 
To  prevent  them  from  getting  such 
information,  the  Tax  Reform  Act  of 
1976  made  it  a  federal  crime,  punish- 


able by  five  years  in  prison  and  $5,000 
in  fines,  for  an  IRS  employee,  either 
present  or  past,  to  divulge  any  tax 
"return"  or  "return  information"  to 
anyone  outside  the  IRS. 

As  interpreted  by  the  IRS,  that  pro- 
hibition effectively  blocks  its  employ- 
ees from  discussing  not  just  tax  re- 
turns or  tax  investigations  but  virtu- 
ally any  aspect  of  the  IRS'  operations. 
The  theory  is  that,  one  way  or  anoth- 
er, everything  that  goes  on  inside  the 
IRS  ultimately  involves  someone's 
tax  return.  Says  Gloria  Gooding,  an 
IRS  lawyer  in  Los  Angeles,  "Whether 
or  not  there  is  even  an  investigation,  I 
could  not  tell  you." 

It  is  the  IRS'  very  inaccessibility  to 
the  outside  world  that  makes  the 
agency's  involvement  in  the  Guess 
versus  Jordache  fight  so  suspect. 

Consider  the  protagonists.  The 
North  African-born  Marciano  broth- 
ers— Georges,  Maurice,  Paul  and  Ar- 
mand — arrived  in  the  U.S.  as  tax  debt- 
ors from  France  in  1981  (their  tax  bill, 
a  reported  9  million  francs,  was  set- 
tled last  year). 

The  Israeli-born  Nakashes  also 
have  shadows  in  their  past.  Avi  Na- 
kash  admitted  to  Forbes  that  Jor- 


loe  brothers  Nakash:  (from  left)  Joseph,  Ralph  and  Avi 

The  Marcianos  accuse  them  of  cheating,  lying  and  stealing.  And  worse. 


Nora  Feller 


lache  has  engaged  in  "undervaluing 
;arments,"  a  widespread  industry 
)ractice  designed  to  reduce  customs 
luties  on  imported  goods. 

Once  these  two  clans  came  into 
conflict,  using  the  IRS  to  blacken 
:ach  other  seemed  almost  inevitable, 
iut  in  so  doing,  the  Beverly  Hills- 
)ased  Marcianos  appear  to  have 
ichieved  a  degree  of  intimacy  and  co- 
)peration  with  the  Criminal  Investi- 
gation Division  of  the  IRS'  Los  Ange- 
es  office  that  can  only  be  described  as 
ixtraordinary.  During  the  three-year 
period  that  began  in  the  autumn  of 
[984,  court  depositions,  documents 
ind  interviews  indicate  that: 

•  Criminal  Investigation  Division 
igents  in  three  IRS  district  offices 
Dallas,  Los  Angeles  and  Laguna  Ni- 
ruel,  Calif.)  attempted  to  open  and 
jursue  criminal  investigations  based 
m  information  supplied  by  the  Na- 
tashes  about  Marciano-orchestrated 
dekbacks.  Twice  the  probes  were 
lowngraded  to  less  serious  civil  cases, 
it  least  once  following  direct  inter- 
vention by  Los  Angeles  CID  officials. 

•  The  two  top  CID  officials  in  the 
^os  Angeles  IRS  office,  Ronald  Sar- 
tnow  and  his  deputy,  branch  chief 


Howard  Emirhanian,  were  rumored  to 
have  received  lucrative  job  offers  from 
the  Marcianos  even  as  the  Marcianos 
were  supplying  Saranow  with  anti- 
Nakash  information.  The  rumors 
were  not  baseless.  In  August  of  1986 
Emirhanian  retired  from  the  IRS  and 
joined  Guess  as  its  director  of  securi- 
ty, a  specially  created  position. 

•  Los  Angeles  CID  officials  have 
figured  in  at  least  two  cases  of  appar- 
ent intimidation  of  Marciano  ene- 
mies. In  one  instance,  a  former  Jor- 
dache  employee  has  told  federal  offi- 
cials that  two  CID  agents 
unexpectedly  turned  up  at  his  office 
one  day  last  year  and  "threatened  to 
destroy  my  business"  unless  he  testi- 
fied to  instances  of  alleged  Nakash 
wrongdoing.  In  another  instance,  a 
Guess  licensee  who  sued  the  Mar- 
cianos in  1985  suddenly  found  him- 
self the  target  of  a  Los  Angeles  CID 
investigation.  The  licensee  tells 
Forbes  that  the  probe  ended  within 
days  of  his  dropping  his  suit  last  April. 

•  Los  Angeles  CID  officials  appar- 
ently moved  with  speed  to  grant  im- 
munity to  the  Marcianos  once  a  crim- 
inal case  against  them  began  to 
emerge. 


•  No  sooner  did  the  Los  Angeles 
grand  jury  begin  receiving  evidence 
against  the  Marcianos  than  CID  chief 
Saranow  was  talking  openly  about  the 
possibility  of  retiring  from  the  Ser- 
vice. In  February  1987  Saranow  tele- 
phoned a  former  subordinate  now  in 
charge  of  the  Laguna  Niguel  CID, 
where  the  case  had  been  moved,  and 
made  some  unsubtle  inquiries  about 
the  status  of  the  investigation.  The 
query  was  promptly  relayed  to  Wash- 
ington Internal  Security  and  later 
characterized  by  officials  there  as  ev- 
erything from  "inappropri-  _ 
ate"  to  "a  possible  attempt  Mfc*. 
at  influence."  fl 

What  have  investigators 
done  about  all  this?  So  far,  ^ 
not   much.   Assistant  U.S. 
Attorney  fames  Berliner  has 
said:  "If  it  [an  internal  inves- 
tigation] can't  be  done  in  Los  Angeles, 
it  will  be  done  in  Laguna  Niguel.  If  it 
can't  be  done  in  Laguna  Niguel,  it  will 
be  done  outside  southern  California. 
But  it's  going  to  be  done,  it  has  to  be 
done,  and  I'm  going  to  make  sure  it 
gets  done." 

But  so  far  little  has  happened.  A 
number  of  key  witnesses  have  not 


Pockets  of  pursuit 


even  been  called  by  the  U.S.  Attor- 
ney's office  in  Los  Angeles  to  testify. 
Among  them:  William  Merrigan,  a 
former  Mitsui  Manufacturers  Bank 
accounts  officer  for  Guess  during  the 
period  of  the  Marcianos'  alleged  kick- 
back scheme  (Merrigan  later  went  to 
work  for  Guess);  bank  records  of  vari- 
ous shell  corporations  for  which  he 
was  accounts  officer,  and  which  were 
connected  to  the  kickbacks,  are  now 
missing. 

The  investigation  to  date  seems 
both  clumsy  and  plodding.  The  wom- 
an approved  by  Washington  to  con- 
duct the  Saranow  probe,  Los  Angeles- 
based  Internal  Security  official  Debo- 
rah Jones,  was  widely  rumored  to  be 
socially  close  to  Saranow  even  before 
the  investigation  began.  This  has 
made  the  situation  very  difficult  for 
her  deputy,  Russell  Davis,  who  has 
been  doing  most  of  the  investigating. 
Referring  to  what  he  has  called  "my 
biggest  frustration,"  Davis  has  fretted 
to  others  that  people  refuse  to  talk  to 
him  because  they  fear  that  what  they 
say  might  filter  back  to  Saranow. 

What  does  Saranow  himself  have  to 
say  of  the  matter?  Although  he  admit- 
ted to  Forbes  to  "socializing"  with 
the  Marcianos,  the  interview  at  his 
Los  Angeles  office  was  qu'ckly  termi- 
nated by  two  IRS  officials  who  pre- 
sented Forbes  with  a  28-page  photo- 
copy of  IRS  disclosure  rules.  Later, 


when  Forbes  pressed  further,  an  IRS 
spokesman  in  Washington,  Larry  Bat- 
dorf,  said,  "No  IRS  employee  can 
comment  on  any  open  case,"  and 
warned  Forbes  to  cease  making  in- 
quiries outside  Washington. 


Confusing?  Very.  The  only  two 
things  clear  are:  1)  that  there  is  some- 
thing rotten  in  IRS-land  and  2)  behind 
their  phony  glamour,  Guess  and  Jor- 
dache  are  driven  by  viciousness  and 
greed.  ■ 


The  Marcianos  drink  Perrier,  the  Nakashes 
drink  club  soda.  But  when  it  comes  to  each 
other,  it's  blood  on  the  rocks. 

An  eye  for  an  eye 


Guess,  Inc.  is  run  by  three  of  the 
four  Marciano  brothers,  Georges, 
40,  Maurice,  38,  and  Paul,  35.  Sons  of 
a  French  rabbi,  the  brothers  are  re- 
markably alike,  clones  almost.  They 
like  to  strut  around  Beverly  Hills  in 
open-necked  shirts,  Rolex  watches 
and  clouds  of  cologne. 

Their  antagonists,  the  three  Na- 
kash  brothers,  are  also  clonish,  but 


from  a  different  mold.  Joseph,  44, 
Ralph,  43,  and  Avi  Nakash,  41,  live  on 
a  more  modest  scale  in  the  New  York 
borough  of  Queens.  When  the  Mar- 
cianos travel,  they  take  a  chartered 
747  jet,  stocked  with  food  from  Rex, 
Los  Angeles'  priciest  restaurant.  The 
Nakash  brothers  enjoy  munching  a 
corned  beef  on  rye  at  George  &  Sid's 
delicatessen  in  Brooklyn.  The  Mar- 
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Tandy  Computers: 
Because  there  is 
no  better  value.™ 


1400  IT 


A  price  breakthrough 
in  dual-disk  MS-DOS® 
portable  computers* 

Introducing  a  portable  computer  that  is  a  true 
PC  compatible.  With  a  removable  rechargeable 
battery  pack  built  in,  the  Tandy  1400  LT  is  per- 
fect for  people  on  the  go — like  busy  executives, 
sales  personnel  and  journalists.  Or  you  can  use  it 
in  your  office  like  a  desktop  computer. 

The  8088-equivalent  microprocessor  has  a  7.16 
MHz  clock  speed  (vs.  4.77  MHz  for  most  other 
PC-compatible  portables).  Standard  equipment 
includes  two  720K  3lh"  built-in  disk  drives  and 
768K  RAM— ample  memory  to  run  today's  pow- 
erful MS-DOS  based  programs. 

The  Tandy  1400  LT  features  a  high-quality 
backlit  liquid  crystal  display.  The  80-character  by 
25-line  resolution  gives  you  the  same  display  as 
a  full-sized  monitor.  And  it's  remarkably 
clear,  thanks  to  the  latest  "supertwist" 
LCD  technology. 

The  Tandy  1400  LT  also  includes  a 
parallel  printer  adapter,  RGB1  and 
composite  monitor  outputs,  a  real- 
time clock  and  an  RS-232C  serial 
interface.  You  even  get  MS-DOS  3.2 
and  GW-BASIC. 

Come  to  your  local  Radio  Shack  and  see  the 
new  Tandy  1400  LT-only  $1599.  (25-3500) 


Send  me  a  new   Name  — 
1988  computer  c 
catalog. 


Address  

Mail  To  Radio  Shack 

Dept  88-A-834  City  Stale  . 

300  One  Tandy  Center 

Fort  Worth,  TX  76102  ZIP  


Phone . 


Radio  /hack 

The  Technology  Store 

A  DIVISION  OF  TANDY  CORPORATION 


cianos  drink  Perrier,  the  Nakashes 
drink  club  soda. 

Yet,  as  business  people,  the  Mar- 
cianos  and  Nakashes  have  a  common 
style — if  style  is  the  right  word.  Both 
families  have  hired  corporate  investi- 
gators to  dig  up  dirt  on  each  other — 
Kroll  Associates  for  the  Marcianos 
and  "intelligence  consultant"  Octa- 
vio  Pena  of  Lynch  International,  Inc. 
for  the  Nakashes.  Each  side  has  ac- 
cused the  other  of  stealing  from  them, 
of  lying  and  of  cheating  their  business 
partners  and  associates.  The  Na- 
kashes have  even  accused  the  Mar- 
cianos of  having  one  of  Guess'  own 
employees  beaten  up  for  talking  to 
Nakash  lawyers. 

Says  Avi  Nakash  of  his  foes,  "I  have 
pity  for  them.  They  are  very,  very  sick 
people." 

Retorts  archrival  Georges  Mar- 
ciano,  "I  just  believe  God  is  with  us." 

To  the  gossipy  rag  trade,  it  is  at 
once  delightful  and  disgusting  to 
watch  the  industry's  two  leading  pur- 
veyors of  designer  jeans  mud-wrestle 
like  this  in  public.  They  tackle  their 
feud  with  the  same  gusto  they  tackle 
business  problems. 

How  did  the  fight  begin?  In  1977 
the  Nakashes  took  $120,000  in  insur- 
ance money  after  their  Brooklyn 
clothing  store  burned  down  and 
turned  it  into  "the  Jordache  look"  by 
manufacturing  stylish  jeans  and  by 
spending  heavily  on  ads  so  blatantly 
sexual  that  TV  networks  and  newspa- 
pers at  first  refused  to  carry  them.  By 
1983  the  fordache  look  was  racking  up 
$280  million  in  sales  annually,  phe- 
nomenal for  the  garment  industry. 

Emulating  the  Nakashes,  the  Mar- 
cianos launched  Guess  with  an  even 
more  lurid  ad  campaign.  Impressed, 
the  Nakashes  bought  half  of  the  Mar- 
cianos' company  for  $4.8  million.  The 
advertising  went  into  high  gear,  cater- 
ing to  teenage  cravings  for  sex,  power, 
attention  and  self-love.  Jordache  sales 
started  to  sag  while  Guess  revenues 
shot  up.  Guess  this  year  will  gross 
more  than  $350  million,  with  profits 
of  about  $100  million,  a  stunning 
30%  margin. 

Marciano  advertising  is  electric  not 
only  with  sexuality  but  with  an  im- 


HluMniuons  bv  Ridi  Grole 


Guess  referee  Richard  Schauer  in  his  Los  Angeles  office 
Even  a  retired  judge  is  being  pulled  into  the  mud. 


plicit  brutality  and  exhibitionism  as 
well.  Mesmerized  by  the  magnitude 
of  the  sums  involved,  the  two  sets  of 
brothers  have  now  stepped  right  out 
of  their  advertising  and  into  real  life. 
You  want  images  of  power  and  ten- 
sion with  an  undercurrent  of  fear  and 
even  paranoia?  Visitors  to  Guess'  cor- 
porate offices  in  downtown  Los  Ange- 
les earlier  this  year  would  have  seen 
gun-toting  ex-commandos  from  the 
Israeli  army  roaming  the  halls.  The 
troopers  are  now  gone,  but  paper 
shredders  remain  everywhere,  and 
employees  are  under  tacit  orders  nev- 
er to  commit  anything  to  writing  un- 
less absolutely  necessary. 

At  Jordache  the  situation  is  not 
much  better,  with  the  Nakash  broth- 
ers regularly  having  their  offices 
swept  for  electronic  bugs.  (Some  Na- 
kash people  found  a  wire  not  long  ago 
and  now  show  it  off  to  visitors  as  a 
kind  of  war  trophy.)  Inquiries  from 
the  press  are  instantly  seen  by  both 
sides  as  covert  attempts  by  the  ene- 
my to  infiltrate  their  organization. 

No  one  is  more  exasperated  by  all 
this  than  California  Superior  Court 
Judge  Norman  Epstein.  He  has 
been  presiding  over  the  litigation 
since  the  Marcianos  filed  what  is 
now  the  current  suit  in  Los  An- 


geles in  1984.  Since  then,  Judge  Ep- 
stein has  variously  ordered  one  side  or 
the  other  to: 

•  Stop  shredding  documents. 

•  Stop  spying  on  the  enemy. 

•  Stop  dipping  into  corporate  funds 
without  board  permission. 

•  Stop  blocking  access  to  the  corpo- 
rate books. 

•  Stop  stonewalling  questions  in 
court  depositions. 

Equally  exasperated  is  retired  Judge 
Richard  Schauer,  who  was  assigned 
by  Epstein  in  1985  to  serve  as  Guess' 
tie-breaking  seventh  board  member. 
Even  Schauer  has  been  accused  of  be- 
ing paid  off,  which  he  denies.  Yet  is  he 
surprised  by  the  charge?  Answers  he, 
"In  a  case  of  this  dimension,  it  would 
not  be  unexpected." 

Meanwhile,  related  court  actions 
have  stretched  all  the  way  from  Hong 
Kong  to  Delaware.  Legal  fees  are  cur- 
rently running  around  $7  million  an- 
nually for  both  sides,  and  few  expect 
the  case  to  get  to  trial  before  the  end 
of  the  decade,  if  then.  Says  one  of  the 
attorneys  in  the  case,  "This  is  not  just 
war,  this  is  total  war.  Take  no  prison- 
ers. There  is  not  an  issue  that  has  not 
been  filed.  This  is  litigation  at  its 
worst."  In  fact,  it  is  business  at  its 
worst. — R.B. 
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j  INTRODUCING 
A  BUSINESS 
HOTEL  THAT 
FEELS  LIKE  A 
FRENCH  INN. 

If  you're  like  a  lot  of  business 
travelers,  the  more  you  travel  the 
tougher  it  is  to  distinguish  one  hotel 
from  another.  When  we  brought  our 
French  hotels  stateside,  we  focused 
on  the  demands  of  the  American 
business  traveler  without  losing  our 
tradition  of  French  hospitality.  From 
our  greeting  of  Bonjour  when  you 
arrive  to  the  French  bread  baguette 
we  send  you  off  with  when  you  leave, 
we'll  take  you  far  away  from  the 
feeling  of  other  business  hotels. 
Maybe  all  the  way  to  France. 

Houston 

At  Intercontinental  Airport 
Minneapolis 
At  International  Airport 
Toledo 

Downtown  on  the  Riverfront 
Miami 

At  International  Airport 
Chicago 
At  O'Hare  Airport 
San  Francisco  Bay 

At  Redwood  Shores 
Los  Angeles 

Opens  Spring  '88 

For  reservations,  call  Resinter, 
1-800-221-4542. 


Hotel  SofiteF 


USA 


A  .worldwicie  quality  service  o 
Africa 


WE'VE  ADDED 
LIFE  TO 
THE  XEROX 
FINANCIAL 
MACHINE. 


XEROX*  and  THE  FINANCIAL  MACHINESM 
are  marks  of  XEROX  CORPORATION 
Mn  California.  Xerox  Financial  Life  Insurance  Company, 


There's  a  new  generation  of  life  insur- 
ance and  annuities.  From  Xerox  Financial 
Services  Life?  A  compelling  combination  of 
guaranteed  protection,  long-term  income, 
and  market  sensitive  opportunities  for 
growth. 

And  it's  one  of  the  mechanisms  you  can  use 
to  harness  the  power  of  The  Financial 
Machine. 

In  addition  to  life,  we  offer  insurance  pro- 
tection for  auto,  home  and  business  from 
Crum  and  Forster;  unit  investment  trusts  and 
^mutual  funds  from  Van  Kampen  Merritt; 
equity  research,  brokerage  and  investment 
banking  from  Furman  Selz;  and  the  ability  to 
lease  anything  from  a  jumbo  jet  to  a  Xerox 
document  processor  through  Xerox  Credit 
Corporation. 

It's  a  powerful  network  that's  geared  to 
help  you  succeed.  In  business.  And  in  life, 
t  It's  Xerox  Financial  Services. 


XEROX 

FINANCIAL  SERVICES 


E  FINANCIAL  MACHINE 


With  over  $60  million  to  invest  every  work- 
ing day,  Prudential  Insurance  s  appetite 
or  risk  is  growing. 


fi 


Every  risk  has 
its  price 


By  Richard  Greene 


T|  he  Prudential  Insurance  Co. 
of  America,  the  biggest  insur- 
ance company  in  the  U.S.,  is 
awash  in  money.  With  total  assets 
now  approaching  $160  billion,  Pru- 
dential must  invest  over 
$60  million  in  new  money 
every  working  day.  Park- 
ing that  money  in  Trea- 
surys  for  long  is  unthink- 
able, since  much  of  it 
comes  from  the  sale  of  in- 
surance products  with 
competitive  interest 
rates.  "When  our  money 
is  in  Treasurys,  it's  a 
break-even  operation  at 
very  best,"  concedes 
Homer  Rees,  managing  di- 
rector for  capital  markets 
at  Newark,  N.J. -based 
Prudential,  "and  likely  a 
loss." 

Even  a  wildly  uncertain 
stock  market  probably 
won't  slow  down  the  in- 
flux of  capital.  "The  sale 
of  insurance  seems  to  go 
along  on  a  pretty  steady 
pace  even  when  you  have 
ups  and  downs  in  the 
economy,"  says  Rodney 

W.  Reynolds,  senior  man-  

aging  director  of  Prudential's  Capital 
Markets  Group. 

Much  of  the  new  money  will  be 
placed  almost  routinely,  of  course,  in 
the  usual  way — highly  liquid  mort- 
gages, corporate  and  U.S.  bonds,  with 
maturities  and  interest  rate  structures 
carefully  matched  to  the  promises 
Prudential  has  made  to  its  policy  and 
annuity  holders.  The  harder  part  now 
is  in  the  private  placement  business, 
long-term  money  Prudential  has 
learned  to  commit  with  a  flair  that 


gives  lie  to  old  notions  about  insur- 
ance companies  as  stodgy  plodders. 

The  private  placement  business 
now  in  Prudential's  portfolio  is  bigger 
than  most  banks' — some  $30  billion 
worth.  The  firm  influences  the  de- 
ployment of  billions  more  in  mutual 


ment  money  is  a  lot  like  elective  su 
gery  for  many  firms — they  could  ha1 
the  operation  now,  but  it  could  al: 
wait  until  next  year. 

But  even  when  the  stock  mark 
calms  down,  the  private  placeme: 
market  will  not  be  the  same.  Comp 
tition  from  Metropolitan  Life,  Equit 
ble  and  other  major  insurance  comp 
nies  long  active  in  private  placemen 
is  an  old  story.  What's  new  is  tl 
number  of  smaller  insurance  comp 
nies  now  able  to  make  the  kind  of  b 
$25-million-to-$50-million  deals  th 
were  once  the  giants'  exclusive  pro 
ince.  Investment  bankers,  the  pnn 
source  for  private  placement  dea 
are  a  bit  surprised,  but  they  couldr 
be  more  pleased.  Says  Thomas  Ke 
veney,  head  of  First  Boston's  priva 
placement  group:  "You  can  put  t 
gether  a  really  big  deal  just  out 
Chicago  now,  for  Pete's  sake." 

Nor  does  the  competition  end  wi 
insurance  companies.  Says  Marc 
Dash,  who  heads  Goldman,  Sacr 
private  markets  group:  "A  number 
new  players  have  come  in — forei] 


IjuJio  Fdin>>erG<immd  Lia 


Prudential  managing  director  of  capital  markets  Homer  Rees 
"The  terms  of  the  deals  are  all  eroding." 


fund  assets  in  its  care.  Deal  after  deal 
seemed  to  come  Prudential's  way  in 
the  last  couple  of  years — $800  million 
of  the  $3.7  billion  involved  in  taking 
Macy's  private;  $650  million  to  take 
CBS'  magazine  group  private;  saving 
Diamond  Shamrock  from  T.  Boone 
Pickens  by  picking  up  a  $300  million 
issue  of  preferred  stock. 

Those  now  seem  like  the  good  old 
days.  The  gyrating  stock  market  is 
one  factor,  of  course,  scaring  off  pro- 
spective  borrowers.   Private  place- 


sources,  credit  comp 
nies,  commercial  ban 
doing  more  direct  priva 
placement." 

On  top  of  all  this,  coi 
panies  in  a  hurry  for  mo 
ey,  once  heavily  depe 
dent  on  private  plac 
ments,  are  able  to  g 
financing  in  public  mj 
kets — overnight  if  th 
have  Section  415  sh< 
registrations.  And  ev< 
those  with  so-so  crec 
ratings  can  look  to  jun 
bond  merchants. 

For  all  these  reasor 
Prudential  now  faces 
borrower's  market.  Tho 
with  attractive  propo: 
tions  in  hand  are  not  a 
cepting  the  kind  of  iro 
clad  covenants  Prudent] 
has  grown  accustomed 
exacting — precisely  tl 
covenants  that  made  tl 
private  placement  mark 

  an  attractive  one  for  P 

in  the  first  place.  "The  terms  of  tl 
deals — the  call  protection,  defai 
protection  and  the  spread  over  Tre 
surys — are  all  eroding,"  Rees  admit 
One  solution,  of  course,  is  to  i 
strain  the  flow  of  cash  into  the  cor 
pany.  Prudential  has  done  some 
that  by  cutting  back  the  sales  effc 
behind  its  guaranteed  investme 
contracts — such  as  fixed  rate  three-t 
ten  year  annuities — which  brought 
some  $7.8  billion  in  1986.  The  insur 
will  sell  only  about  $5  billion  wor 
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VHEN  you  first  handle  a  Patek  Philippe,  you  become 
aware  that  this  is  a  watch  of  rare  perfection, 
i  know  the  feeling  well.  We  experience  a  sense  of 
de  every  time  a  Patek  Philippe  leaves  the  hands  of 
r  craftsmen.  For  us  it  lasts  a  moment  —  for  you, 
ifetime. 

j  made  this  watch  for 
u  —  to  be  part  of  your 
i  —  because  this  is  the 
y  we've  always  made 
tches. 

id  if  we  may  draw  a  con- 
ision  from  five  genera- 
ns  of  experience,  it  will 
this:  a  Patek  Philippe 
esn't  just  tell  you  the 
\e,  it  tells  you  something 
out  yourself. 


PATEK  PHILIPPE 

GENEVE 


For  a  presentation  of  the  new  Patek  Philippe  timepieces  available  in  1987, 
please  send  $  3  -  or  for  a  brochure  of  current  styles  write  to, 
Patek  Philippe,  10  Rockefeller  Plaza,  Suite  629  -  F,  New  York.  N  Y  10020 


Now  Compare 


"  


Around  the  world  the  Olympia 
name  is  a  standard  for  compari- 
son. Here  it's  IBM. 

So  we  invite  you  to  make  an 
international  comparison.  Put  the 
best  up  against  the  best. 

Olympia  typewriters  have  long 
been  known  for  durability  and 
reliability.  Our  newest  electronics 


continue  the  heritage.  But  we've 
added  all  those  hi-tech  features 
that  make  typing  easier  and  yoi 
office  more  productive. 

More  than  1,200  dealers  in  the 
U.S.  and  Canada  help  you  plan 
your  purchase,  train  your  staff 
and  give  you  fast,  expert  servic 
And  since  Olympia  has  made 


All  Two! 


OLYMPIA 


ypewriters  for  generations,  you 
<now  our  company  and  our 
dealers  will  be  around  long  after 
Dthers  have  come  and  gone. 

Company  to  company,  product 
o  product,  service  to  service: 
:ompare  all  two.  IBM  may  lose 
lone  of  its  lustre,  but  Olympia  can 
Drove  the  better  buy. 


OLYMPIA  ft 

The  Competition 

Advanced  Engineering  from  Germany 


How  to  Buy 
Electronic 
Typewriters 
with 

|M  Your  Head, 


i  Your  Heart 


33  and 

V  Your  Hands. 


OLYMPIAO 


Call  1-800-524-2541  for  this  fact-filled  brochure  on  how 

to  assess  office  typing  needs,  rate  various  machines 
and  get  the  name  of  your  local  Olympia  dealer 
Or  send  this  coupon  to: 

Olympia,  Box  22,  Dept.  Adv.,  Somerville,  NJ  08876 
or  Olympia,  58  Prince  Andrew  Place, 
Don  Mills,  Ontario  M3C  3A2. 

Name  


Phone ( 


Company- 

Address  

City  


.State. 


.Zip  Code_ 


Special  typing  problems  I  need  to  solve . 


I  plan  to  make  a  typewriter  purchase  in . 


bUKU  MOi  y 

ITALIANS 

READ  IT 
FRST. 


la  Repubblica 


kcvuWl  FDiANZA 


[r_  la  Repubblica 

Sekidice  '■""'""'"'•'"•'■'••""I'^-'t  >| 

Gorbariov  Un '  esploratore  |  'SU"  j 

tinttn  •   .     f      w     »,r  ■  ■  ' 


WE'D  LIKE  TO 
REMIND  YOU 

THAT  THE 
UNCENSORED 
CONTENT 
OF  THIS 
MAGAZINE 
IS  MADE 
POSSIBLE 
BY  THE 
CONSTITUTION 

OF  THE 
UNITED  STATES. 

THE 
CONSTITUTION 

The  words  we  live  by 


To  leain  more  about  the  Constitution  write  Con  ■■■■ 

stitution.  Washington.  D.C.  2o^qq.  The  Commis-  FiTi! 
n  the  Bicentennial  ofThc  U.S.  Constitution  CoUTCtI 


How's  Bayou? 


Why  should  investment  bank- 
ers bring  a  private  placement 
deal  to  Prudential  rather  than  a 
commercial  bank?  Garnett  Keith, 
Prudential's  vice  chairman,  has 
one  answer:  "Many  of  them  don't 
craft  the  deals  as  well  as  we  do." 

For  a  study  of  "craft"  in  action, 
consider  the  $80  million  buyout  in 
September  1986  of  Bayou  Steel,  a 
minimill  in  Louisiana.  A  state- 
owned  Austrian  company  had  tried 
unsuccessfully  for  years  to  operate 
this  state-of-the-art  mill.  Then  last 
year  Howard  Meyers,  owner  of  sev- 
eral other  minimills,  decided  to 
take  it  over  and  turn  it  around  with 
the  help  of  First  Boston,  which 
took  the  proposition  to  Prudential 
Insurance.  The  paperwork  landed 
on  the  desk  of  Arthur  Powell,  32,  a 
Harvard  M.B.A.  and  a  Prudential 
vice  president. 

Powell,  a  stocky,  quick-thinking 
man  who  says  he  "makes  more 
than  I  ever  thought  I'd  be  making 
at  this  age,"  had  some  background 
in  Meyers'  business.  He  had 
worked  on  other  financings  for 
minimills  in  his  three  years  as  a 
vice  president  at  Prudential.  "I 
could  talk  the  same  language  with 
Howard  Meyers  about  steel  as  he 
could  with  the  guys  who  were  run- 
ning the  plant,"  Powell  says.  "So, 


working  with  First  Boston  and 
Meyers,  we  ended  up  structuring  a 
private  deal  with  an  obligation  on 
the  part  of  the  companies  to  latei 
turn  it  into  a  public  bond  offering." 
That  way  the  bonds  in  Prudential's 
portfolio  would,  in  time,  be  as  liq- 
uid as  if  it  had  bought  publicly 
traded  bonds,  yet  Meyers  would 
have  the  advantage  of  getting  his 
money  within  a  few  weeks. 

Prudential  was  interested  in 
lending  Meyers  $35  million  it- 
self— the  rest  came  from  other 
lenders — but  it  was  a  little  skit- 
tish. "We  had  been  talking  about 
an  unsecured  deal  with  a  rate  of 
about  15.5%,"  says  Powell.  "But 
then  we  started  thinking  that  this 
was,  after  all,  a  turnaround  situa- 
tion, and  the  feeling  was  that  we 
ought  to  have  a  mortgage  on  the 
plant.  That  way,  if  the  new  man- 
agement couldn't  make  it,  we 
could  sell  the  plant. 

"We  went  back  with  that,"  Pow- 
ell says.  "But  nobody  is  happy 
about  giving  a  mortgage  away,  so 
we  negotiated  a  lower  interest 
rate — 14.75%."  Good,  but  not  good 
enough.  "Then  we  put  in  a  finan- 
cial test  whereby  the  mortgage 
could  disappear  if  the  company  did 
well  enough  over  the  next  years." 

Done.— R.G. 


this  year,  although  it  could  sell  bil- 
lions of  dollars  more  if  it  wanted  to. 
Says  Garnett  Keith,  Prudential  vice 
chairman:  "The  spreads  weren't  at- 
tractive enough  to  make  us  want  to 
keep  taking  in  as  much  money." 

But  Prudential  can't  cut  back  much, 
particularly  in  consumer  product  lines. 
Competitors  will  pick  up  the  slack,  and 
never  give  it  back. 

The  solution,  according  to  Keith,  is 
to  take  bigger  risks  than  much  of  the 
competition  are  game  for.  Deals  like 
CBS  and  Diamond  Shamrock  clearly 
show  that  the  Pru  has  the  stomach  for 
risk-taking.  As  a  mutual,  it  has  no 
fearful  stockholders  to  appease,  no 
raiders  to  fear  should  it  miscalculate. 

Above  all,  there  is  Prudential's  im- 
mense size — at  least  $40  billion  bigger 
than  Metropolitan  Life,  the  number 
two  insurance  company.  Not  only  can 
it  absorb  the  biggest  loans  in  the  busi- 
ness, without  toppling  its  balance 
sheet,  it  also  has  resources  that  allow  it 
to  examine  every  deal  from  every  angle . 

Prudential  may  even  be  helped  by 


the  chaos  in  the  equities  markets.  Just 
a  few  weeks  ago,  Keith  claimed  to  be 
backing  away  from  the  riskier  private 
placements  because,  as  he  said,  "It's 
not  sensible  to  take  risks  at  the  end  of 
a  bull  market,  when  everyone  thinks 
trees  grow  in  the  sky.  That's  when 
you  should  be  selling  your  risks  out 
into  that  market.  For  example,  while 
we've  continued  to  invest  in  LBOs, 
the  rate  of  our  selling  has  accelerated 
rapidly  too.  Last  year  we  bought  $3 
billion  in  LBOs  and  sold  $2  billion, 
either  to  the  market  or  to  the  compa- 
nies in  refinancing.  In  prior  years  we'd 
have  done  less  buying,  but  we  would 
have'  also  done  much  less  selling." 

Now,  however,  Keith  reports  that 
spreads  have  reopened  somewhat. 
"That's  always  the  case  when  fear  and 
uncertainty  have  entered  that  mar- 
ket," he  says.  "That  makes  it  a  better 
time  for  us  to  do  the  analysis  and  to 
decide  that  we're  ready  to  lend  mon- 
ey. If  taking  risk  and  getting  paid  for  it 
is  our  job,  then  now's  the  time  for  us 
to  be  out  there  doing  deals."  ■ 
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Fhe  Most  Popular  Approach 
lb  Retiree  Health  Costs. 

By  1996,  corporations 
ill  provide  health  care  benefits 
one  retiree  for  every  two  activ 
orkers,  double  today's  ratio. 

This  demographic  shift 
kes  on  even  more  daunting 
mensions  when  medical  cost 
^nds  are  examined.  Costs  rose 
ven  times  faster  than  the  Con- 
imer  Price  Index  last  year  for 
166  employers  responding  to 
e  1986 Johnson  &  Higgins 
salthGroup  study  of  corporate 
>alth  care  benefit  plans. 

Meanwhile  health  care 
ligations  to  retirees  reached 
>8  billion  in  1986,  according  to 
)vernment  estimates.  Others 


place  the  figure  considerably 
higher.  Should  the  FASB  require 
recognition  of  current  and  future 
retiree  health  plan  obligations, 
the  impact  on  corporate  balance 
sheets  will  be  pronounced. 

Surprisingly,  only  about 
four  out  of  ten  corporations 
measured  their  liability  last  year. 
Fewer  still  tried  to  project  obliga- 
tions through  the  next  decade, 
J&H  found. 

Many  employers  have 
postponed  measurement  because 
interpretations  of  several  court 
decisions  seem  to  leave  little  —  if 
any—  room  to  deal  with  retiree 
programs. 


In  actuality,  major  oppor- 
tunities lie  in  redesigning  medical 
plans  for  future  retirees  and  in 
effecting  alternative  funding  ar- 
rangements with  current  retirees. 

Corporations  should 
develop  a  clear  picture  of  their 
retiree  health  care  liabilities  now 
and  seize  the  current  opportunity 
to  restructure  plans  for  die  future. 

For  their  own  health. 


Johnson 
j&oiggins 

Consulting  on  a  lot  more  than  insurance 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES,  HUMAN  RESOURCE  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


The  glory  days  may  be  back  for  high-tech- 
nology companies.  But  this  time  around, 
picking  big  winners  is  a  lot  tougher. 

Watching  for 
$100  million 
flameouts 


By  Kathleen  K.  Wiegner 

F|rom  Route  128  in  Massachu- 
setts to  California's  Silicon  Val- 
ley, the  good  times  are  rolling 
again.  Sales  of  computers  and  semi- 
conductors are  on  the  rebound  after  a 
two-to-three-year  slump.  And  though 
the  market  has  turned  decidedly  omi- 


nous, there  are  still  opportunistic  in- 
vestors out  hunting  the  next  Apple 
Computer,  the  next  Compaq  Com- 
puter, the  next  big  breakaway  compa- 
ny to  bless  its  shareholders. 

Even  without  a  crashing  stock  mar- 
ket, the  hunt  can  be  a  nasty  and  tricky 
business.  The  industry  is  moving  so 
fast  these  days  that  wrong  moves 


quickly  turn  fatal.  There's  even  a 
term  for  it,  the  "$100  million  flame- 
outs": companies  that  climb  rapidly 
toward  $  1 00  million  in  sales,  or  sweep 
past  that  toward  the  next  big  revenue 
plateau,  $500  million.  Then  they 
make  a  fundamental  mistake  and 
never  recover.  Convergent  Technol- 
ogies was  one.  This  San  Jose,  Calif, 
maker  of  computers  and  systems 
turned  in  one  of  the  most  blazing  per- 
formances in  Silicon  Valley,  going 
from  $13  million  in  sales  in  1981  to 
$395  million  in  1985,  before  its 
growth  became  unmanageable.  Last 
year,  on  sales  of  $306  million,  the 
company  lost  $33  million.  Now,  with 
its  stock  bumbling  along  between  4 
and  11,  Convergent  has  brought  in 
new  management  in  hopes  of  a  turn- 
around. 

All  that  aside,  let  us  bravely  weigh 
in  with  a  kind  word  for  three  compa- 
nies that  seem  likely  candidates  for 
the  big  time,  meaning  sales  surpass- 
ing $1  billion  a  year.  One,  Silicon 
Graphics,  is  a  computer  company; 
one,  called  3Com,  is  a  network  com- 
pany that  lets  different  brands  of  com- 
puters talk  with  one  another;  and  the 
third,  Businessland,  is  a  retailer  of 
high-tech  products.  What  they  have 
in  common  is  levelheaded  manage- 
ment and  a  strong  position  in  poten- 
tially multibillion-dollar  markets. 

For  the  last  12  months  or  so  the 
industry's  computer  darling  has  been 
Mountain  View,  Calif. 's  Sun  Micro- 
systems (1987  sales,  $537  million), 
which  caused  a  big  splash  when  the 
price  of  its  high-powered  worksta- 
tions fell  below  $10,000.  Once  the 
tools  of  a  coterie  of  engineers,  these 
powerful  little  computers  are  now 
showing  up  everywhere  from  factory 
floors  to  Wall  Street  traders'  desks. 
Consequently,  in  the  last  year,  Sun's 
stock  has  gone  from  14  to  45. 

The  new  guy  on  the  block  with  the 
same  sort  of  promise  is  another 
Mountain  View  resident,  Silicon 
Graphics  (1987  sales,  $86  million). 
Silicon  Graphics  also  makes  a  high- 
powered  workstation,  but  one  that 
sells  for  $20,000  to  $80,000.  Unlike 
Sun's  computers,  which  generate  only 
two-dimensional  pictures,  Silicon 
Graphics'  show  them  in  3-D. 

This  ability  to  show  changing  per- 
spectives on  a  computer  screen  is 
catching  on  with  engineers,  scien- 
tists, animators  and  graphic  artists 
who  want  to  do  3-D  modeling — some- 
thing that  was  previously  done  on  sys- 
tems costing  up  to  $6  million.  As 
prices  for  its  workstations  drop,  Sili- 1 
con  Graphics  should  find  itself  with  a 
broad  base  of  customers — from  auto- 
makers to  package  goods  compa- 
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One  Zxtrgordinary  Report,,. 


World  famous,  The  Ledge,  and  Courses,  at  Pebble  Beach 

Pesetyes  Another  J 


New  and  elegant.  The  Inn  and  Links  at  Spanish  Bay 

California's*  spectacular  Monterey Peninsula awa 'its  you. 
With  The  Inn  and  Links  at  Spanish  Bay  open  this  Fall, 
come  to  either  resort  and  enjoy  the  exceptional  golf 
and  f  ine  dining  at  both.  For  your  vacation  stay  or  for 
your  business  meeting,  call  I  800  65*1  9300. 


Pebble  Beach  Company 

Pebble-  Beach,  California 


In  the  high- stakes 

world  of  M&A, 
you  need  a 
world-class  advisor. 


When  VF  Corp. 
acquired  Blue  Bell 
Holding  Co.,  Lee 
and  Wrangler  jeans  joined 
forces  in  the  largest  merger  ever 
executed  in  the  apparel  industry. 
Bankers  Trust  initiated  this 
$762  million  transaction  and  was 
financial  advisor  to  Blue  Bell. 


The  stakes  are  high  in 
the  M&lA  arena.  Every  move 
you  make  has  far-reaching 
consequences. 

That's  why  it's  critical 
to  have  a  world-class  financial 
advisor.  And  why,  for  more 
and  more  major  compan- 
ies, that  financial  advisor 
is  Bankers  Trust. 

What  distinguishes 
Bankers  Trust  from  other 
advisors? 
First,  it's  the  involvement 
of  our  senior  M&A.  profession- 
als at  every  stage  of  a  transac- 
tion. Just  as  the  transaction 
commands  the  attention  of  your 
senior  people,  it  commands  the 
attention  of  ours.  And  with 
them  come  years  of  experience 
in  both  industry  and  investment 
banking. 

Since  1986,  Bankers  Trust 
has  served  as  financial  advisor 
to  dozens  of  companies.  We 
have  successfully  arranged 
transactions  as  varied  as  the 


sale  of  Group  Lotus  to  General 
Motors,  the  Venezuelan  state 
oil  company's  purchase  of  a 
50%  stake  in  both  Citgo  Petro- 
leum and  Champlin  Refining, 
and  divestitures  for  Borden, 
American  Standard  and  Union 
Carbide.  Our  world-class 
performance  has  resulted  in 
our  being  retained  by  many 
clients  for  multiple  assignments. 

A  world-class  advisor 
must  also  have  worldwide  cap- 
abilities. Fully  half  of  our  1986 
and  1987  transactions  have 
involved  at  least  one  overseas 
party.  With  professional  staffs 
in  place  in  New  York,  London, 
Tokyo,  Toronto,  Sao  Paulo, 
Sydney,  and  across  Europe, 
Asia  and  Latin  America,  our 
expertise  is  truly  worldwide. 
WTiich  gives  us  a  major  advan- 
tage over  other  investment 
bankers  in  helping  our  clients 
realize  their  global  strategies. 

Our  ability  to  structure 


BankersTrust* 


the  most  complex  transactions 
and  to  combine  various  forms 
of  finance  makes  it  possible  for 
us  to  design  a  package  that 
meets  the  objectives  of  all  par- 
ticipants. And  our  responsive- 
ness to  client  needs  has  earned 
us  a  reputation  for  moving 
with  unusual  speed. 

Providing  financial  advice 
is  not  the  only  high-stakes 
activity  at  which  we  excel.  Our 
merchant  banking  approach  to 
doing  business,  coupled  with 
our  worldwide  client  base  and 
capital  strength,  gives  us  an  edge 
over  traditional  institutions 
in  many  areas.  Among  them: 

Acquisition  finance. 
Bankers  Trust  is  a  leader  in 
providing  senior  debt  in  acqui- 
sitions and  other  structured 
financings.  We  arranged  over 
$20  billion  in  acquisition 
finance  in  1986. 

Private  equity.  Our 
Private  Equity  Group's  ability 


to  structure  and  place  equity 
and  subordinated  debt  in  acqui- 
sition financings  complements 
our  leadership  role  in  arranging 
senior  debt. 

Private  placements. 
Bankers  Trust  completed  the 
private  placement  of  $5  billion 
in  corporate  debt  securities, 
master  notes  and  medium 
term  CDs  in  1986,  putting  4 
us  among  the  leaders  in 
this  form  of  financing 

In  M&lA,  as  in 
so  many  areas,  mer- 
chant banking  is  an 
idea  whose  time  has 
come.  No  wonder 
that  an  increasing 
number  of  com- 
panies are  coming 
to  the  bank  which 
practices  mer- 
chant banking 
most  skillfully. 
Bankers  Trust 


Premier  Brands  Limited  was  formed 
to  accomplish  the  management 
buyout  of  Cadbury  Schweppes' 
beverage  and  food  group — the 
second  largest  MBO  in  the  United 
Kingdom  last  year.  Bankers  Trust 
acted  as  financial  advisor  to  the 
MBO  team,  structured  an 
amortizing  interest  rate  cap 
and  jointly  provided  £75 
'/     million  of  the  debt  financing. 


BankersTrust  Company 

Merchant  banking,  worldwide. 


Locate  In  Scotland. 

THE  CENTRE  OF  EUROPEAN  ACHIEVEMEN 


Cjeogj 


reography  is  a  Scottish  vfitaM  HtfM^ttteitttfi  I  asset-  'l  'ias  given 

the  coun 

compactness  as  well  as  MB  . ?■•  ijU^^n^Sl^W^,  ;  beauty.  Ninety  per  cent  ol 

people  live  in  an  area  the  size  of  greater  Boston.   One  hundred  and  fifty  mi 
span  its  four  main  cities.  A  seventy  mile  radius  circles  eight 
universities  and  over  fifty  technical  colleges.  In  such  a  country 
inventory  pipelines  are  short.  Just-in-time  sourcing  becomes  a 
reality  rather  than  a  concept.  Output  is  speedily  and  efficiently 

moved  within  Europe-the  world's  largest  develop 
marketplace.  Scotland's  financial  community  is  stro 
and  fiercely  independent,  ensuring  both  flexibility  a 
innovation  for  your  funding  package.  In  no  other  couni 
are  IBM,  Hewlett  Packard,  Digital,  Wang,  Honeywell  and  a  host  of  other  internationa 
known  companies  such  close  neighbours.  The  role  of  the  Scottish  Developme 
Agency  is  to  harness  Scotland's  resources  and  tailor  them  to 

your  specific  business  needs.  Come  to 
Scotland  and  you'll  never  look  back. 
— .  :  I  Call  toll-free  1-800  The  Scot. 


r  Scottis 
Developn 
Agenc 


THE  SCOTTISH  DEVELOPMENT  AGENCY  IS  COMMITTED  TO  ASSISTING  U.S.  COMPANIES  TO  TACKLE  THE  EUROPEAN  MARKET  FROM  A  SCOTT1 
BASE.  CALL  TOLL-FREE  1-800  THE  SCOT,  OR  WRITE  TO  1  LANDMARK  SQUARE,  SUITE  810,  STAMFORD,  CONNECTICUT  06901.  TEL:  (203)  325  852' 

SDA  OFFICES  ALSO  IN  HOUSTON,  CHICAGO  AND  SAN  FRANCISCO. 

This  material  is  published  by  the  Scottish  Development  Agency,  1  Landmark  Square,  Suite  810.  Stamford,  Connecticut  06901.  which  is  registered  under  the  Foreign  Agents  Registration  Act,  as  an  agent  of  the  Scottish  Developmer 
Agency,  Glasgow,  Scotland  This  material  is  filed  with  the  Department  of  Justice  where  the  required  registration  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  this  material  by  the  United  States  Governr 


Picking  the  next  Apple 


Looking  beyond  the  confusion  in  the  stock  market, 
here  are  three  companies  that  have  levelheaded  man- 
agements and  potential  multibillion-dollar  markets. 


Company 

1987 
sales 
($mil) 

Net  income 
($mil) 

EPS 

Recent 
pricet 

Multiple 

Silicon  Graphics 

$86.3 

$5.6* 

$0.45 

16% 

37 

3Com  Corp 

167.0 

17.5 

0.66 

17ft 

26 

Businessland 

600.0 

8.3 

0.34 

11 

32 

'Income  after  extraordinary  gain 

tStock  prices  as  of  Oct.  20 

nies — all  looking  for  a  way  of  using 
computers  to  shortcut  the  cycle  from 
product  design  to  production. 

Eventually,  of  course,  the  company 
may  have  to  face  up  to  the  big  boys. 
As  Silicon  Graphics'  market  broad- 
ens, DEC,  Hewlett-Packard  and  IBM 
are  unlikely  to  sit  idly  by.  But  by  that 
time  Silicon  Graphics  should  have  a 
multiyear  lead  on  the  3-D  market  that 
will  be  tough  to  beat. 

Still,  one  way  for  a  small  company 
to  grow  quickly  enough  to  compete 
with  the  IBMs  and  DECs  of  the  world 
is  to  merge  with  a  strong  partner.  Take 


By  John  Heins 

W1  hen  Golden  West  Financial 
Corp.'s  Marion  Sandler  gets 
up  to  speak,  people  head  for 
the  door.  At  least  that's  what  hap- 
pened two  years  ago  at  the  New  York 
League  of  Savings  Institutions'  annual 
conference  in  Hot  Springs,  Va.  The 
previous  speaker  had  given  a  rousing 
presentation  on  the  latest  technologi- 
cal advancements  for  financial  insti- 
tutions. But  as  Sandler,  co-chief  exec- 
utive officer  of  the  nation's  eighth- 


the  merger  this  summer  between  $  1 1 0 
million  (1987  sales)  3-Com  and  $70 
million  Bridge  Communications,  to 
be  called  3Com.  Both  partners  were 
supplying  the  networks  that  allow 
computers  to  communicate  with  one 
another.  "Short  term,  each  of  us  had 
been  successful  separately,"  says 
Bridge's  chief  executive,  William 
Carrico.  But  long  term,  since  DEC  is 
also  very  strong  in  networks,  says 
Carrico,  "we  needed  this  strategic  al- 
liance to  keep  growing.  Size  and  mar- 
ket share  are  critical.  Now  Dataquest 
says  that  our  combined  market  share 


largest  savings  and  loan,  prepared  to 
begin  her  speech  on  productivity  and 
expense  control,  at  least  one-third  of 
the  packed  house  of  around  600 
walked  out.  Explains  Herbert  Sandler, 
Marion's  husband  and  co-chief  at 
Golden  West,  the  parent  of  World  Sav- 
ings &  Loan:  "People  are  turned  on  by 
technology,  they're  turned  on  by 
growth.  Expense  control  and  produc- 
tivity are  boring." 

Boring,  maybe,  but  the  Sandlers' 
emphasis  on  the  basics  has  made 
$12.9  billion  (assets)  Golden  West, 


is  second  only  to  DEC's." 

Finally,  there  is  San  Jose-based 
Businessland,  which  broke  the  $500 
million  sales  barrier  this  June  and 
which  operates  a  chain  of  94  compa- 
ny-owned retail  stores  that  sell  and 
service  computers,  primarily  to  large 
corporate  and  professional  customers. 
What  makes  Businessland  different 
from  competitors  is  a  relentless  em- 
phasis on  service — integrating  sys- 
tems and  products  for  its  customers, 
offering  them  advice  on  hardware  and 
software  selection  as  well  as  training. 
In  fact,  its  direct  sales  force  of  735  is 
as  large  as  that  of  many  computer 
companies.  Starting  with  sales  of  $10 
million  in  1983,  Businessland  has 
grown,  internally  and  through  acqui- 
sition, into  a  $600  million  (1987  sales) 
company  and  seems  well  on  its  way  to 
becoming  a  $1  billion  company  in  the 
next  few  years. 

If  that  seems  like  an  easy  thing  to 
accomplish,  consider  this.  For  all  the 
money  poured  into  high-tech  compa- 
nies over  the  last  ten  years  and  all  the 
hype  these  startups  have  generated, 
only  one  company  started  since 
1977— Apple  Computer — has  made  it 
into  the  $1  billion  class.  ■ 


headquartered  in  Oakland,  Calif.,  one 
of  the  country's  most  profitable 
thrifts.  For  the  12  months  ended  June 
30,  Golden  West's  return  on  equity 
(27.4%)  and  return  on  assets  (1.44%) 
exceeded  industry  averages  by  more 
than  70%.  Earnings  per  share  have 
grown  an  average  of  30%  per  year 
since  1980,  to  last  year's  record  $5.89. 
The  recent  uptick  in  interest  rates 
will  lower  per  share  net  this  year  only 
to  around  $5.  The  stock,  as  low  as  3  in 
1982,  now  trades  around  30. 

The  Sandlers'  secret?  Easy:  Stick 
to  what  you  know  and  operate  as 
efficiently  as  possible.  While  many 
thrifts  have  expanded  aggressively — 
too  aggressively,  in  some  cases — into 
commercial,  construction,  real  estate 
development  and  consumer  lending, 
Golden  West's  portfolio  is  still  96% 
residential  mortgage  loans.  The 
Sandlers  don't  invest  in  junk  bonds, 
nor  do  they  use  brokered  deposits  to 
raise  money.  While  industry  giants 
such  as  Great  Western  Financial, 
H.F.  Ahmanson  and  CalFed  have 
made  significant  recent  acquisitions 
across  state  lines,  Golden  West  has 
stuck  primarily  to  its  long-estab- 
lished markets  in  California  and 
Colorado. 

Marion,  57,  and  Herbert,  56,  have 
been  running  Golden  West  in  much 
the  same  way  since  they  left  New 
York — she  was  a  Wall  Street  thrift 


California's  Golden  West  Financial  may  be 
the  stodgiest  large  thrift  in  the  country.  Its 
also  one  of  the  most  profitable. 

Boring  is  better 
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analyst  and  he  a  real  estate  lawyer — 
in  1963.  They  paid  just  over  $4 
million,  mostly  borrowed,  to  buy 
what  was  then  a  $34  million  (assets) 
thrift  with  two  offices.  Golden  West 
now  has  195  offices,  nearly  $13  bil- 
lion in  assets  and  a  market  value  of 
around  $1  billion.  The  Sandlers  share 
most  responsibilities  and  in  an  inter- 
view often  finish  each  other's  sen- 
tences. But  Marion,  known  for  her 
sometimes  caustic  demeanor,  leaves 
most  situations  requiring  diplomacy 


to  Herbert.  The  Sandlers  still  own 
around  8%  of  the  stock,  worth  some 
$75  million. 

Resisting  the  temptation  to  diversi- 
fy into  riskier  businesses  and  loca- 
tions has  paid  off  in  loan  quality. 
Golden  West's  nonperforming  assets 
are  only  0.62%  of  total  assets,  less 
than  half  the  industry  average  for 
healthy  thrifts.  The  ratio  at  well-run 
Ahmanson,  for  example,  is  1.58%. 

Staying  focused  helps  in  other 
ways,  too.  Golden  West  is  often  one  of 


Golden  West  Financial's  Herbert  and  Marion  Sandler 
Resisting  temptation. 


the  last  to  offer  new  products  and 
services,  letting  competitors  establish 
that  a  market  exists  and  sufficient 
profit  can  be  made.  It  didn't  start 
opening  on  Saturdays,  for  instance, 
until  California  competitors  had 
spent  millions  of  advertising  dollars 
to  promote  the  new  hours.  Even  now, 
Golden  West  has  no  automated  teller 
machines. 

The  Sandlers  also  improve  margins 
by  running  a  tight  ship.  Visitors  to  the 
17th-floor  corporate  suite  must  an- 
nounce themselves  by  picking  up  a 
black  telephone  in  the  reception  area. 
Golden  West  has  only  2,700  employ- 
ees. By  comparison,  San  Diego's 
Home  Federal  Savings  &  Loan,  with 
roughly  the  same  amount  of  assets, 
has  more  than  4,200  workers.  Bonus- 
es are  based  largely  on  the  ability  to 
meet  and  beat  budgets.  So  Golden 
West's  operating  expenses  as  a  per- 
centage of  assets  for  the  12  months 
ended  June  30  were  only  1.18%,  bare- 
ly half  the  industry  average. 

But  the  Sandlers  pinch  no  pennies 
when  it  affects  customer  service. 
Marion  Sandler  tells  the  story  of  one 
branch  where  several  lights  in  an  ex- 
pensive new  lighting  system  were 
turned  off  to  save  energy  costs.  To 
keep  managers  from  such  overzealous 
cost-cutting,  the  Sandlers  use  a  covert 
team  of  "shoppers"  to  check  frequent- 
ly on  customer  service. 

Continuing  consolidation  in  the 
financial  services  business,  of  course, 
will  produce  bigger,  better-capitalized 
competitors  for  Golden  West.  So  the 
Sandlers  plan  to  grow.  They  have 
looked  at  several  potential  out-of- 
state  acquisitions,  but  say  they  are 
waiting  for  prices  to  come  down. 
"This  increase  in  interest  rates  will 
hurt  many,  many  institutions  that 
are  kind  of  teetering  on  the  brink 
right  now,"  says  Marion  Sandler.  To 
get  their  feet  wet,  they  have  opened 
small  loan  production  offices  in  eight 
states,  including  New  Jersey,  Florida 
and  Virginia,  over  the  last  12  months. 
Even  without  acquisitions,  loan 
growth  has  picked  up  in  recent 
months  as  adjustable  rate  mort- 
gages— the  only  mortgage  loans 
Golden  West  will  make  nowadays — 
have-  become  relatively  more  attrac- 
tive to  borrowers  than  those  with 
fixed  rates. 

"We're  not  saying  the  way  we  do 
things  is  the  only  way,"  says  Herbert. 
"But  we  know  what  works  for  us  and 
we're  going  to  stick  to  it." 

More  than  a  few  of  those  thrift  ex- 
ecutives are  probably  wishing  now 
that  they'd  stuck  around  at  Hot 
Springs  in  1985  to  hear  what  Marion 
had  to  say.  ■ 
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For  Bill  Demby,  the  difference  means 
getting  another  shot. 


en  Bill  Demby  was  in  Vietnam,  he 
d  to  dream  of  coming  home  and  play- 
a  little  basketball  with  the  guys. 
A  dream  that  all  but  died  when  he  lost 
h  his  legs  to  a  Viet  Cong  rocket. 


But  then,  a  group  of  researchers  dis-  is  back.  And  some  say,  he  hasn't  lost  a 

covered  that  a  remarkable  Du  Pont  plastic  step. 

could  help  make  artificial  limbs  that  were        At  Du  Pont,  we  make  the  things  that 

more  resilient,  more  flexible,  more  like  make  a  difference, 
life  itself. 

Thanks  to  these  efforts,  Bill  Demby 


Better  things  for  better  living. 


"tO  US  WtTM  Off 


WE  PITTED  THIS  BABY  AGAINST 
A  ROOMFUL  OF  COMPUTERS. 
GUESS  WHO  WON. 


We  admit  it  wasn't  fair,  at  least  not  to  the 
computers. 

That's  because  what  comes  so  naturally  to  human 
beings  —  seeing  and  identifying  objects  —  has  been  ai 
incredibly  taxing  task  for  computers,  until  now. 

Now  Martin  Marietta  has  developed  a  super 
computer  chip  that  dramatically  increases  image  proce 


lg  speed.  It  puts  the  computing  power  of  72  micro- 
rocessors  on  one  very  large-scale  integrated  circuit, 
hat's  enough  power  to  process  information  100,000 
mes  faster  than  your  average  room-size  mainframe. 

The  difference  between  ordinary  computers  and 
ne  using  our  new  chips  is  a  little  like  a  baby  crawling 
om  New  York  to  Los  Angeles  versus  flying  there. 


At  Martin  Marietta,  we  apply  the  same  creative 
intelligence  to  image  recognition  technology  that  we 
bring  to  other  systems  and  products  in  space,  defense, 
electronics,  communications,  information  management, 
energy  and  materials. 

Technology  that's  making  image  recognition  almost 
as  simple  as  child's  play. 


tASTERMINDING  TOMORROW'S  TECHNOLOGIES  i!jgEWE*K!gT?ffgSgl 

6801  Rockledge  Drive,  Bethesda,  Maryland  20817 


A  falling  dollar  may  or  may  not  be  good 
for  the  stock  market  and  the  economy,  but 
it  saved  Chicago's  Union  Special  Corp. 


A  stitch  in  time 


By  Jan  Parr 


Grant  Beadle  sits  in  his  office 
[  among  unpacked  boxes,  wait- 
ing for  construction  to  finish  on 
his  company's  new  headquarters. 
Workmen  had  stolen  his  VCR  the  week 
before.  The  market  was  toying  with  his 
company's  stock.  On  the  other  hand, 
Beadle  still  has  his  job — which  was  far 
from  a  certainty  two  years  ago.  "We 
came,"  says  Beadle,  "within  whiskers 
of  not  making  it." 

Beadle,  55,  is  chief  executive  of  Chi- 
cago's Union  Special  Corp.,  the  coun- 
try's only  surviving  manufacturer  of 
industrial  sewing  machines.  Founded 


in  1889  by  William  Stanley  North  and 
two  partners  (the  trio  invented  the 
famous  "401"  stitch  that  still  appears 
on  Levi's  jeans  and  many  other 
stitched  products),  Union  Special 
shared  the  industrial  sewing  machine 
market  with  Singer  and  a  handful  of 
foreign  companies  for  decades.  Then, 
in  1983,  Singer  abandoned  the  U.S., 
moving  all  of  its  sewing  machine  op- 
erations to  Japan. 

Union  Special  stayed — and  was 
nearly  wiped  out  when  the  dollar  be- 
gan climbing.  "Our  biggest  mistake 
was  in  thinking  that  the  dollar  would 
not  get  stronger,"  admits  Beadle.  "We 
kept  thinking  it  would  level  off."  In 


1984  the  company  lost  $4.7  million 
on  sales  of  $97.6  million. 

A  few  small  stockholders  began  de- 
manding that  Union  be  liquidated  or 
sold.  But  Union's  late  chairman,  Wil- 
liam North,  grandson  of  the  founder, 
resisted  the  calls.  He  approved  Beadle's 
decision  to  sell  the  company's  Chicago 
headquarters  of  105  years.  That  netted 
$4.6  million  and  bought  Beadle  time  to 
cut  operating  expenses  by  $2.8  million 
and  inventories  by  $8.5  million.  He  cut 
the  employee  pension  plan  surplus.  By 
such  means,  in  less  than  18  months  he 
paid  off  nearly  all  of  Union's  $30  mil- 
lion of  debt. 

Beadle  kept  his  eye  on  the  future, 
too.  In  September  1986  he  brought  out 
a  new  line  of  modular  sewing  ma- 
chines that  perform  different  sewing 
tasks  but  have  standardized  features. 
That  eliminates  the  need  for  seam- 
stresses and  mechanics  to  learn  to  use 
or  repair  entirely  different  machines. 

When  the  dollar  finally  cracked  af- 
ter the  Plaza  Accord  of  September 
1985,  Union  Special  was  better 
equipped  to  fight  for  its  life.  As  his 
German  and  Japanese  competitors' 
dollar  prices  rose,  Beadle  aggressively 
pushed  his  new  line  of  machines  to 
U.S.  apparel  makers,  who  were  them- 
selves breathing  easier  as  the  dollar 
dropped.  The  machines  caught  on, 
and  Union's  earnings  climbed  out  of 
the  red— to  $1.7  million  ($1.07  a 
share)  on  sales  of  $97.1  million  in 

1985  and  to  $7.5  million  ($3.43  a 


Union  Special  Corp.  's  Chief  Executive  Grant  Beadle 

The  falling  dollar  bailed  his  company  out  once.  Now  it's  up  to  him. 


Sieve  Lei  .njrd 
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VHILE  YOU'RE  READING  THIS  MAGAZINE. WE'R 


HARD  AT  WO 


EXXON  IN  BASS  STRAIT. 


We're  one  of  the  world's  most  successful  resource  companies  and  in  Bass  Strait,  off  the  coast  of  South 
Eastern  Australia,  we  produce  over  60%  of  Australia's  oil  needs  in  company  with  Exxon. 

On  the  other  side  of  Australia,  930  miles  north  of  Perth,  we're  working  with  Shell,  BP,  Woodside,  Chevron 
and  MIMI  on  the  North  West  Shelf  natural  gas  project.  One  of  the  world's  biggest  resource  developments,  natural 
gas  and  condensate  are  already  being  produced  for  the  domestic  market,  and  the  LNG  phase  is  on  schedule  for 
delivery  in  late  1989. 

In  Chile  we're  developing  a  huge  copper  find  with  RTZ  and  a  consortium  of  Japanese  companies  headed  by 
Mitsubishi.  We  work  with  Mitsui  on  iron  ore  and  coal  projects,  with  Sumitomo  on  steel  and  with  Newmont  Mining 
on  gold.  Last  year,  our  sales  totalled  US$6.2  billion,  and  earnings  were  US$598*  million.  Gross  assets  approximate 
US$12.4  billion. 

To  learn  more,  contact  Jean  Goity,  Manager  US  Investor  Relations,  BHP  (The  Broken  Hill  Proprietary 
Company),  550  California  Street,  San  Francisco,  California  94104.  Tel:  (415)  774  2288. 

'Before  minority  interests  and  extraordinary  items.  Note:  All  figures  quoted  based  on  Reuters  Hedge  settlement  rate  of  US$0.7115  =  $A1  of  Monday,  31  August,  1987.  McCANN  BHC1 1335 
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TOWN  HALL 


Most  people  don't  know  th^ 
to  every  single  address  c 

Towns  like  Harmony,  Maine,  and  Fishing  Because  they  take  two,  even  three  days  to  get 

Bridge,Wyoming,  may  sound  like  out-of-the-way  deliveries  to  quite  a  number  of  remote  towns  lik< 

places.  And  apparently  they  are,  in  the  minds  these  around  the  country, 
of  other  overnight  package  delivery  companies.        UPS  Next  Day  Air,  on  the  other  hand,  is  th< 


lily  UPS  delivers  overnight 
>t  to  coast.  But  a  few  do. 

ly  air  express  service  that  delivers  overnight  to  for  up  to  half  what  other  companies  would  charge. 
iry  single  address,  coast  to  coast.  That  is  if  they  bothered  to  serve  them  F~sfe 

And  because  of  our  efficiency,  we  can  deliver  overnight  in  the  first  place.  UDS 
^rnight  to  places  like  Lone  Pine,  Montana,  We  run  the  tightest  ship  in  the  shipping  business, 


Tbourrisk 
management  bankers,  this 
is  an  exciting  graph. 
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Wouldn't  it  be  nice  for  your  company 
if  interest  rates  were  more  predictable? 

Well,  now  they  can  be. 

At  Continental  Illinois, we  offer  an 
array  of  products  that  protect  your  company 
from  wide  swings  in  interest  rates. 

So  regardless  of  what  happens  with 
the  world's  economy,  your  cashflow  can 
escape  disaster. 

Continental  will  provide  you  with 
interest  rate  swaps,  caps  or  collars,  or 
futures  and  options,  depending  on  the 
kind  of  protection  you  need  and  what  your 
company  can  afford. 

We'll  assist  you  with  currency  swaps 
to  protect  your  assets  in  international 
markets. 

And  we'll  help  you  strike  the  right 
balance  between  fixed  and  floating  rate 
debt,  depending  on  your  situation. 

For  experienced  help  with  risk 
management,  call  Continental  Illinois  at 
1-312-828-6772. 

Because  when  things  are  predictable, 
they  can  also  be  very  exciting. 


5£>  Continental  Illinois 

We  make  money  work. 


i  lidi  .  u  •  InjM  (  >>mpan>  ol  Chicaga 


A  Wortd  of 
Information 


As  the  world's  most  comprehen- 
sive research  tool,  we  help  take 
the  guesswork  out  of  decision- 
making by  providing  client,  industry 
and  competitive  #  information  in 
seconds.  DataTmes'  provides  instant 
computer  access  to  the  ful  text  of 
over 200  newspaper,  newswire,  and 
business  databases  from  local,  na- 
tional and  hterrational '  resources 
worldwide. 

Some  of  the  databases  include 
USA  TODAY.  The  Washington-  Post, 
San  Francisco  Chronicle,  The  Dallas 
Morning  News,  Associated  Press 
Newswire,  Canadian  and  Australian 
newspapers,  and  a  full  gateway  to 
the  services  of  Dow  Jones 
News/Retrieval.® 

Contact  DataTVnes.foday  and  begin 
accessing  a  world  of  information. 

800/642-2525  or  405/751-6400 
In  Canada  416/489-6640.;    • . 


DataTimes 


Parkway  Plaza,  Suite  450 
14000  Quail  Springs  Parkway 
Oklahoma  City,  OK  73134 


share)  on  sales  of  $118  million  last 
year.  In  the  first  half  of  this  year, 
profits  advanced  another  32%  over 
last  year's  first  half.  The  stock,  too, 
climbed,  from  around  15a  year  ago  to 
a  high  of  29  in  1987.  It  traded  at  22  on 
Oct.  21. 

Last  October,  Hong  Kong-based  In- 
dustrial Equities  (Pacific),  controlled 
by  New  Zealand  investor  Ronald 
Brierly  (Forbes,  Feb.  23,  1987),  an- 
nounced it  owned  12%  of  Union  Spe- 
cial. In  March  William  North  died. 
Within  weeks  Brierly  swooped  in  on 
North's  daughters  and  paid  them  $24 
a  share,  or  $  1 2  million,  for  their  stock. 
That  built  Brierly's  position  to  29%  of 
the  company. 

To  guard  against  another  attack 
from  his  foreign  competitors,  Beadle 
now  outsources  some  30%  of  Union 

"Our  biggest  mistake 
was  in  thinking  the 
dollar  would  not  get 
stronger.  We  kept  thinking 
it  would  level  off." 

Special's  machine  parts.  His  goal  is  to 
outsource  50%  of  the  parts. 

But  that  leaves  his  U.S.  plants  with 
excess  capacity  in  a  business  that  is 
growing  at  a  paltry  2%  a  year.  To  take 
up  the  slack,  Beadle  has  in  the  past 
few  months  laid  the  cornerstones  for 
two  new  divisions.  One  is  in  specialty 
bag  packaging.  The  other,  following 
Singer's  lead,  will  fabricate  precision 
parts  for  the  military  and  aerospace 
industries.  "One  of  our  sewing  ma- 
chines sells  for  about  $3,000,"  ex- 
plains Beadle,  "and  I'm  told  that  we 
could  get  about  $30,000  for  making 
the  same  parts  to  put  into  a  missile." 

Don't  expect  much  right  away.  Last 
year  Union  Special  won  some  tiny 
contracts  (totaling  less  than  $100,000) 
from  General  Dynamics  and  Colt  In- 
dustries to  manufacture  specialty 
metal  parts.  Ron  Brierly's  man  on 
Union  Special's  board,  Alfred  Boyer, 
says  his  boss  is  in  no  rush  for  a  payoff 
from  Union's  diversification. 

"A  lot  of  metal-bending  companies 
are  losing  market  share  in  their  own 
businesses,  and  so  they're  jumping 
onto  the  defense  contract  band- 
wagon," says  Boyer.  "There's  a  lot  of 
throat-cutting.  To  credit  Grant  Bea- 
dle, he's  treating  it  [the  defense  and 
aerospace  diversification]  like  a  ven- 
ture capital  situation." 

Thus,  having  saved  the  company 
from  the  overvalued  dollar,  and  with 
the  Brierly  man  on  his  board  profess- 
ing patience,  Grant  Beadle  is  in  no 
hurry  to  bet  Union  Special  on  some- 
thing as  risky  as  defense  spending.  ■ 
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THE  BEST 
GOLD  INVESTMENT 
IS  PLATINUM. 

Platinum  It's  14  times  more  rare 
than  gold  That's  why 
sawy  precious  metal  in- 
vestors use  it  to  diversity 
their  portfolios  And  the 
best  way  to  buy  plati- 
num is  the  Platinum 
Noble,  a  legal  tender  com 
Call  your  precious  metal 
dealer  or  Mantra,  Tordella  &  Brookes.  Inc.  And 
find  out  what  platinum  can  do 
for  your  gold  investment. 

1-800-535-7481 


(In  NY:  212-621-9502) 
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"Management's  job  is  to  see  the  company  not  as  it  is. . . 

but  as  it  can  become."  —  John  W.  Teets,  Chairman 
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One  of  the  major  strengths  at 
Greyhound  is  our  ability  to  view  the 
company  objectively. 

Only  in  this  way  can  we  renew 
our  company,  making  certain  that  the 
Greyhound  of  tomorrow  is  not  just  differ- 
ent, but  Defter  than  the  Greyhound 
of  today. 


The  combination  of  divesting  mar- 
ginal businesses  (we've  sold  14  of  them 
in  the  last  three  years  alone) ...  the 
acquiring  of  new  companies  that  meet 
our  15%  ROE  goal . . .  and  the  restruc- 
turing of  our  mature  businesses  ...  is 
a  winning  formula  for  revitalization. 


To  learn  more  about  where  the 
ireyhound  dog  is  running  these  days, 
'rite  us  for  an  annual  report.  The  new 
ireyhound  . . .  it's  getting  sleeker, 
harper,  more  defined  in  muscle  and 
inew.  And  has  been  tempered  by  fire. 


The  Greyhound  Corporation 

Greyhound  Tower,  Phoenix,  Arizona  85077 

A  $2y2-billion,  multi-industry  company  offering: 

•  Consumer  Products 

•  Financial  Services 

•  Services 

•  Transportation  &  Manufacturing 


In  Kansas  the  successful  farmer  knows  his 
way  around  the  futures  market.  So  does 
the  successful  banker. 


The  hedgeaholic 


By  Jack  Willooghby 


W  W  (  iLATILITi    is    \  D]  KTY  WORD  in 

■■financial  circles  these  days,  but 
^Jnot  to  Ernest  Fleischer,  54,  head 
of  Ottawa,  Kans. -based  Franklin  Sav- 
ings Association.  In  the  last  four  years 
this  once-troubled  thrift  (assets,  $9 
billion)  has  emerged  as  one  of  the  in- 
dustry's most  astonishing  success  sto- 
ries— largely  because  of  Fleischer's 
prowess  as  a  portfolio  hedger. 

Like  the  Kansas  farmer  who  sells 
the  rights  to  next  year's  crop  to  hedge 
future  price  swings,  Fleischer  has  be- 


come a  master  at  hedging  his  bank's 
portfolio  against  unpredictable  moves 
in  interest  rates. 

So  sophisticated  have  Franklin's 
hedges  become  that  they've  pushed 
the  thrift  to  the  forefront  of  Wall 
Street's  complex  new  business  of 
what  is  loosely  called  "risk  control 
arbitrage." 

Franklin's  version  involves  manag- 
ing repayment  risk  on  mortgages 
against  interest-rate  volatility  to 
make  a  consistent  return  or  spread. 
John  P.  Sun,  a  director  of  mortgage 
finance  for  Kidder,  Peabody,  says,  "Er- 


nie typically  leads  the  street  with  new 
products  and  new  structures." 

Born  the  son  of  a  St.  Louis  whole- 
sale textile  dealer,  Fleischer  was  pur- 
suing a  successful  practice  as  a  tax 
lawyer  in  1972.  That's  when  an  oppor- 
tunity popped  up  to  invest  in  Frank- 
lin, which  was  at  the  time  a  small- 
scale  lender  to  Kansas  homeowners. 
As  one  of  three  investors  in  the  group 
that  took  control  of  the  thrift  for  $2 
million,  Fleischer's  influence  grew  as 
other  investors  dropped  out. 

Fleischer's  big  moment  came  in 
1981  when  surging  interest  rates  dev- 
astated Franklin's  loan  portfolio.  This 
gave  the  thrift  a  $4  million  loss  for 
fiscal  1982,  the  biggest  loss  in  its  93- 
year  history.  Says  Fleischer:  "We  were 
deeply  in  the  hole,  and  it  was  only  a 
question  of  time  before  accounting 
realities  caught  up." 

To  Fleischer,  the  solution  was  in 
hedging,  and  he  became  a  virtual 
hedgeaholic,  sometimes  spending  as 
much  as  16  hours  a  day  mainly  on  the 
telephone.  Today,  there  is  even  a  red 
hotline  to  the  office  in  his  downstairs 
bathroom  at  home.  His  wife,  Barbara, 
has  put  the  phone  off-limits  to  him 
before  7:00  in  the  morning  or  after 
10:00  at  night. 

Franklin's  classic  hedging  strategy 
works  like  this:  Franklin  buys  mort- 
gage-backed securities  like  Ginnie 
Maes.  Then  it  pledges  them  as  collat- 
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The  Franklin  Fleischers  and  assorted  pooches  from  their  figurine  collection 

"It  was  only  a  question  of  time  before  accounting  realities  caught  up. 
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This  shouldn't  be  the  way 
you  turn  off  your  copier. 


RLL  SERUICE 


No  wonder  most  copiers 
located  in  office  supply 
us.  What  better  place  to 
the  paper  and  tape  you  neech 
to  let  every- 
one know 
r  machine's  down  again. 
And  the  more  gadgets  your  copier 
ures,  the  more  >  \  "out  of  order" 
s  it  probably 
s.  Which  leaves  you 
i  a  choice.  You  can  or- 
another  gross  of  *l  pencils 
Or  order  a  copier 
i  your  Ricoh 
esentative. 
;  featuring  ma- 
les that  don't  be- 
te  message  cen- 
every  week  to  ten 
;.  And  informing  of- 
managers  that  Ricoh's 
ineers  work  countless 

 hours  making 

sure  that  a  "triple  paper  feeder"  never 
becomes  a  triple-strength  migraine. 

And  demonstrating  our  FT7060. 
A  machine  that  doesn't  need  to  be 
coaxed  or  cursed  to  produce  62 
ies  a  minute.  Because  our  Guidance  Display 
em  uses  a  combination  of  text  and  animated 
)hics.  It  tells  you  everything  from  how  to  edit 
r  originals  to  when  you  can  take  them  out  of 


the  sorter,  it  also  allows  you  to 
reduce,  enlarge,  even  darken 
or  lighten  hundreds  of  sheets 
at  a  time.  Without  paging 
through  hundreds  of  instruc- 
tion sheets  at  a  time.  But  this 
should  come  as  no  surprise.  Be- 
cause every  Ricoh  copier  comes 
with  a  little  something  called  a 
commitment  from  a  company 
that  re-  » 


fuses  to  ac- 
cept break- 
downs as 
inevitable.  «-! — — 
A  company  with  one  of  the 
most  extensive  service 
networks  we  hope  you 
never  use.  And  no. 
Our  representative  won't 
tell  you  that  every  Ricoh  copier 
will  never  stop  working  perfectly. 
But  he  will  tell  you  that  we  promise  never 
to  stop  working  to  make  every  Ricoh  copier  perfect. 

So  call  us  at  1-800  63-RICOH  for  more 
information.  It'll  help  you  save  a  lot  of  money  on 
repair  bills. 

And  cut  down  drastically  on  your  tape  supply. 
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Copiers  built  to  work. 


You  can  hear  it  down  the 
block.  And  around  the  comer. 

Pagers  are  beeping.  And 
mobile  phones  are  buzzing. 
Because  people  are  keeping  in 
touch  wherever  they  go. 

That's  why  we  purchased 
properties  from  Metromedia  and 
other  companies.  And  it  turned 
out  to  be  one  of  the  biggest 
acquisitions  in  the  history  of  the 
communications  industry. 

We  now  have  access  to  mil- 
lions of  potential  customers.  In  the 
prime  paging  markets.  Such  as  New 
York,  Los  Angeles,  Chicago,  Dallas 
and  San  Francisco.  And  in  some  of 
the  most  desirable  cellular  markets. 
Like  Chicago,  Boston,  Washington 
and  Baltimore. 

This  acquisition,  combined 
with  current  paging  and  mobile 
operations,  shows  our  street  smarts. 
In  the  fastest  growing  segment  of 
the  communications  business.  In 
fact,  industry-wide,  the  number  of 
paging  customers  is  expected  to 
grow  20%  a  year  over  the  next 
three  years.  And  cellular  revenues 
should  double  by  1990* 

But  this  isn't  just  a  plan  for  the 
future.  Because  our  systems  are  up, 
operating  and  generating  revenue. 

So  eventually,  we'll  have 
people  talking  everywhere. 

Making  the  most  of  what 
we  know  best. 


Southwestern  Bell 
Corporation 


he  talk  on  the  street. 


*  Industry  forecasts  by  Arthur  D  Little  Inc.  and  Donaldson, 
Lufkin,  Jenrette  Securities  Corporation. 


eral  for  reverse  repurchase  agree- 
ments (a  securities  sale  that  works 
like  a  short-term  loan  from  a  pawn- 
broker). It  uses  the  pawnshop's  mon- 
ey to  buy  even  more  mortgage-backed 
securities. 

Meanwhile,  Franklin  uses  Treasury 
bill  futures  and  interest-rate  swaps  to 
hedge  its  repos  against  interest-rate 
swings.  Later  the  thrift  replaces  the 
repurchase  money  with  longer-term 
funds,  like  mortgage-backed  bonds. 

Last  year  such  arrangements  cost 
Franklin  $80  million  in  total  fees.  But 
these  brought  an  enviable  stability. 

Now  Fleischer  is  working  on  a  new 
strategy,  which  he  calls  "internal 
hedging."  In  it,  Franklin  takes  pieces 
of  mortgages  that  swing  in  opposite 
ways  as  interest  rates  fluctuate, 
patching  them  together  like  a  quilt. 
So  far  this  year  Franklin  has  invested 
more  than  $1.7  billion  in  this  way, 
internally  hedging  60%  of  its  entire 
portfolio. 

In  one  such  hedge  last  spring, 
Franklin  paid  Merrill  Lynch  $212  mil- 
lion for  an  issue  of  "interest  only" 
strips  from  a  Ginnie  Mae  issue. 
Fleischer  wanted  the  strips  because 
they  behave  like  Treasury  bill  puts, 
increasing  in  value  when  interest 
rates  rise.  Merrill  had  been  willing  to 
sell  the  strips  while  hanging  on  to  the 
underlying  principal  because  it  was 
betting  that  rates  would  fall.  When 
rates  rose  instead,  Merrill  booked  a 
$377  million  bond  trading  loss,  while 
Franklin  came  out  with  annualized 
profits  of  $10  million. 

Such  maneuvers  have  made  Frank- 
lin one  of  the  most  profitable  and  fast- 
est growing  of  the  nation's  3,204 
thrifts,  with  an  adjusted  average  re- 
turn on  equity  of  53%  for  the  last  five 
years,  vs.  3.21%  for  the  industry.  An- 
nual return  on  assets  was  1.32%  for 
the  period,  compared  with  0.13%  for 
rival  lenders. 

Need  further  proof  that  Fleischer 
knows  what  he's  doing?  During  Wall 
Street's  October  panic  that  sent  stock 
prices  plunging  and  bond  prices  ris- 
ing, Franklin's  hedged  portfolio  lost 
money  on  financial  futures.  But  that 
was  offset  by  the  rise  in  its  mortgage- 
backed  securities.  Its  hedging  pro- 
gram even  automatically  took  into  ac- 
count an  increase  in  mortgage  prepay- 
ments, which  will  come  from  lower 
interest  rates. 

While  thrift  stocks  generally  sank 
from  view  altogether,  Franklin's  thin- 
ly traded  over-the-counter  shares 
have  dropped  only  3%  since  the  up- 
heaval. Not  bad  in  even  a  moderate 
market  correction,  but  phenomenal 
in  the  face  of  what  hit  Wall  Street  last 
month.  ■ 


Pratt  &  Whitney  s  lock  on  the  jet  engine 
business  is  loosening.  Bad  news  for  its 
parent,  United  Technologies. 

One  thing 
after  another 


By  Howard  Banks 


Outside  the  U.S.  Air  Force,  Ja- 
pan Air  Lines  has  been  engine- 
builder  Pratt  &  Whitney's  larg- 
est single  customer.  But  JAL  was  so 
turned  off  by  Pratt's  inability  to  deliv- 
er parts  or  service  that  it  recently  gave 
General  Electric  its  $120  million  or- 
der for  the  engines  for  five  new  Boeing 
747-400s. 

"It's  not  just  spares.  We  didn't  re- 
spond to  the  airline's  many  technical 
questions,  we  didn't  upgrade  an  en- 
gine type  used  by  JAL.  It's  a  long  his- 
tory," says  Arthur  Wegner,  Pratt  & 
Whitney  president. 

More  trouble  is  brewing  for  the  ci- 
vilian side  of  the  business  at  United 
Technologies'  biggest  division  (34% 
of  total  $16  billion  sales  revenues). 
JAL  is  the  world's  largest  747  opera- 
tor, with  its  60th  about  to  be  deliv- 
ered. By  1995  its  747  engine  orders 
alone  will  be  worth  at  least  $1  billion; 
spare  parts  the  same  again.  Worse  for 
Pratt,  JAL  is  only  the  latest  defector. 
Others  who  have  switched  to  GE  in- 
clude Lufthansa,  Northwest,  Qantas 
and  American  Airlines. 

Pratt  &  Whitney's  share  of  the  civil 
market  has  been  dropping  sharply,  to 
just  over  20%  in  the  first  nine  months 
of  this  year  for  the  big  so-called  high- 
bypass  ratio  engines  used  in  every- 
thing from  the  130-seat  Boeing  737- 
300  to  the  largest  jumbos.  Rival  Gen- 
eral Electric  had  over  65%.  three 
times  as  big  a  share.  The  rest  goes  to 
Rolls-Royce  and  to  the  much  troubled 
international  engine  consortium  IAE, 
dominated  by  Pratt  and  Rolls,  but  also 
including  the  Germans,  Italians  and 
Japanese  (Forbes, ]une  1). 

How  did  proud  Pratt  blow  it:  Let  us 
count  the  ways.  It  was  badly  scarred 
by  a  long  and  bruising  battle  for  Air 
Force  fighter  engine  contracts.  In 


1984  the  Air  Force  divided  the  busi- 
ness between  Pratt  and  GE.  Pratt's 
managers  found  this  tough  to  take  and 
distracting  from  their  civilian  com- 
mitments. Top  executives  were  also 
diverted  by  lengthy  corporate  infight- 
ing over  who  would  succeed  Harry 
Gray  as  head  of  United  Technologies. 
Robert  Daniell  got  the  nod  last  year. 

Choose  your  excuse.  Manufactur- 
ing has  suffered,  and  and  so  have  reli- 
ability and  delivery  on  Pratt's  newly 
designed  engines,  the  PW  2037  (for 
Boeing  757s)  and  the  PW  4000  (for 
Airbuses  and  747s). 

Pratt  &  Whitney  has  reorganized  to 
place  more  emphasis  on  product  sup- 
port and  on  manufacture.  But  it  could 
take  years  to  reassure  shaken  airline 
customers.  "Getting  back  in  now  [at 
JAL]  will  be  that  much  more  diffi- 
cult," admits  Wegner. 

Pratt's  next  test  is  whether  Luft- 
hansa will  stick  with  the  V2500, 
jointly  designed  and  built  by  Pratt  and 
Rolls,  for  its  new  A320,  the  smaller 
Airbus.  The  latest  version  will  be  test- 
ed in  mid-November.  Even  if  it  works 
as  now  hoped,  it  will  still  be  8%  to 
10%  below  specified  efficiency  and 
maybe  "only"  5%  below  spec  by  the 
time  it  enters  service  in  1990. 

Pratt  still  has  a  sympathetic  ear  in 
Reinhardt  Abraham,  technical  boss  of 
Lufthansa.  After  a  recent  meeting 
with  Wegner  and  Robert  Daniell, 
chairman  and  chief  executive  of  par- 
ent United  Technologies,  he  told 
Forbes:  "They  recognize  what  they 
must  do  to  improve  and  assured  me 
they  are  doing  it." 

Lufthansa's  decision  is  due  by  the 
end  of  the  year.  But  a  key  meeting  on 
the  V2500  will  come  sooner,  between 
Wegner  and  top  Airbus  officials.  Per- 
haps Pratt  would  do  well  to  resched- 
ule; the  meeting  is  now  set  for  Friday, 
Nov.  13.  ■ 
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The  Up  &  Comers 


Problems 

Big  companies  buy  little  companies  and  usually  end  up  destroy- 
ing the  very  thing  they  coveted  the  small  companies  for. 


Bear  hug 


By  Claire  Poole  and 
Jeffrey  A.  Trachtenberg 

BIG  COMPANIES  LIKE  tO  gobble  Up 
small  successful  businesses— it's 
easier  than  creating  thriving  opera- 
tions on  their  own.  According  to  Merg- 
ers &  Acquisitions  magazine,  there  were 
4,293  mergers  worth  over  $1  million 
last  year;  combined,  they  were  worth 


$203  billion.  In  1980  there  were  1,565 
such  reported  deals,  worth  $33  bil- 
lion. The  turmoil  in  the  financial 
markets  may  slow  the  process  but 
won't  stop  it. 

Yet,  by  one  estimate,  70%  of  all 
business  mergers  fail  to  live  up  to 
expectations.  The  acquirers  destroy 
what  they  sought  to  acquire. 

What  goes  wrong?  According  to 


Quinn  Mills,  a  professor  at  the  Har- 
vard Business  School,  the  problem  is 
akin  to  people  who  are  so  intent  on 
getting  married  that  they  fail  to  un- 
derstand whom  they're  marrying.  The 
buyer,  says  Quinn,  is  usually  afraid  ol 
frightening  away  the  target,  while  the 
target  is  afraid  of  discouraging  the 
buyer.  Only  once  in  bed  do  the  parties 
realize  they  have  little  in  common. 

"Big  companies  give  their  managers 
a  book  of  financial  criteria  to  judge 
the  deal,"  says  Mills.  "They  don't 
have  a  book  that  deals  with  the  hu- 
man side.  As  a  result,  the  acquirer 
looks  over  the  new  business,  applies 
his  own  methods,  puts  his  own  people 
in  place.  Or  the  acquired  company 
becomes  so  bureaucratic  that  the 
management  in  place  loses  interest." 

Look  at  Avon  Products'  acquisition 
in  1979  of  Tiffany  &  Co.,  New  York's 
venerable  jeweler. 

Avon's  David  Mitchell  paid  $94 


Tiffany  Chairman  William  Chaney;  Tiffany  in  the  1930s 
Emphasizing  diamonds,  not  cheap  wineglasses. 
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nillion  in  Avon  stock.  He  figured 
Won  could  automate  Tiffany's  bill- 
ng  department  (which  still  did  its 
vork  by  hand),  spruce  up  its  aging 
tores  and  use  the  Tiffany  name  and 
Avon's  marketing  expertise  to  sell  to 
he  mass  market. 

Avon  poured  $53  million  into  Tiffa- 
ly  over  the  next  five  years.  Results? 
•ales  increased  but  profits  dropped.  In 
984  Tiffany  lost  $5  million  on  sales 
>f  $135  million.  In  1979  Tiffany 
arned  $7.3  million  on  sales  of  $84 
nillion.  On  Oct.  15,  1984  Avon  sold 
he  jeweler  to  a  management  team  led 
>y  Chairman  William  Chaney  for  just 
bout  what  Avon  paid. 

The  problem  was  this:  Bureaucratic 
Vvon  had  not  appreciated  that  Tiffany 
harges  high  prices  because  a  buyer 
eels  he  or  she  is  getting  something 
airly  exclusive.  Start  selling  cheap 
wineglasses,  and  watch  the  aura  fade. 

Back  under  independent  ownership, 
riffany  refocused  its  marketing  on 
wealthier  customers.  A  database  was 
ormed  listing  all  those  who  spent 
tver  a  certain  amount  each  year.  To- 
lay  that  elite  group  numbers  about 
,000,  and  Tiffany  caters  to  them  by 
nviting  them  to  charity  dinners  and 
he  like,  as  well  as  arranging  private 
iewings.  Tiffany  also  cut  back  on 
dvertising,  which  promoted  the 
heap  wineglasses,  and  edited  out 
nany  of  the  cheaper  tabletop  lines. 
Avon  also  let  Tiffany's  expenses 
f»grow  far  beyond  what  hungry 
mall  company  management  would 
How.  So  Chaney  quickly  dumped  in- 
entory — much  of  it  six  years  old — 
nd  reduced  staff  by  10%.  Operating 
xpenses  the  first  year  were  slashed 
iy  $7  million. 

"We  were  running  leaner,"  explains 
7homas  Andruskevich,  chief  finan- 
ial  officer,  who  adds  that  by  acting 
ike  a  small  company's  management, 
le  and  Chaney  increased  operating 
irofit  by  $11  million  in  their  first 
ear.  Why  didn't  Chaney  and  his  boss 
Aitchell  work  these  wonders  for 
Won?  Chaney  was,  after  all,  presi- 
ient  of  Avon  from  1977  to  1981  and 
he  executive  responsible  for  Tiffany. 
Zhaney  says  the  two  companies  were 
ncompatible.  "It  wasn't  a  good  fit," 
le  says.  "Avon  was  a  mass  marketer, 
nd  Tiffany  sold  to  a  much  different 
ustomer."  It  was  unfortunate  for 
Won's  shareholders  that  Chaney  and 
Aitchell  didn't  understand  that  in  the 
irst  place. 

Another  example  of  a  big  company 
(ungling  a  good  little  company  is 
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El  Chico's  Gilbert  Cuellar  Jr.  (right);  founder  "Mama"  Adelaida  Cuellar  (below) 
When  the  food  improved,  the  customers  came  hack. 


Campbell  Taggart,  Inc.'s  acquisition 
of  El  Chico  Corp.  in  1977.  El  Chico 
was  really  two  symbiotic  businesses: 
an  87-outlet  Mexican  restaurant 
chain  and  a  canned  and  frozen  foods 
operation  making  tacos  and  enchila- 
das. Based  in  Dallas,  it  was  started  in 
1926  when  "Mama"  Adelaida  Cuellar 
opened  a  tamale  stand  at  the  Kaufman 
County  Fair.  In  the  1950s  five  of  her 
sons  used  the  restaurant's  reputation 
to  expand  into  canned  foods  and  fro- 
zen TV  dinners. 

Campbell  Taggart  was  a  big  bakery 
company.  It  understood  the  super- 
market business  and  thought  it  could 
use  that  knowledge  to  expand  El  Chi- 
co's canned  and  frozen  food  sales.  In 
1977  Campbell  Taggart  bought  El 
Chico  from  the  Cuellars  for  stock 
worth  $19  million. 

It  was  another  triumph  of  logic  over 
good  business  sense.  Says  John  Cuel- 
lar, a  vice  president  and  son  of  one  of 
the  Cuellar  brothers,  "It  made  logical 
sense  [for  Campbell  Taggart]  to  mar- 
ket the  frozen  dinners  like  the  bread 
products.  But  99%  of  households  have 
bread.  You  can't  force  ethnic  products 
through  distribution.  It's  like  shoving 
spaghetti  through  a  straw." 

Campbell  Taggart  expanded  the  El 
Chico  restaurant  division  to  102  by 
1980  but  began  buying  lower-quality 


raw  ingredients.  The  customers  began 
staying  away.  Old  managers  were 
fired,  new  ones  brought  in.  They 
raised  prices,  cut  portions  and  turned 
El  Chico  into  an  American  restaurant 
that  sold  hamburgers. 

The  problems  with  the  restaurants 
did  not  help  the  frozen  food  business. 
Indeed,  to  distinguish  between  the 
two,  Campbell  Taggart  changed  the 
name  to  El  Charrito.  Neither  did 
Campbell  Taggart  aggressively  adver- 
tise El  Charrito  frozen  foods.  (By  con- 
trast, when  another  restaurant  chain, 


THE  MERCEDES-BENZ  S-CLASS: 
THE  ONE  THING  MORE  IMPORTANT  THAN  THE 
TECHNOLOGY  INSIDE  IT  IS  THE  TRADITION  BEHIND  IT. 


'big  Mercedes"  has  crowned  the  line  for  almost 
long  as  there  has  been  a  Mercedes-Benz. 

This  is  Mercedes-Benz 
gineering  at  its  most 
ibitious.  And  at  its 
>st  assertive.  From 
s  540  K  of  1936 
:tured  at  left,  to 
:  S-Class  sedan  of  1987  shown  above,  every 
;  Mercedes  and  its  performance  has  seemed  to 
lie  slightly  larger  than  life. 

The  540  K,  for  example,  thundered  into 
end  on  the  power  of  a  supercharged  eight- 
inder  engine  and  the  flamboyance  of  low-slung 
dster  coachwork.  Half  a  century  of  tech- 
ogical  progress  later,  the  S-Class  seems  to 
:le  rather  than  thunder  over  the  road;  in  the 
;e  of  the  flagship  560  SEL  Sedan  on  the  roads  of 
native  Europe,  two  tons  of  S-Class  authority, 
jable  of  gliding  along  at  142  mph  all  day. 

The  Mercedes-Benz  impulse  to  engi- 
sring  masterstrokes  marks  the  S-Class  in  other 
ys  as  well.  In  a  body  design  that  brilliantly 
nbines  large  dimensions  and  low  aerodynamic 
ig.  In  handling  agility  that  large  sedans  have 
dom  aspired  to,  much  less  achieved.  In  vital 
hnological  innovations  — an  Anti-lock  Braking 
stem  (ABS);  and  a  Supplemental  Restraint 


System  (SRS)  with  drivers-side  air  bag  and  knee 
bolster,  and  emergency  tensioning  retractors  at 
both  front  seat  belts  —  that  are 
gradually  being  emulated  by 
other  large  sedans. 

And  laid  over 
this  bedrock  of  technical 
excellence,  a  thick  layer  of 
civilization  and  creature  comfort.  Experienced 
within  a  spacious  cabin  redolent  of  fine  leathers, 
plush  with  velour  carpeting,  garnished  with  pre- 
cious handworked  woods. 

Part  limousine,  part  performance  car— 
the  uncommon  versatility  of  the  S-Class  is  re- 
flected in  its  selection  not  only  by  connoisseurs  of 
automotive  luxury,  but  also  by  most  of  today 's  top- 
ranked  Grand  Prix  motor  racing  fraternity. 

The  S-Class  is  available  in  three  dis- 
tinctive sedan  models  and  as  a  two-plus-two 
closed  coupe.  You  will  find  nothing  to  compare 
with  them,  in  form  or  in  function,  wherever  you 
look  in  the  automotive  world.  They  are  unique,  as 
is  the  tradition  that  spawned  them. 


Engineered  like  no  other  car  in  the  world 


7  Meicedes-Benz  of  N.A..  Inr  ,  Monlvale,  N.J. 


The  Up  &  Comers 


Zigv  Kaluznv  Gamma-Liaisor 


Temple-Inland's  Clifford  Gram,  forest  workers,  circa  1907  (below) 
"J  was  against  starving  the  operation." 


Benihana,  introduced  its  frozen  food 
line  nationally  in  1985,  it  spent  $8.5 
million  in  advertising  the  first  year.) 

The  picture  changed  when  An- 
heuser-Busch acquired  Campbell  Tag- 
gart  in  1982.  A  Texas  liquor  law 
forced  the  brewer  to  sell  the  restau- 
rants (it  kept  the  frozen  food  opera- 
tion). Who  bought  the  restaurants? 
Gilbert  Cuellar  fr.  and  his  father,  one 
of  the  original  Cuellar  brothers.  So 
rundown  had  some  of  their  old  restau- 
rants become  during  the  Campbell 
Taggart  era  that  the  Cuellars  paid 
only  $12.6  million,  cash,  for  93  El 
Chico  restaurants. 

The  Cuellars  shuttered  12  losers 
the  first  year  and  returned  to  the  basic 


high-quality,  Tex-Mex  fare  that  had 
been  the  basis  for  the  company's 
growth  in  the  first  place.  Unfortu- 
nately, the  doldrums  of  the  Texas 
economy  have  hurt;  El  Chico  lost  $3.1 
million  on  sales  of  $88  million  for  the 
fiscal  year  ended  May  29,  1987.  But 
the  company  is  clearly  on  the  mend 
now  that  it  is  out  of  a  big  company's 
clutches. 

"When  we  were  again  serving  good 
Mexican  food,  the  customers  came 
back,"  says  Cuellar  Jr.,  who  took  El 
Chico  public  again  in  June  1983. 

Sometimes  big  companies  refuse  to 
invest  adequately  in  their  new  acqui- 
sitions. Consider  Time  Inc.'s  1973 
purchase  of  Temple  Industries  in  a 


stock  swap  valued  at  almost  $  1 05  mil- 
lion for  the  $99.6  million  (1972  sales 
forest  products  company. 

Here,  again,  the  fit  seemed  perfect 
Time  already  owned  Eastex,  a  small 
pulp  and  paper  mill  in  east  Texas  thai 
supplied  Temple  with  saw  timber 
Temple,  in  turn,  didn't  have  much 
use  for  the  pulp  wood  or  chips  gener- 
ated by  its  lumber  mill.  Why  not  pul 
the  two  businesses  together?  Espe- 
cially since  doing  so  gave  Time  a  fi- 
nancial hedge  in  the  paper  business. 

By  1982  Temple-Eastex  and  Inland 
(a  maker  of  containerboard  and  corru- 
gated boxes  that  Time  bought  in  1977 
were  throwing  off  $55  million  on  al- 
most $1.2  billion  in  sales. 

In  the  summer  of  1982  it  became 
apparent  to  Clifford  Grum,  then 
Time's  executive  vice  president  in 
charge  of  overseeing  all  the  divisions, 
that  Temple  needed  to  invest  heavily 
in  expansion  and  modernization. 

Temple's  needs  came  up  at  one  ol 
the  weekly  meetings  of  an  informal 
strategic  committee  of  Time.  Aftei 
several  meetings  it  was  clear  thai 
Time's  Home  Box  Office  and  Ameri- 
can Television  &.  Communications 
Corp.  cable  TV  operations  were  going 
to  get  those  funds  instead  of  the  forest 
products  operations.  "I  was  against 
starving  the  operation,"  says  Grum, 
today  Temple's  chief  executive.  "It 
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Dow  has  a  brighter  future  zipped  up  tight. 


You  don't  become  an  1 1  billion  dollar 
company  without  learning  to  manage  risk. 
Without  recognizing  that  a  sunny  future 
isn't  always  in  the  bag. 

Dow  Chemical  Company  finances 
some  of  its  growth  with  short-term  com- 
mercial paper.  They  need  to  limit  their 
exposure  to  interest  rate  rises.  Like  a  lot 
of  smart  companies,  they  use  futures  ^ 
and  options  on  the  Chicago 


Mercantile  Exchange  to  manage  interest 
rate  risk. 

Hedging  interest  rates  with  futures 
and  options  can  help  you  plan  better.  Help 
you  evaluate  new  opportunities  better. 
And  you  don't  have  to  be  a  billion  dollar 
company  to  do  it.  So  look  into  the  futures 
and  options  at  The  Merc.  For  over  100 
s%     years,  we've  been  helping  smart 

businesses  manage  risk. 


CHICAGO  MERCANTILE  EXCHANGE 

Intel n.ttifin.il  Monetary  Market  •  Index  and  Option  Market 

The  Exchange  of  Ideas 

1-800-331-3332 


The  Up  &  Comers 


Kenner  Parker's  Neal  Ryland;  the  Parker  Brothers  headquarters  in  1890  (below) 
"General  Mills  didn't  run  scared." 


Susan  LapidtWheeler  Pictures 


was  a  question  of  too  many  heifers 
and  not  enough  cash  cows." 

So  Time,  upon  the  committee's 
suggestion,  spun  off  Temple-Inland  in 
early  1983.  Since  then  the  company 
has  invested  $500  million  in  expand- 
ing and  modernizing  its  paper  busi- 
ness and  $500  million  on  its  financial 
services  division  and  its  building  ma- 
terials operations.  Temple-Inland 
plans  to  spend  $1  billion  more  in  the 
next  five  years. 

The  results:  Net  sales  were  up  4%, 
to  $1.3  billion  in  1986,  while  operat- 
ing income  was  up  in  every  division 
except  containers  and  containerboard. 

"People  are  much  more  productive 
in  smaller  business  units  in  which 
their  individual  efforts  are  account- 
able and  important,"  says  Grum. 
"This  far  outweighs  any  of  the  bene- 
fits people  derive  from  working  for  a 
big  company  like  Time." 

Finally,  consider  a  case  of  a  big 


company  whose  expectations  were 
too  high:  General  Mills  and  Kenner 
Parker,  the  toy  company. 

General  Mills  bought  Kenner  in 
1967  and  acquired  Parker  Brothers  a 
year  later.  Rationale:  that  it  could  sell 
toys  to  the  same  kids  and  their  par- 
ents who  buy  Wheaties,  Cheerios  and 
Cocoa  Puffs.  Observes  self-effacing 
Chief  Financial  Officer  Neal  Ryland: 
"You  can  be  deluded  into  believing 
this  is  an  extension  of  the  packaged- 
foods  industry." 

There  were  some  good  years.  In  the 
late  1970s  and  early  1980s  Kenner 
Parker  made  such  favorites  as  Straw- 
berry Shortcake  and  Star  Wars  toys. 

As  part  of  big  General  Mills,  howev- 
er, Kenner  Parker  wasn't  prepared 
when  the  Star  Wars  and  Strawberry 
Shortcake  phenomena  passed. 

"General  Mills  didn't  run  scared," 
says  Ryland.  "General  Mills  has  a 
huge  cash  flow.  It's  a  money  machine. 
When  you're  responsible  for  your  own 
cash,  it  makes  a  difference." 

As  employees  of  a  giant  company, 
executives  devoted  weeks  to  readying 
charts  and  graphs  for  incoming  senior 
General  Mills  brass.  The  brass  were 
supportive  but  wanted  toy  lines  that 
could  generate  big  numbers — $100 
million  in  sales  would  be  fine,  thank 
you — despite  the  fact  that  at  least 
40%  of  Kenner  Parker's  toys  each  year 
are  new.  In  1985  Kenner  Parker  sold 
about  $40  million  worth  of  its  Hugga 


Bunch  doll,  good  for  a  new  toy.  Sad  to 
say,  Kenner  Parker  manufactured 
dolls  valued  at  $60  million. 

"The  way  you  live  with  risk  in  toys 
is  by  not  overcommitting  to  invento- 
ry," says  Ryland.  "This  is  a  fashion 
business.  A  videogame  that  does  $100 
million  one  year  does  zero  the  next. 
But  if  General  Mills  doesn't  sell  a 
packaged-food  product  in  March,  it 
sells  it  in  June;  if  not  in  lune,  then  it 
sells  it  in  September.  This  is  a  differ- 
ent business." 

Fl  inally,  General  Mills  gave  up  and 
spun  off  Kenner  Parker  in  Novem- 
ber 1985.  New  management,  led  by 
Ryland  and  Chief  Executive  Ron  Jack- 
son, slashed  overhead  and  developed 
new  toys.  From  a  1985  loss  of  $123 
million  before  taxes  on  sales  of  $527 
million,  a  year  later  Kenner  Parker 
earned  $33  million  on  sales  of  $503 
million.  Tonka  Corp.  recently  paid 
over  $600  million  for  General  Mills' 
castoff. 

"Why  didn't  they  [General  Mills]  do 
it  for  themselves?"  asks  Ryland. 
"This  business  just  didn't  fit  into 
their  plans." 

Maybe  the  people  who  run  Forbes 
500  companies  should  spend  more 
time  on  their  basic  business  and  less 
time  shopping  around  for  acquisi- 
tions. Selling  widgets  may  be  less  ex- 
citing than  mapping  an  acquisition 
strategy,  but  selling  widgets  is  what 
business  is  all  about.  ■ 
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"The  techniques  change. 
The  principles  don't." 

Combining  capital  strength  with  financing,  advisory, 
trading,  and  investment  skills  throughout  the  world, 
J.E  Morgan  continues  to  innovate  to  serve  our  clients 
better.  Yet  the  principles  that  guide  us  in  todays  inte- 
grated, technology-driven  financial  markets  haven  t 
changed  in  125  years. 

[n  everything  we  do  the  client' s  interests  come  first, 
a  way  of  doing  business  that  produces  impartial, 
objective  advice  on  any  matter, 
however  conf  idential.  Many  years 
ago  J.R  Morgan  himself  said  it  best: 
'The  client  s  belief  in  the  integrity 
□four  advice  is  our  best  possession!' 


Change  linked  to  continuity:  J.P  Morgans  new 
headquarters  rise  on  Wall  Street  two  blocks 
from  where  the  firm  has  had  its  principal  offices 
for  more  than  a  century. 


JPMorgan 
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^he  market  values  of  this  years  class  of  Forbes'  200  best  small 
ompanies  in  America  took  a  bloody  pounding  in  the  market 
anic.  Worse  may  yet  be  in  store.  But  beneath  the  Wall  Street 
urmoil  still  beat  dozens  of  very  sound  businesses. 


By  Peter  Newcomb 

J|ust  as  many  people  were 
quite  willing  in  the  boom,  not 
only  to  value  shares  on  the 
basis  of  a  single  year's  earn- 
ings but  also  to  assume  that 
creases  in  earnings  would  continue 
ometrically,  so  now  they  are  ready 
estimate  capital  values  on  today's 
rnings  and  to  assume  that  decreases 
ill  continue  geometrically." 
So  wrote  John  Maynard  Keynes,  the 
onomist  and  one  of  the  century's 
ost  successful  investors,  in  Febru- 
y  of  1931.  Around  the  world,  stock 
arket  valuations  had  crumbled.  No 
le  believed  that  they  would  ever  re- 
iver. Keynes,  the  great  contrarian, 
as  strung  out  on  margin — and  about 
make  a  fortune  (see  Forbes,  Sept. 
>,  1983). 

Does  opportunity  now  knock  in  the 
llowing  ranking  of  Forbes'  200  best 
tiall  companies  in  America?  Cer- 
inly  not  with  the  force  it  knocked 
ith  in  1931:  The  current  cycle,  re- 
ntly  so  manic,  has  yet  to  turn  thor- 
lghly  depressive. 

That  said,  however,  market  beat- 
gs  usually  offer  opportunities,  and 
ese  companies  took  a  severe  beat- 
g.  On  Oct.  12  the  200  as  a  group  had 
l  aggregate  market  value  of  $46.4 
llion.  Seven  days  later,  at  the  close 
business  on  Bloody  Monday,  Oct. 
»,  the  group  was  worth  $32.3  bil- 
m — a  30%  plunge  for  what  is  argu- 
ily  the  cream  of  American  corporate 
sets.  On  Wednesday,  Oct.  21  (the 
ly  we  priced  the  tables  beginning  on 
ige  200),  the  group's  value  recov- 
ed,  but  only  to  $35.5  billion.  At  that 
ice,  the  group  was  selling  at  13.6 
mes  latest  12-month  earnings. 
Are  they  worth  more?  It  is  impossi- 
e  to  say  which  way  the  market  will 
i  in  the  weeks  ahead.  Most  likely  it 
ill  go  many  ways.  But  it  is  hard  to 
:ny  that  the  past  performance  (never 
guarantee  of  future  success)  of  these 


companies  has  been  impressive.  To 
make  the  list,  a  company  had  to  have 
a  minimum  five-year  average  return 
on  equity  of  1 1.1%,  as  defined  by  Wil- 
liam O'Neil  &  Co.,  which  supplies 
our  raw  statistical  data.  For  the  latest 
12  months  profitability  had  to  be  10% 
or  better.  Companies  whose  earnings 
over  the  past  five  years  fell  more  than 
75%  from  one  year  to  the  following 
were  dropped.  Long-term  debt  had  to 
be  less  than  equity.  We  also  required 
an  average  annual  gain  in  earnings  per 
share  of  at  least  10%  over  the  past  five 
years,  and  a  five-year  average  annual 
sales  growth  of  10%  or  better.  These 
are  bare  minimums;  most  companies 
did  far  better.  We  excluded  banks, 
electric  utilities  and  real  estate  in- 
vestment trusts,  companies  with  less 
than  five  years  of  earnings  history  and 
those  whose  earnings  were  less  than 
$1  million  during  the  latest  12 
months,  or  whose  stock  price  was  less 
than  $2. 

For  many  of  these  companies,  the 
precipitous  plunges  in  market  valua- 
tions were  probably  warranted,  sim- 
ply given  the  high  valuations  to 
which  they  rapidly  rose.  Telerate,  for 
example.  The  market  value  of  this 
financial  information  network,  which 
is  56%  owned  by  Dow  Jones  &  Co., 
fell  more  than  any  other  of  the  200 
best  small  companies  during  the  sell- 
ing wave.  Telerate 's  market  value 
rose  from  $792  million  early  last  year 
to  $2.3  billion  just  before  the  fall — 
and  fell  to  $633  million  on  Bloody 
Monday.  It  recovered  two  days  later  to 
$757  million,  about  20  times  last 
year's  earnings. 

Television  game  show  producer 
Barris  Industries,  another  highflier  on 
the  list,  tripled  in  value  over  the  last 
two  years.  So  it  is  not  altogether  weird 
that  Barris  gave  back  nearly  all  that 
gain  in  the  sell-off. 

Unless  the  economy  is  headed  for 
depression,  the  prospects  for  many  of 
the  200  companies  remain  good.  Most 


have  strong  niches;  few  have  lost  their 
entrepreneurial  verve.  Many  are  still 
run  by  their  founders  or  cofounders; 
several  more  are  run  by  the  founders' 
offspring. 

The  market  panic  has  not  changed 
their  basic  businesses.  Consider  St. 
Louis'  Sigma-Aldrich  Corp.,  a  fine  lit- 
tle manufacturer  and  mail-order  sup- 
plier of  biochemicals  and  other  organ- 
ic and  inorganic  materials  that  has 
appeared  among  the  200  best  small 
companies  five  times  (this  year  it  is 
ranked  75th  and  is  a  member  of  our 
small  company  honor  roll).  Sigma-Al- 
drich has  established  itself  as  the  L.L. 
Bean  of  the  research  world;  over  35% 
of  Sigma 's  orders  come  from  overseas. 
It  lost  35%  of  its  market  value;  that 
wiped  a  half-million  dollars  off  the 
value  of  Chief  Executive  Tom  Cori's 
personal  stock  in  the  company.  But 
Cori  isn't  worried  and  says  his  busi- 
ness plan  remains  intact. 

"We  developed  a  plan  of  action 
some  15  years  ago  that  we  were  going 
to  be  a  service-driven  company,"  says 
Cori.  He  stuck  with  that  plan  while 
his  competitors  strayed  into  other 
areas,  says  Cori,  adding  that  he  has  no 
intention  of  straying.  "The  rules  for 
running  a  good  mail-order  business 
apply  to  us.  " 

James  Conte,  president  of  honor 
roll  member  Community  Psychiatric 
Centers,  is  another  who  is  keeping  his 
eye  on  his  basic  business,  not  on  the 
stock  quotation  pages  or  on  diversifi- 
cation. "We  see  a  lot  of  other  compa- 
nies get  involved  in  anything  that 
says  health  care  on  it,"  says  Conte. 
"We've  stayed  with  what  we've  been 
succesful  at:  acute  psychiatric  care 
and  dialysis  treatment.  In  the  health 
care  business,  acquisitions  are  tough. 
In  most  cases  you  buy  other  people's 
problems.  If  they  were  doing  well, 
they  wouldn't  have  sold  them,  or  they 
would  have  asked  a  price  that  was 
more  than  we  paid." 

Conte,  too,  lost  a  bundle — over  $3.7 
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m  eregulation  of  the  airline  industry  has  produced 
JL^J  more  of  everything.  More  bargain  fares.  More 
flights.  More  passengers.  And  unfortunately,  more  cus- 
tomer problems  and  more  customer  complaints  as  well 

At  American  Airlines,  we  know  that  a  customer's 
problem  won't  go  away  if  its  ignored.  But  the  customer 
probably  will 

So  we  take  complaints  seriously.  And  work  just 
as  hard  to  prevent  them  as  we  do  to  resolve  them. 


We  want  to  prevent 
complaints. 

At  American  Airlines, 
we're  convinced  the  best 
way  to  prevent  complaints 
is  to  eliminate  theproblems 
that  cause  them.  That  means 
setting  the  highest  possible 
standards  of  customer  ser- 
vice. And  working  hard  to 
meet  them.  Every  day  Every 
flight.  Everywhere  we  fly 

We  constantly  monitor 
our  performance.  How  fast 
we  answer  the  phone.  How 
quickly  we  serve  passengers 
at  the  airports.  How  fast  we 
deliver  bags.  And  a  host  of 
other  things.  We  want  to  find 
potential  problems  before 
you  find  real  ones. 

And  we  do  more  than 
just  watch  ourselves.  We  re- 
tain a  very  select  group  of 
"Shoppers,"  who  take  800 
flights  a  month  on  American. 
They  help  us  track  down 
problems  from  the  passen- 
gers' point  of  view  by  evalu- 
ating 64  different  service 
items  on  each  trip. 


Any  company  that 
serves  over  55  million  cus- 
tomers a  year  is  bound  to 
hear  some  complaints.  But 
at  American,  we  worry  about 
everyone. 

We're  not  satisfied 
until  you  are 

We  want  every  custom- 
er-contact employee  to  be  a 
Customer  Service  Represen- 
tative. So  if  you're  unhappy 
we  want  our  employees — 
from  airport  service  person- 
nel to  flight  attendants — to 
do  their  best  to  correct  the 
problem  on  the  spot. 

But  sometimes  a 
situation  cannot  be  resolved 
immediately  Thats  when  our 
Customer  Relations  Depart- 
ment needs  to  know  what 
happened,  when  it  happened 
and  how  it  happened.  We 
investigate  and  respond  to 
every  complaint  quickly 


And  we  do  all  we  can  to  be 
sure  that  whatever  caused 
the  problem  gets  fixed  fast. 

Last  year,  we  received 
complaints  from  fewer  than 
.001%  of  our  passengers. 
And  we've  done  even  better 
this  year 

We're  committed 
to  service  excellence 

At  American  Airlines, 
we're  working  hard  to  offer 
the  best  airline  service  you 
can  buy 

We're  committed  to 
providing  more  quality  and 
more  value  than  our  com- 
petitors. 

It  may  be  true  that  we 
can't  please  everyone  all  the 
time.  But  we're  not  going  to 
stop  trying. 

Thats  what  makes  us 
something  special  in  the  air 

Number  four  in  a  series  derated  to  issues 
facing  the  flying  public 


AmericanAirlines 

Something  special  it  ?  thecmf 


jomplaints? 
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million — on  his  Community  Psychi- 
atric stock.  But  he  isn't  going  to  let 
that  change  the  way  he'll  run  the 
company. 

Ranked  69th  among  the  best  200 
small  companies  is  Safety-Kleen.  It 
specializes  in  mechanical  parts  clean- 
ing services  and  hazardous  waste  re- 
moval, by  common  consent  a  growth 
industry.  Last  year  Safety-Kleen  tied 
the  corporate  record  for  the  number  of 
consecutive  years  (16)  in  which  earn- 
ings growth  exceeded  20%.  President 
Donald  Brinckman  is  confident  that 
Safety-Kleen  will  break  the  record 
this  year.  If  so,  he  will  beat  a  restau- 
rant outfit  that  survived  many  market 
fluctuations:  McDonald's. 

While  the  chief  executives  of  many 
of  Forbes'  200  best  small  companies 
express  strong  aversion  to  diversifica- 
tion, they  also  cite  the  need  to  remain 
flexible.  Electromagnetic  Sciences  is  a 
maker  of  electronic  microwave  com- 


ponents and  does  a  lot  of  government 
contract  work.  Says  Electromagnetic 
Vice  President  Bill  Evans:  "We  feel 
that  because  of  our  flexibility  we  can 
be  more  responsive  to  changes  in  the 
environment  and,  consequently, 
more  opportunistic."  Electromagnet- 
ic's  sales  have  grown  at  an  average 
rate  of  about  35%  a  year  over  the  last 
five  years — though  Evans  is  the  first 
to  admit  this  growth  rate  will  be 
tough  to  sustain. 

New  York-based  Dreyfus  Corp.,  the 
mutual  fund  house,  joins  the  small 
company  honor  roll  this  year,  fust  be- 
fore the  market  drop,  Dreyfus  Chair- 
man Howard  Stein  said  Dreyfus  uses  a 
different  approach  in  its  investing: 
"Public  enthusiasm  generally  evolves 
at  the  peak  of  markets,  and  we've  tried 
to  be  more  cautious  at  such  times." 
How  did  Dreyfus'  funds  do  in  the  after- 
math of  the  sell-off?  (For  more  on  mu- 
tual funds,  see  cover  stories.) 


The  best  of  the  best 


These  rankings  include  several  nev 
features.  Of  special  note  is  the  direc 
tory  of  chief  executives  of  the  200  bes 
small  companies,  with  details  of  thei 
educational  backgrounds,  compensa 
tion  arrangements  and  ownership  u 
their  companies.  The  directory  begin: 
on  page  220. 

Also  worth  noting  are  the  earning: 
estimates  for  1988.  These  come  cour 
tesy  of  the  Institutional  Brokers  Esti 
mate  System,  a  service  of  New  Yorl 
brokerage  firm  Lynch,  Jones  &  Ryan 
The  estimates  must  be  taken  with  th< 
standard  grain  of  salt.  This  is  the  mori 
true  given  the  way  analysts  are  hastib 
scaling  back  their  estimates  as  th< 
market  falls. 

Would  Lord  Keynes  be  a  buyer  a 
these  prices?  We  have  no  idea.  But  i 
intelligent  investing  in  small  compa 
nies  is  your  thing,  this  annual  list  is  j 
good  place  from  which  to  start  you 
research.  ■ 


This  is  the  Forbes  small  company  honor  roll.  To  make  in  the  past  five  years.  How  have  these  top  little  compa- 

it,  a  company  needed  to  earn  at  least  15%  on  equity  nies  been  as  investments?  Pretty  good.  Even  after  the 

during  the  latest  12  months  and  average  at  least  15%  market  plunge,  a  $15,000  investment  spread  evenly 

over  the  past  five  years.  It  also  had  to  appear  on  our  across  the  group  five  years  ago  would  today  be  worth 

annual  200  best  small  companies  list  at  least  four  times  over  $56,000.  (Our  prices  are  as  of  Oct.  21.) 


Company 

Years  on 
200  best 
list 

Return  on  equity 
latest 
5-year  12 
average  months 

 5 

sales 
growth 

year  

earnings 
growth 

Recent 
price 

Value  of 
$1,000 
invested 
10/18/82 

Chief  executive 

Arnold  Industries 

4 

21.0% 

22.7% 

16.0% 

27.0% 

33 

$4,924 

Edward  H  Arnold 

Bolar  Pharmaceutical 

5 

18.3 

20.9 

29.0 

23.0 

33 

3,085 

Robert  Schulman 

Community  Psychiatric  Centers 

5 

19.1 

21.4 

20.0 

23.0 

33 

2,105 

James  W  Conte 

Dreyfus 

4 

26.2 

18.6 

18.0 

17.0 

24 

4,535 

Howard  Stein 

Electromagnetic  Sciences 

4 

17.1 

20.7 

34.0 

33.0 

14 

2,282 

John  E  Pippin 

Hunt  Manufacturing 

4 

16.4 

22.0 

15.0 

16.0 

29 

2,762 

Ronald  J  Naples 

Napco  Security  Systems 

4 

28.1 

31.8 

31.0 

61.0 

9 

6,060 

Richard  Soloway 

Neutrogena 

4 

32.9 

53.3 

27.0 

41.0 

45 

10,778 

Lloyd  E  Cotsen 

Pansophic  Systems 

5 

15.8 

15.5 

27.0 

25.0 

19 

2,349 

David  J  Eskra 

Pioneer  Group 

5 

31.8 

31.2 

34.0 

23.0 

17 

1,675 

John  F  Cogan  Jr 

SafeCard  Services 

5 

24.5 

65.3 

22.0 

51.0 

9 

2,871 

Steven  J  Halmos 

Safety-Kleen 

4 

21.3 

23.4 

15.0 

20.0 

33 

4,987 

Donald  W  Brinckman 

Sigma-Aldrich 

5 

20.7 

24.1 

17.0 

20.0 

36 

3,203 

Tom  Cori 

Stryker 

5 

17.3 

19.0 

22.0 

21.0 

20 

2,727 

John  W  Brown 

Teleflex 

5 

16.1 

17.9 

18.0 

15.0 

25 

2,062 

Lennox  K  Black 

Total 

$56,405 

Source  William  O'Neil  &  Co ;  Forbes 


Small 


news 


Introducing  a  new  low-priced, 
high-powered  IBM  Personal  System /2. 

It's  called  the  Model  25,  for  short,  and  it 
comes  with  die  power,  graphics  and  quality 
that  have  made  the  IBM*  Personal  System/2 " 
family  the  acknowledged  new  leader  in  per- 
sonal computing.  What's  more,  it  comes  in  a 
size  that  fits  virtually  anywhere  and  at  a 
price  that  fits  most  any  budget. 

It's  at  home  wherever  you  work. 

Whether  you  work  in  an  office,  bring 
office  work  home  or  run  a  business  from 
home,  the  Model  25  can  help  you  keep  up 
with  correspondence,  prepare  proposals 
and  balance  budgets.  It  can  also  help  you 
track  inventory  and  handle  your  business 
and  personal  accounting  as  well. 

The  system  works  with  the  other  mem- 
bers of  the  Personal  System/2  family.  And  it 
was  designed  ^JPI|^  to  run  lots  of  the 
popular        fl  programs  that 

^    |  are  already 


from  IBM 


available  for  IBM  Personal  Computers.* 
It's  at  home  wherever  students  learn. 

In  the  classroom,  dorm  and  at  home, 
students  will  love  the  easy-to-use  design  and 
spectacular  graphics 


of  the  new  Personal 
System/2  Model  25. 
Parents  and  school 
board  members  will 
especially  love  its 
small  price. 

It  can  get  you 
great  year-end 
bonuses. 


IBM  Personal  System/2 

Model  25 

Microprocessor 

8086-8 

Potential  system 
throughput 

More  than  2 
times  IBM  PC 

Standard  memory 

512KB 

Expandable  to 

640KB 

Diskette  size 
and  capacity 

3V2  Inch 
720KB 

Expansion  slots" 

2 

IBM  Keyboard 

Enhanced  or 
Space  Saving 

Operating  system 

IBM  DOS  3.3 

'Model  25  hasone  full-size  and  one  eight-inch 
expansion  slot 


If  you  buy  an  IBM  Personal  System/2 
Model  25  or  30  before  the  year's  out,  you'll 
get  a  Software  Sampler  with  16  free 
programs— for  word  processing,  personal 
productivity,  education  and  more.  And  no 
matter  which  Personal  System /2  you  buy, 
you'll  get  great  rebates  direcdy  from  IBM  on 
selected  accessories  and  a  wide  range  of 
software  from  IBM  and  other  leading 
software  companies.  You  may  also  qualify 
instanUy  for  $2,500  of  IBM  credit**  with  no 
payments  due  until  February,  1988. 

To  find  out  more,  just  ask  your 
participating  IBM  authorized  dealec 


•Differences  in  system  configurations  must  be  considered  in  selecting  se"ware 
•Only  purchases  on  the  Personal  (silver)  IBM  Credit  Card  qualify  for  the  instant 
credit  and  deferred  payment  portion  of  this  offer  ©IBM  1987  IBM  isa 
registered  trademark  and  "Personal  System/2"  is  a  trademark  of  IBM  Corporation 


SEE  YOUR  PARTICIPATING  IBM  AUTHORIZED  DEALER  ABOUT  SPECIAL  IBM  YEAR-END  BONUSES. 


The  200  Best  Small  Companies  in  America 


 Rank  

this  last 
year  year 

Return  oh  equity 

latest 
5-year  12 
Company/business            average  months 

5-year 
EPS 
growth 

Latest  12  mos 
sales  profits 
(mil)  (mil) 

Debt/ 
tcjuity 

Recent 
stock 

Market 
value 
(mill 

Latest  12  mos 
EPS  P/E 

Est 
1988 
EPS 

Book 
value/ 

1 

2 

Value  Line 

financial  publishing 

70.8%  46.5% 

.  16.0% 

$72.7 

$17.04 

0% 

23 

$223.7 

SI. 71 

13.2 

NA 

$3.68 

2 

5 

Seaman  Furniture 

furniture  stores 

62.5 

72.7 

38.0 

230.7 

15.24 

22 

18 

241.7 

1.13 

15.7 

$1.80 

1.54 

3 

■ 

Franklin  Resources 

fund  management 

60.9 

104.2 

107.0 

200.7 

55.00 

13 

17 

460.6 

2.07 

8.3 

2.96 

1.98 

4 

■ 

Canonie  Environmental  Svcs  58.3 
hazardous  waste  mgmt  svcs 

47.6 

67.0 

34.0 

5.04 

0 

22 

118.3 

0.92 

23.4 

1.45 

1.92 

C 

■ 

PCS 

prescription  claims  process 

54.3 

65.0 

41.0 

59.6 

8.67 

0 

27 

391.5 

0.60 

45.0 

1.03 

0.92 

6 

■ 

Intl  Dairy  Queen  CI  A 

fast-food  restaurants 

54.0 

49.0 

29.0 

204.7 

14.20 

96 

24 

230  5 

1.47 

16.2 

NA 

2.99 

7 

■ 

Vanguard  Technol  Intl 

computer  services 

47.8 

100.8 

65.0 

47.4 

2.73 

13 

10 

34.4 

0.78 

13.0 

1.17 

0.80 

8 

7 

King  World  Productions 

distr  &  synd  of  TV  progs 

45.0 

67.9 

118.0 

222.0 

29.78 

0 

21 

628.0 

0.97 

21.4 

1.99 

1.45 

9 

■ 

ABI  Am  Businessphones 

telecommunications  equip 

44.6 

19.8 

51.0 

27.1 

1.11 

4 

10 

16.1 

0.67 

14.6 

NA 

3.39 

Morino  Associates 

software 

39.2 

25.5 

72.0 

33.3 

6.19 

0 

14 

133.7 

0.61 

0.79 

2.46 

wr 

The  200  best  small  companies  in  Amer- 
ica have  a  median  5 -year  average  return 
on  equity  of  17.4%  and  a  median  12- 
month  return  on  equity  of  20.7%.  The 
Bloody  Monday  market  panic  wiped  out 
over  $14  billion  of  the  group's  aggregate 
market  value. 

ii 

■ 

Strober  Organization  38.5 
professional  bldg  supply  ctrs 

25.9 

68.0 

96.6 

5.37 

8 

9 

53.2 

0.95 

9.2 

1.20 

3.41 

12 

■ 

PAM  Transportation  Svcs 
trucking 

37.9 

18.3 

82.0 

54.4 

3.40 

67 

9 

40.6 

0.75 

11.7 

1.18 

4.00 

13 

■ 

Trans  World  Music 

record  &  video  stores 

36.7 

29.9 

95.0 

151.6 

7.94 

16 

20 

180.0 

0.91 

22.0 

1.58 

2.95 

14 

■ 

Dryclean  USA 

dry  cleaning  stores 

36.4 

18.7 

42.0 

16.8 

1.97 

0 

13 

35.1 

0.82 

15.2 

NA 

3.76 

15 

■ 

Anitec  Image  Technology 

photo  equipment 

35.3 

34.6 

29.0 

137.7 

16.49 

9 

17 

184.8 

1.47 

11.6 

1.73 

4.38 

16 

22 

ClothesTime 

women's  apparel  stores 

35.0 

38.6 

77.0 

178.1 

13.42 

0 

8 

107.7 

0.94 

8.2 

1.46 

2.50 

17 

■ 

Heartland  Express 

trucking 

34.9 

32.5 

24.0 

22.5 

3.07 

0 

8 

41.3 

0.62 

13.3 

0.84 

1.89 

18 

■ 

T  Rowe  Price  Assocs 

mutual  fund  invest  svcs 

34.7 

41.6 

32.0 

124.0 

17.07 

4 

29 

205.4 

2.31 

12.4 

3.21 

5.74 

19 

■ 

Group  1  Software 

computer  software 

34.5 

107.4 

57.0 

9.4 

1.47 

2 

10 

31.4 

0.47 

20.2 

NA 

0.41 

20 

■ 

Traditional  Inds 

photographic  equip  &  svcs 

33.8 

98.1 

34.0 

35.8 

3.10 

3 

9 

21.5 

1.34 

6.7 

NA 

1.32 

■  Not  on  last  year's  list    NA:  not  available.    Stock  prices  as  of  Oct.  21. 

Sources.  William  O'Neil  &  Co .  Institutional  Brokers  Estimate  System  (IBES):  Forbes 
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The  200  Best  Small  Companies  in  America 


Return  on  equity  5-year 


 Rank   latest      EPS      Latest  12  mos  Recent  Market  Est  Book 

this       last  5-year       12      growth    sales     profits    Debt/     stock     value     Latest  12  mos      1988  value/ 

year      year  Company/business  average  months     rate       (mil)      (mil)     equity     price      (mil)       EPS       P/E       EPS  share 


21 

■ 

Barr  Labs 

generic  pharmaceuticals 

33.6% 

31.9% 

40.0% 

$60.1 

$4.01 

45% 

9 

$68.0 

$0.64 

$14.1 

NA 

$1.67 

22 

8 

Chief  Automotive  Sys 

auto  frame  repair  equip 

33.4 

24.8 

44.0 

40.0 

7.61 

10 

8 

62.4 

0.89 

8.4 

$1.28 

3.69 

23 

24 

Neutrogena 

cosmetics 

32.9 

53.3 

41.0 

125.9 

14.08 

0 

45 

620.1 

0.96 

46.9 

1.38 

1.92 

24 

6 

Thor  Industries 

motor  homes 

32.4 

30.3 

22.0 

165.2 

7.36 

0 

16 

79.3 

1.46 

10.8 

1.77 

4.83 

25 

■ 

Durakon  Industries 

automotive  equip 

32.3 

17.2 

85.0 

93.3 

5.06 

28 

10 

63.5 

0.82 

12.3 

1.10 

4.69 

26 

■ 

Diceon  Electronics 

electronics 

32.2 

26.5 

51.0 

95.1 

8.63 

3 

31 

181.1 

1.46 

21.4 

2.25 

5.63 

27 

■ 

Inmac 

mail-order  computer  prods 

31.8 

52.3 

37.0 

165.4 

7.74 

1 

17 

146.7 

0.86 

19.2 

1.11 

1.66 

28 

1 8 

Pioneer  Group 

mutual  fund  management 

31.8 

31.2 

23.0 

59.8 

11.40 

0 

17 

103.0 

1.85 

9.1 

2.60 

5.95 

29 

29 

Oshkosh  B'Gosh  CI  A 

children's  apparel 

31.7 

37.4 

38.0 

219.9 

24.06 

12 

54 

390.2 

3.30 

16.2 

NA 

8.83 

30 

■ 

American  List 

student  mailing  lists 

31.6 

27.0 

21.0 

5.2 

1.61 

0 

9 

25.0 

0.58 

15.5 

NA 

2.14 

31 

■ 

Ashton-Tate 

computer  software 

31.3 

30.8 

86.0 

244.4 

37.73 

4 

21 

504.4 

1.52 

13.7 

1.99 

5.04 

32 

43 

Dress  Barn 

women's  apparel  stores 

29.8 

49.3 

70.0 

173.7 

12.91 

0 

9 

188.6 

0.58 

14.7 

0.80 

1.18 

33 

21 

Russ  Berrie  &  Co 

gift  items 

29.7 

26.8 

40.0 

252.7 

33.45 

4 

30 

442.2 

2.24 

13.2 

3.04 

8.34 

34 

■ 

Merry-Go-Round  Enterprises  29.1 
women's  apparel  stores 

24.0 

17.0 

227.8 

8.40 

9 

9 

85.8 

0.88 

10.2 

1.30 

3.67 

35 

28 

Juno  Lighting 

lighting  fixtures 

28.6 

30.3 

37.0 

49.2 

8.92 

19 

14 

130.4 

0.97 

14.7 

1.23 

3.21 

36 

42 

Napco  Security  Systems 

protective  alarm  equip 

28.1 

31.8 

61.0 

27.6 

3.38 

37 

9 

38.1 

0.77 

11.4 

0.98 

2.44 

37 

■ 

Bush  Inds  CI  A 

ready-to-assemble  furniture 

27.9 

34.0 

48.0 

83.8 

4.31 

92 

19 

56.3 

1.44 

13.0 

NA 

4.23 

38 

32 

Deb  Shops 

women's  apparel  stores 

27.4 

26.7 

25.0 

195.6 

13.45 

4 

12 

174.5 

0.89 

12.9 

'  1.25 

3.32 

39 

16 

Intertrans 

freight  forwarding 

27.3 

18.3 

53.0 

93.2 

2.73 

0 

6 

25.7 

0.55 

10.0 

0.68 

3.19 

40 

31 

JB  Hunt  Transportation  Svcs  26.8 
trucking 

25.6 

49.0 

242.4 

25.29 

39 

19 

435.5 

1.07 

17.3 

1.45 

4.20 

41 

■ 

Alloy  Computer  Products 

computer  equipment 

26.7 

17.1 

32.0 

44.6 

2.77 

0 

7 

31.0 

0.60 

11.3 

0.99 

3.52 

42 

59 

Nuclear  Support  Services 

svcs  to  nuclear  electric  utils 

26.4 

30.6 

23.0 

32.2 

2.45 

1 

10 

20.0 

1.19 

8.4 

NA 

4.02 

43 

25 

Dreyfus 

fund  management 

26.2 

18.6 

17.0 

265.1 

90.35 

0 

24 

1,014.1 

2.11 

11.4 

2.81 

11.52 

44 

■ 

Par  Pharmaceutical 

drugs 

26.2 

30.2 

55.0 

70.8 

9.56 

33 

19 

205.5 

0.86 

21.7 

1.18 

2.87 

45 

■ 

Technalysis 

computer  &  technical  svcs 

26.0 

28.9 

13.0 

14.3 

1  19 

0 

9 

14.3 

0.73 

12.0 

1.00 

2.52 

■  Not  on  last  year's  list.    NA:  not  available.    Stock  prices  as  of  Oct.  21.         Sources:  William  O'Neil  &  Co.,  Institutional  Brokers  Estimate  System  (1BES),  Forbes 


The  200  Best  Small  Companies  in  America 


Return  on  equity  5-year 

 Rank   latest      EPS      Latest  12  mos      >          Recent  Market  Est  Book 

this       last                                        5-year  12      growth     sales  profits    Debt/     stock     value  Latest  12  mos      1988  value/ 

year      year  Company/business            average  months     rate       (mil)  (mil)     equity     price      (mil)  EPS  P/E       EPS  share 

46  ■       Heico                                 25.9%  46.0%   .59.0%  $49.5  $8.27       68%        22      $46.5  $4.16  5.4     $3.85  $8.65 

health  care  &  aerospace  eq 

47  ■       Hovnanian  Enterprises           25.8  33.3       52.0     303.0  22.90       70           11       228.5  1.08  10.0       1.65  3.24 

home  building 

48  ■       I&l  Snack  Foods                   25.7  18.8       60.0       36.1  2.33       54           16        46.7  0.81  19.8       1.25  4.25 

snack  foods 

49  ■       Stanline                              25.4  28.5       56.0       62.9  1.84       21            9        14.4  1.11  7.7       1.38  3.81 

building  materials 

50  ■       Boston  Acoustics                 25.3  22.9       55.0       15.0  1.57        0            7        13.4  0.86  7.8       NA  3.46 

audio  speaker  systems 

51  50      New  England  Business  Svc     25.0  27.7        18.0     188.4  19.13        9           19      329.9  1.12  17.2       1.29  4.03 

business  forms 

52  60     Versa  Technologies              24.9  29.0       25.0      41.9  4.59        9          18        68.4  1.19  14.9       1.75  4.10 

rubber  and  fluid  power  prods 

53  55      SafeCard  Services                 24.5  65.3       51.0     110.2  30.72        0           9      281.9  0.94  9.2       1.59  1.44 

credit  card  services 

54  45      Cherokee  Group                  24.3  36.6       52.0     131.2  9.75        4           9      124.6  0.80  11.7       1.20  2.01 

women's  apparel  &  footwear 

55  ■       Chili's                               24.1  16.9       19.0     177.3  6.49      28          23      130.4  1.11  20.8       1.65  6.83 

restaurants 


Retailing  accounts  for  more  of  these 
companies — 29  in  all — than  any  other 
industry.  In  second  place  is  the 
computer  industry,  with  21  businesses 
on  the  list. 


56 

33 

CPI  Corp 

portrait  studios,  photo  finish 

23.7 

21.7 

19.0 

270.9 

20.34 

0 

15 

244.0 

1.23 

12.0 

1.73 

5.67 

57 

38 

Quick  &  Reilly  Group 

discount  brokerage 

23.6 

31.1 

24.0 

95.3 

17.19 

5 

14 

132.7 

1.81 

7.7 

2.45 

5.83 

58 

36 

Paychex 

payroll  accounting  svcs 

23.4 

22.7 

43.0 

66.9 

5.45 

10 

21 

180.6 

0.64 

32.8 

1.19 

2.79 

59 

■ 

Atlantic  Southeast  Air 

regional  airline 

23.2 

15.8 

52.0 

103.9 

12.16 

52 

10 

130.2 

0.92 

10.6 

1.28 

5.77 

60 

40 

MacNeal-Schwendler 

computer  aided  eng  software 

22.8 

37.2 

35.0 

30.7 

7.92 

0 

17 

204.2 

0.65 

25.8 

0.96 

1.75 

61 

26 

Telerate 

security  price  database 

22.8 

34.5 

32.0 

280.7 

56.78 

0 

16 

756.8 

1.24 

12.9 

1.96 

3.48 

62 

64 

John  H  Harland 

check  printing 

22.5 

24.7 

19.0 

278.3 

39.93 

0 

21 

732.8 

1.16 

18.3 

1.50 

4.69 

63 

■ 

Syms 
retail  clothing  stores 

22.5 

24.8 

20.0 

235.0 

16.46 

9 

10 

180.9 

0.93 

11.0 

1.08 

3.75 

64 

■ 

Uniforce  Temp  Personnel 

temporary  office  personnel 

22.4 

37.2 

80.0 

66.4 

2.09 

1 

10 

41.0 

0.45 

21.1 

0.61 

1.30 

65 

30 

Duquesne  Systems 

computer  software 

22.1 

18.9 

57.0 

34.9 

7.43 

0 

13 

133.3 

0.70 

18.6 

0.99 

3.83 

■  Not  on  last  year's  list    NA  not  available.    Stock  prices  as  of  Oct.  21  Sources:  William  O'Neil  &  Co.:  Institutional  Brokers  Estimate  System  (IBES).  Forbes 


technology:  Bendix 
airborne  traffic  alert  and 
collision  avoidance  system 
(TCAS  II),  from  Allied-Signal. 
Electronically  determines 
range,  bearing,  altitude  of 
approaching  aircraft.  Gives 
pilot  evasive  maneuver. 


benefit:  Improved  cafety, 
especially  in  heavy  traffic 
areas.  Tracks  and  displays 
over  30  aircraft  in  15-mile 
radius  of  TCAS  aircraft. 


future:  FAA  intends  to  require 
on  all  large  jet  transports  in 
three  years.  Bendix  system  to 
be  evaluated  by  major  U.S. 
airline.  Allied-Signal  advanced 
technologies — focused  on 
aerospace,  automotive 
products,  and  engineered 
materials.  For  facts,  call 
1-800-243-8160. 


Xerox  introduces  the 
1065  Marathon  copier. 

Since  Xerox  invented  the  original 
copier  nearly  30  years  ago,  everyone's 
been  trying  to  copy  us.  But  now, 
we've  literally  re-designed  the  copier 
from  the  inside  out,  for  the  most 
spectacular  copies  you've  ever  seen. 
Time  after  time.  Copy  after  copy. 
More  dependably  than  ever.  And  all 
at  your  fingertips. 


Each  copy  a  masterpiece. 

Everyone  tries  to  make  copies  that 
look  as  good  as  the  original.  The 
1065  produces 
copies  that 
look  better 
than  your  orig- 
inals. And  our 


COPY  QUALITY  COMPARISON 


SERVICE 

TYPICAL  COMPETITIVE  COPIER  WITH  SERVICE 


breakthrough  microprocessor  tech- 
nology keeps  them  looking  crisp  and 
clean,  month  after  month,  with  little 
or  no  professional  adjustment. 


Never  in  a  jam. 

Your  business  can't  run  smoothly 
unless  your  copier  does.  So  we  gave 
the  1065  Marathon 
copier  the  shortest, 
straightest  paper 
path  in  its  class. 
And  this  ingenious 
design  means  fewer 
paper  jams.  So  you 
won't  be  wasting 
your  time  clearing  paper  paths. 


to  reinvent  the  copier. 


Xerox  1065  Marathon— 1987. 


revolution  in  productivity. 

>st  competitive  copiers  lose  up  to 
%  of  their  speed  when  they  copy 
>sided  originals.  Only  the  1065 
intains  its  speed  no  matter  how 
nplex  the 
.  And  our 
que  copy 
dule  cuts 
vn  servic- 
time  by 
to  50%. 


XEROX  1065  COPY  MODULE 


A  new  age  in  copying.  The 

1065  Marathon  is  the  most  intelligent 
copier  in  its  class.  So  it's  as  simple  to 
use  as  pushing  a  button.  But,  if  you  do 
have  questions,  you  can  count  on  the 
expertise  and  support  of  Team  Xerox. 

To  find  out  more  about  the  newest 
generation  in  copying,  call  the  only 
company  that  could  have  created  it. 
Call  1-800-TEAM-XRX,  Ext.  168B. 
Team  Xerox. 

We  document  the  world. 


"1 


I'd  like  (o  learn  more  about  the  Xerox  1065 
Marathon  copier. 

□  Please  send  me  more  information. 

□  Please  have  a  sales  representative  contact  me. 
Send  this  coupon  to: 

Xerox  Corporation,  RO.  Box  24,  Rochester,  NY  14692 


Company 


City  Stale  Zip 

If  you  can't  wait,  call 

1-800-TEAM-XRX,  EXT.168B 

J68B_  (l-800-832-6979,ext.  I68B)  1 52-11/16-87 1 

XEROX*.  1065  and  914  are  trademarks  of  XEROX  CORPORATION. 


The  200  Best  Small  Companies  in  America 


Return  on  equity  5-year 


 Rank   latest      EPS      Latest  12  mos       ,         Recent  Market  Est  Book 

this       last  5-year       12      growth    sales     profits    Debt/     stock     value     Latest  12  mos      1988  value' 

year      year  Company/business  average  months     rate       Imil)      (mil)     equity     price      (mil)       EPS       P/E       EPS  share 


66 

67 

Eaton  Vance 

mutual  fund  adviser  &.  dist 

22.1% 

34.4% 

36.0% 

$47.2 

$10.96 

50% 

17 

$74.2 

$2.60 

6.6 

NA 

$7.40 

67 

■ 

CEM 

precision  instruments 

22.0 

13.3 

30.0 

9.8 

1.25 

0 

14 

30.9 

0.56 

24.6 

$0.76 

4.19 

68 

106 

Dresher 

brass  beds  &  accessories 

21.9 

27.1 

52.0 

44.5 

2.80 

0 

9 

40.4 

0.62 

14.5 

0.77 

2.30 

69 

■ 

Safety-Kleen 

parts  cleaning  svcs 

21.3 

24.9 

21.0 

308.1 

34.21 

7 

33 

1,073.2 

1.04 

31.7 

NA 

4.23 

70 

■ 

Armor  All  Products 

auto  cleaners,  protectants 

21.2 

28.5 

30.0 

110.0 

18.32 

0 

16 

329.2 

0.88 

17.9 

1.34 

3.08 

71 

83 

Arnold  Industries 

trucking 

21.0 

22.7 

27.0 

100.5 

10.35 

9 

33 

137.0 

2.46 

13.2 

NA 

10.80 

72 

71 

Microsemi 

semiconductors 

21.0 

16.9 

62.0 

42.7 

5.64 

20 

8 

70.9 

0.62 

12.5 

0.85 

3.65 

73 

46 

Andover  Controls 

building  automation  sys 

20.7 

19.6 

21.0 

21.8 

2.47 

0 

8 

28.6 

0.68 

11.8 

0.84 

3.52 

74 

74 

General  Physics 

training  svcs  for  utilities 

20.7 

23.6 

12.0 

96.8 

4.77 

0 

15 

50.2 

1.33 

10.9 

1.80 

5.85 

75 

91 

Sigma-Aldrich 

specialty  chemicals 

20.7 

24.1 

20.0 

277.5 

37.56 

10 

36 

873.8 

1.5.3 

23.2 

2.08 

6.32 

76 

44 

Fur  Vault 

retail  fur  stores 

20.2 

10.5 

33.0 

92.6 

5.02 

11 

6 

76.0 

0.41 

14.0 

0.75 

3.62 

77 

■ 

Gantos 

women's  apparel  stores 

20.2 

19.2 

51.0 

113.2 

4.89 

5 

12 

60.5 

0.95 

12.1 

1.50 

4.83 

78 

84 

Luby's  Cafeterias 

restaurants 

20.2 

21.5 

15.0 

232.9 

23.66 

4 

23 

426.2 

1.30 

18.0 

1.66 

6.03 

79 

■ 

Welbilt 

appliances 

20.1 

17.5 

48.0 

217.1 

11.68 

16 

15 

118.4 

1.45 

10.3 

NA 

8.38 

80 

■ 

CareerCom 

business  schools 

19.9 

32.1 

122.0 

65.7 

3.91 

23 

9 

78.9 

0.51 

18.4 

0.85 

1.44 

81 

61 

CCX  Network 

marketing  svcs 

19.8 

20.2 

42.0 

30.2 

2.14 

38 

16 

50.4 

0.56 

28.1 

0.90 

3.32 

82 

■ 

Crawford  &  Co 

insurance  claims  adj  svcs 

19.8 

20.6 

10.0 

255.0 

15.97 

4 

18 

213.0 

1.37 

13.3 

1.80 

6.64 

83 

■ 

Data  Translation 

computer  equip 

19.6 

20.8 

40.0 

29.5 

2.83 

0 

19 

55.4 

0.90 

20.6 

1.20 

4.55 

84 

■ 

Ero  Industries 

sporting  goods 

19.3 

21.3 

24.0 

42.9 

2.73 

9 

10 

29.4 

0.86 

11.0 

1.25 

4.14 

85 

■ 

Spec's  Music 

record  &.  video  stores 

19.3 

17.9 

39.0 

26.6 

1.28 

0 

6 

21.2 

0.32 

17.2 

NA 

1.86 

86 

68 

Entertainment  Publications 

discount  coupon  books 

19.2 

17.0 

48.0 

53.6 

5.88 

0 

20 

93.2 

1.23 

15.9 

1.57 

7.23 

87 

■ 

Stockholder  Sys  CI  A 

financial  software 

19.2 

17.9 

24.0 

14.6 

2.41 

0 

7 

24.1 

0.69 

10.1 

NA 

3.92 

88 

94 

Community  Psychiatric  Ctrs  19.1 
psych  hospitals,  dialysis  ctrs 

21.4 

23.0 

284.1 

58.04 

5 

33 

1,000.0 

1.92 

L7.1 

2.46 

8.89 

89 

■ 

P  Leiner  Nutritional  Prods 

vitamins,  nutritnl  suplmnts 

19.0 

17.9 

12.0 

73.5 

3.55 

0 

10 

35.1 

1.02 

9.9 

1.40 

5.71 

90 

■ 

Republic  American 

casualty  insurance 

19.0 

20.9 

19.0 

256.6 

26.22 

3 

14 

299.8 

1.20 

12.0 

1.88 

6.02 

■  Not  on  last  year's  lis!     NA  not  available.    Stock  prices  as  of  Oct.  21.         Sources:  William  O'Neil  &  Co.;  Institutional  Brokers  Estimate  System  (IBESk  Forbes 


The  200  Best  Small  Companies  in  America 


 Rank  

this  last 
year  year 

Company/business 

Return  on  equity 

latest 
5-year  12 
average  months 

5-year 
EPS 

growth 
rate 

Latest  12  mos 
sales  profits 
(mil)  (mil) 

Debt/ 
equity 

Recent 
stock 
price 

Market 
value 
(mil) 

Latest  12  mos 
EPS  P/E 

Est 
1988 
EPS 

Book 

value/ 
share 

91 

137 

Tootsie  Roll  Industries 

candy 

19.0%  20.3% 

3 1.0% 

$109.8 

$13.08 

0% 

25 

$219.7 

SI. 42 

17.5 

NA 

$7.31 

92 

■ 

La  Petite  Academy 

preschool  and  daycare  ctrs 

18.7 

18.7 

33.0 

118.1 

9.00 

87 

16 

258.6 

0.57 

28.7 

$0.85 

3.04 

93 

■ 

QuesTech 

engineering  mgmt  services 

18.6 

22.5 

25.0 

55.4 

1.62 

29 

10 

14.9 

1.08 

9.0 

NA 

4.73 

94 

79 

FlightSafety  Intl 

air  &  marine  training 

18.4 

17.9 

10.0 

1  17.7 

34.04 

18 

32 

720.0 

1.52 

21.1 

2.10 

8.50 

95 

■ 

Actmedia 

advertising 

18.3 

14.5 

81.0 

81.4 

6.15 

0 

15 

178.5 

0.52 

29.3 

0.98 

3.62 

96 

98 

Bolar  Pharmaceutical 

drugs 

18.3 

20.9 

23.0 

61.9 

11.02 

0 

33 

317.6 

1.14 

28.5 

3.35 

5.39 

97 

82 

Diagnostic  Prods 

health  care  equip 

18.3 

20.7 

22.0 

32.9 

7.81 

0 

26 

150.6 

1.28 

19.9 

1.86 

6.38 

98 

■ 

Technitrol  17.9 
electronics  &  electric  equip 

20.2 

23.0 

38.3 

4.29 

6 

22 

43.3 

2.13 

10.1 

NA 

10.57 

99 

104 

Cintas 

uniform  sales  and  rentals 

17.7 

18.8 

22.0 

173.9 

14.60 

66 

28 

365.2 

1.12 

25.0 

1.58 

5.96 

100 

■ 

Biocraft  Labs 

generic  drugs 

17.4 

16.8 

58.0 

69.3 

11.11 

5 

19 

265.9 

0.80 

23.8 

1.39 

4.72 

Of  this  year's  200  best  small  compa- 
nies, 81  were  on  last  year's  list.  Of  the 
119  that  didn't  return,  15  were  ac- 
quired, at  least  3  grew  too  much  over  our 
$315  million  sales  limit,  and  the  rest 
weren't  good  enough. 

101 

112 

Stryker 

surgical  and  medical  prods 

17.3 

19.0 

21.0 

130.6 

11.37 

7 

20 

311.5 

0.74 

27.0 

1.00 

3.83 

102 

■ 

McClain  Inds 

waste-handling  equip 

17.2 

24.2 

34.0 

25.5 

1.39 

23 

8 

12.8 

0.66 

12.5 

NA 

3.69 

103 

■ 

Allied  Security 

security  svcs 

17.1 

22.5 

14.0 

63.1 

1.13 

5 

31 

18.8 

2.15 

14.4 

NA 

8.27 

104 

■ 

Daxor 

sperm  bank 

17.1 

23.8 

61.0 

6.4 

3.36 

0 

7 

35.2 

0.62 

10.7 

NA 

2.66 

105 

134 

Electromagnetic  Sciences 

microwave  components 

17.1 

20.7 

33.0 

56.8 

6.24 

27 

14 

96.0 

0.84 

16  1 

1.21 

4.24 

106 

■ 

Frontier  Insurance  Group 

insurance 

17.1 

23.6 

46.0 

33.0 

.3.92 

0 

7 

26.6 

1.21 

5.8 

NA 

4.38 

107 

■ 

Sands  Regent 

casino  hotel 

17.1 

14.0 

23.0 

27.4 

3.63 

24 

10 

31.4 

1.10 

8.6 

1.13 

7.83 

108 

■ 

Dycom  Inds 

telecommunications  svcs 

17.C 

32.6 

55.0 

66.6 

2.97 

56 

9 

36.1 

0.75 

11.7 

0.85 

2.21 

109 

183 

Herley  Microwave  Sys 

microwave  components 

16.9 

22.1 

72.0 

15.6 

2.15 

45 

5 

12.7 

0.71 

6.3 

1.10 

3.45 

110 

■ 

QMS 

computer  printers  &  equip 

16. 9 

17.7 

31.0 

107.6 

8.21 

30 

18 

165.4 

0.87 

20.1 

1.59 

4.92 

■  Not  on  last  year's  list. 

^JA:  not  available.    Stock  prices  as  of  Oct.  21. 

Sources 

William  O'Neil  & 

Co .  Institutional  Brokers  Estimate  System  (IBES):  Forbes 

CNA...  for  all  the  commitments  you  make 

"ommitment  is  a  gift  of  love. 

The  CNA  Insurance  Companies  understand 
he  importance  of  commitment.  And  CNA  provides 
ill  kinds  of  insurance  to  help  those  who  make 
:ommitments  keep  them. 

INSURANCE  FROM 

OVA 

NA  Insurance  Companies/CNA  Plaza/Chicago,  IL  60685  •  Independent  agents  who  represent  CNA  are  listed  in  the  Yellow  Rages 


Cash  Mow. 

One  business  still  generates*  cold,  hard  cash  you  can 
see,  feel  and  hear 
Gaming. 

As  America's  premier  gaming  company,  Bally  should 
realize  about  $850,000,000  in  casino  hotel  revenues  in 
1987— roughly  half  of  the  company's  anticipated  gross 
revenues  for  the  year 

Which  should  come  as  no  surprise.  Because  our  only 
inventory  is  the  stuff  that  dreams  are  made  of.  Think  of  it  > 
as  $2300,000  a  day,  on  an  annualized  basis,  that  we  can 
use  right  now  where  it  will  do  Bally  the  most  good. 

As  for  what  the  future  holds,  we  ask  you  to  recall  a 
mathematical  truism  known  to  everyone  who  has  ever 
pulled  a  lever  or  pushed  a  chip:  In  the  long  run,  the  odds 
are  always  with  the  house. 

And  in  the  business  of  gaming,  Bally  is  the  biggest 
house  there  is. 

For  more  information,  write  William  H.  Peltier,  V.  P 
Corporate  Communications,  8700  W.  Bryn  Mawr,  Chicago, 
IL  60631.  Or  call  1-312-399-1300. 


The  200  Best  Small  Companies  in  America 
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this  last 
year  year 

Company/business 

Return  on  equity 
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5-year  12 
average  months 

5-year 
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1988 
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Book 
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111 

127 

Cadmus  Communications 

printing  and  graphic  arts 

16.8%  19.5% 

19.0% 

$115.9 

$5.33 

47% 

19 

$109.9 

$0.90 

21.1 

$1.19 

$4.72 

L12 

109 

Advanced  Systems 
educational  training  mtrls 

16.7 

21.7 

18.0 

70.9 

9.38 

72 

25 

142.5 

1.53 

16.5 

1.74 

7.66 

113 

■ 

ARX 

electronics 

16.7 

18.2 

12.0 

60.7 

6.05 

X4 

8 

50.1 

1.00 

8.4 

1.05 

5.56 

114 

136 

Liqui-Box 

packaging 

16.6 

38.3 

32.0 

71.3 

6.27 

9 

35 

78.5 

2.68 

12.9 

NA 

7.20 

115 

■ 

George  Banta 

printing 

16.5 

14.0 

12.0 

299.1 

16.56 

32 

19 

221.6 

1.42 

13.5 

1.82 

10.20 

116 

118 

American  Software  CI  A 

computer  software 

16.4 

16.8 

28.0 

47.9 

8.41 

0 

9 

95.4 

0.81 

11.3 

1.31 

4.78 

117 

■ 

Hunt  Manufacturing 

office  supplies 

16.4 

22.0 

16.0 

144.8 

11.92 

26 

29 

205.6 

1.74 

16.7 

2.01 

7.63 

118 

■ 

Adia  Services 

temporary  office  personnel 

16.3 

18.2 

74  0 

307.7 

8.32 

ou 

1C\ 
-i  > 

0.93 

21.0 

l  in 

A  1  1 

119 

■ 

Casey's  General  Stores 

convenience  stores 

16.3 

15.3 

30.0 

295.2 

8.72 

75 

14 

160.1 

0.74 

18.9 

1.12 

4.97 

120 

142 

New  York  Marine  &  Gen  Ins  16.3 
maritime  insurance 

21.9 

40.0 

69.0 

13.31 

0 

IS 

125.8 

1.54 

9.4 

1.91 

7.00 

This  is  a  niche  list  of  companies  whose 
specialties  range  from  sperm  banking 
(Daxor  Corp.)  to  selling  of  student 
mailing  lists  (American  List)  to  portrait 
studios  in  Sears  stores  (CPI). 

121 

■ 

SAY  Industries 

packaging  for  oil  prods 

16.3 

11.8 

35.0 

24.9 

2.14 

10 

4 

13.6 

0.55 

6.4 

0.85 

4.65 

122 

108 

Clayton  Homes 

manufactured  housing 

16.2 

21.0 

28.0 

178.6 

10.36 

S7 

10 

125.1 

0.79 

12.3 

0.94 

3.84 

123 

■ 

Seaboard 

food  processing 

16.2 

19.9 

48.0 

306.0 

23.73 

46 

84 

125.0 

15.92 

5.3 

NA 

79.98 

124 

141 

Telxon 

tele-transaction  computers 

16.2 

24.0 

34.0 

105.8 

13.14 

1 

17 

220.6 

0.97 

17.5 

1.57 

4.21 

125 

■ 

Blessings 

plastic  film,  hlth  care  prod 

16.1 

s 

16.1 

18.0 

70.9 

5.68 

38 

24 

78.6 

1.74 

13.9 

NA 

10.84 

126 

125 

Teleflex  16.1 
auto,  marine  &  aero  cntrl  eq 

17.9 

15.0 

247.5 

18.02 

37 

25 

269.7 

1.64 

15.2 

2.05 

9.32 

127 

131 

Systematics 

bank  computer  services 

16.C 

16.2 

24.0 

150.7 

11.30 

5 

24 

257.5 

1.03 

23.1 

1.67 

6.44 

128 

■ 

RLI 

contact 

lens  insurance 

15.S 

26.1 

36.0 

101.4 

12.87 

14 

10 

61.1 

2.09 

4.7 

3.05 

7.96 

129 

■ 

Fabric  Wholesalers 

fabric  stores 

15.8 

16.5 

12.0 

52.4 

2.14 

15 

9 

23.2 

0.80 

10.8 

1.02 

4.82 

130 

119 

Pansophic  Systems 
software 

15.8 

15.5 

25.0 

127.4 

17.11 

1 

19 

331.9 

0.96 

19.3 

1.44 

6.14 

■  Noi  on  lasl  y« 

■ar's  list,  t 

1A;  not  available.    Stock  prices  as  of  Oct.  21. 

Sources 

William  O'Neil  6  Co  ,  Institutional  Brokers  Estimate  System  (IBES).  Forbes 
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"hat's  a  fairly  odd  phrase  — 
"when  you  realize  the  fa- 
re's behind  you."  But  a  for- 
ird  thinking  company  knows 
actly  what  it  means. 
Quite  simply,  the  kind  of 
mpany  you  are  tomorrow 
pends  a  great  deal  on  the 
aves  you  made  yesterday,  the 
cisions  you  make  today. 
In  recent  years  the  moves 
;'ve  made,  the  decisions 
;'ve  reached  have  renewed 
r  spirit.  It  took  introspec- 
n,  belt-tightening,  and  some 
ugh  calls.  Now  we're 
larter,  more  flexible,  and 
)re  responsive  to  change. 
It  all  strengthened  our  belief 
it  the  way  to  step  toward  to- 
>rrow  is  not  to  follow,  but  to 
id.  With  fresh  thinking  that 
ows  us  to  do  business  as  we've 
ver  done  it  before. 
Today  we're  involved  in  em- 
>ing  technologies  that  can 
id  to  new  business  opportu- 
ies  tomorrow.  Projects  like 
:  development  of  synthetic 
:tals  for  increased  safety  in 
mmercial  aviation.  A  new 
iture  with  the  Baylor  Col- 
;e  of  Medicine  to  produce 
early  cancer  detection  kit. 
id  a  proprietary  synthesis 
hnology  for  the  formulation 
non-toxic  pest  control. 
When  you  look  back  at 
lere  we've  been,  then  for- 
rd  to  where  we're  going, 
u'll  find  we're  a  company 
:harged  and  marching  on. 


ii Hips  Petroleum  Company 

Performing  to  meet 
the  challenge  of  change. 


WHEN  YOU  REALIZE 

THE  FUTURE'S  BEHIND  YOU,  YOU  DON'T 

TAKE  YOUR  STEPS  LIGHTLY. 


Commercial  and  investment 

banking  in  one  organization? 

In  Germany  we  have  a  name  for  it. 


You  may  know  us  as  one  of 
Germany's  leading  commercial 
banks.  But  did  you  know  that 
we  are  one  of  Germany's  leading 
investment  banks?.  This  unique 
combination  is  called  "universal 
banking"  and  it's  been  our  business 
for  over  100  years. 

As  a  commercial  bank,  we 
finance  more  than  20%  of 
Germany's  foreign  trade  and 
arrange  project  financings  worth 
billions. 

As  an  investment  bank,  we 
supply  the  full  range  of  invest- 
ment banking  services,  corporate 
stock  and  bond  underwriting  in 


particular.  Last  year  alone  we 
lead-managed  eurobond  issues 
for  a  total  of  US$  12  billion. 

At  Deutsche  Bank  you  will  find 
experienced  people  skilled  in  uni- 
versal banking.  You  can  rely  on 
their  ingenuity  to  identify  the  most 
efficient  way  to  meet  your  financial 
requirements. 

For  universal  banking  -  the 
unique  combination  of  commercial 
and  investment  banking  services  - 
consider  using  the  skills  and  ex- 
perience of  one  of  the  world's 
leading  banking  groups. 

Contact  the  Deutsche  Bank 
Group  office  nearest  you. 


Deutsche  Bank 


Deutsche  Bank  AG  Capital  Management  International  GmbH  Deutsche  Bank  Deutsche  Credit  Corporate 

New  York  Branch  of  Deutsche  Bank  Capital  Corporation  (Sales  Financing) 

(Commercial  Banking)  (Pension  Fund  Management)  (Investment  Banking)  2333  Waukegan  Road. 

9  West  57th  Street  Representative  Office.  9  West  57th  Street  40  Wall  Street  PO  Box  329 

New  York  NY  10019-2799  New  York.  NY  10019-2799  New  York.  NY  10005  Deerfield.  IL  60015 

Tel.  (212)940-8000  Tel  :  (2  12)  8  32-16  30  Tel   (212)612-06  00  Tel   (312)948-72  72 
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Return  on  equity  5-year 


 Rank   latest      EPS      Latest  12  mos        .        Recent  Market  Est  Book 

this       last  5-year       12      growth    sales     profits    Debt/     stock     value     Latest  12  mos      1988  value/ 

year      year  Company/business  average  months     rate       (mil)      (mil)     equity     price      (mil)       EPS       P/E       EPS  share 


131 

145 

Sizzler  Restaurants  Intl 

restaurants 

15.8% 

20.3% 

18.0% 

$254.7 

$14.73 

56% 

14 

$247.0 

$0.85 

16.8 

$1.33 

$4.19 

132 

130 

Dionex 

chromatography  sys 

15.7 

15.9 

28.0 

56.4 

8.88 

0 

23 

209.8 

0.94 

24.2 

1.22 

6.06 

133 

■ 

Thermo  Instrument  Sys 

cogeneratn  sys,  precisn  inst 

15.7 

34.6 

15.0 

78.5 

5.88 

0 

9 

90.0 

0.59 

15.3 

0.77 

1.70 

134 

■ 

Richardson  Electronics 

electronics 

15.5 

14.5 

25.0 

104.7 

8.51 

31 

16 

161.9 

0.85 

19.1 

1.43 

5.90 

135 

121 

Biomet 

medical  equip 

15.3 

14.9 

66.0 

59.5 

9.12 

0 

19 

226.9 

0.76 

24.7 

1.19 

5.06 

136 

100 

Medex 

health  care  equip 

15.3 

15.1 

10.0 

23.2 

2.10 

11 

8 

28.1 

0.56 

13.4 

0.65 

3.73 

137 

122 

Ryan's  Family  Steak  House 

cafeteria-style  restaurants 

15.2 

20.6 

53.0 

130.7 

14.02 

0 

10 

494.2 

0.28 

33.9 

0.47 

1.31 

138 

■ 

Sippican 

marine  instrumentation  sys 

15.2 

15.5 

10.0 

56.7 

3.79 

5 

11 

46.1 

0.90 

12.2 

1.34 

5.82 

139 

159 

Avemco 

insurance 

15.1 

23.9 

21.0 

113.2 

15.10 

17 

20 

188.1 

1.59 

12.6 

2.13 

6.71 

140 

■ 

Bowne  &  Co 

financial  printing 

15.1 

24.0 

13.0 

215.2 

26.02 

2 

15 

280.0 

1.42 

10.7 

1.58 

5.90 

141 

182 

Oil-Dri  Corp  of  America 

absorbent  materials 

15.1 

20.7 

44.0 

59.7 

5.66 

22 

15 

81.2 

1.02 

14.7 

1.23 

5.06 

142 

■ 

Crown  Books 

bookstores 

14.9 

11.0 

31.0 

162.6 

5.37 

12 

11 

59.1 

0.97 

11.6 

NA 

9.31 

143 

■ 

Swift  Energy 

oil  &  gas  explor  &  develop 

14.8 

37.8 

25.0 

8.2 

2.50 

0 

11 

42.3 

0.63 

16.9 

NA 

1.66 

144 

155 

UniFirst 

uniform  mfg,  rental,  sale 

14.8 

17.0 

14.0 

144.5 

9.12 

39 

22 

108.4 

1.81 

11.9 

1.95 

10.64 

145 

156 

Vishay  Intertechnology 

precision  instruments 

14.7 

20.8 

23.0 

59.1 

10.24 

10 

17 

129.9 

1.46 

11.8 

1.70 

6.54 

146 

■ 

Gerber  Scientific 

computer-aided  design,  mfg 

14.6 

14.2 

43.0 

231.3 

22.82 

8 

17 

438.5 

0.88 

19.2 

1.37 

6.20 

147 

■ 

Milwaukee  Insurance  Group 

insurance 

14.6 

29.8 

36.0 

44.6 

5.62 

0 

11 

34.4 

2.03 

5.5 

2.35 

6.16 

148 

■ 

Nordson 

industrial  equip 

14.6 

27.5 

17.0 

200.1 

22.47 

15 

29 

298.6 

2.14 

13.6 

2.58 

7.94 

149 

140 

Digital  Commun  Assocs 
computer  networking  equip 

14.5 

20.2 

52.0 

192.0 

31.83 

0 

31 

439.9 

2.13 

14.4 

2.46 

10.99 

150 

■ 

Educational  Computer 

training  simulators 

14.5 

17.8 

16.0 

38.1 

3.72 

38 

10 

45.8 

0.79 

12.7 

0.94 

4.57 

151 

135 

First  Finl  Management 

computer  svcs 

14.5 

18.5 

38.0 

94.0 

7.25 

90 

23 

243.4 

0.89 

25.8 

1.35 

3.71 

152 

■ 

Regal-Beloit 

tools 

14.5 

16.6 

28.0 

83.1 

6.26 

12 

17 

103.1 

1.08 

16.1 

1.65 

6.36 

153 

■ 

Kenan  Transport 

trucking  petrol  &  fertilizer 

14.4 

15.5 

11.0 

45.9 

2.98 

14 

15 

33.9 

1.27 

11.4 

1.70 

8.26 

154 

153 

Mentor 

health  care  equip 

14.3 

16.2 

47.0 

34.4 

4.55 

2 

8 

88.8 

0.40 

19.4 

0.65 

2.45 

155 

a 

American  Land  Cruisers 

sales  &  rental  of  RV  equip 

14.2 

11.6 

45.0 

37.9 

1.44 

11 

6 

31.1 

0.40 

14.1 

NA 

2.24 

■  Not  on  last  year's  list.    NA:  not  available.    Stock  prices  as  of  Oct  21  Sources  William  O  'Neil  &  Co ,  Institutional  Brokers  Estimate  System  (IBES),  Forbes 
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The  200  Best  Small  Companies  in  America 


 Rank  

this  last 
year  year 

Company/business 

Return  on  equity 

latest 
5-year  12 
average  months 

5-year 
EPS 

growth 
rate 

Latest  12  mos 
sales  profits 
(mil)  (mil) 

Debt/ 
equity 

Recent 
stock 
price 

Market 
value 
(mil) 

Latest  12  mos 
EPS  P/E 

Est 
1988 
EPS 

Book 
value/ 
share 

156 

168 

Sealed  Air 

packaging  materials 

14.2% 

15.4% 

28.0% 

$217.4 

$16.97 

13% 

38 

$276.8  $2.33 

16.3 

$2.84 

$15.15 

157 

143 

S&K  Famous  Brands 

men's  apparel  stores 

14.2 

13.9 

16.0 

40.5 

1.47 

65 

10 

19.6 

0.71 

13.4 

1.08 

.5.14 

158 

161 

Pancho's  Mexican  Buffet  14.1 
Mexican  restaurants 

15.4 

20.0 

47.1 

2.90 

0 

8 

38.3 

0.67 

11.9 

0.88 

3.94 

159 

■ 

RPM 

protective  coatings 

14.0 

13.4 

10.0 

290.5 

15.87 

64 

19 

254.0 

1.15 

16.1 

1.59 

8.61 

160 

■ 

Eldon  Industries 

office  equip 

13.9 

15.6 

14.0 

77.3 

5.49 

0 

18 

97.4 

0.99 

18.2 

1.20 

6.49 

161 

■ 

Isco 

precision  instruments 

13.« 

! 

12.7 

11.0 

25.4 

2.22 

4 

13 

43.1 

0.65 

19.6 

0.85 

5.17 

162 

180 

Pulaski  Furniture 

wooden  furniture  mfg 

13.7 

15.7 

21.0 

104.1 

4.94 

65 

18 

51.7 

1.70 

10.4 

2.10 

10.83 

163 

■ 

Trus  Joist 

building  materials 

13.7 

21.6 

11.0 

223.9 

10.64 

53 

18 

124.2 

1.53 

11.9 

1.98 

7.23 

164 

■ 

Haverty  Furniture 

furniture  stores 

13.6 

13.6 

28.0 

205.6 

8.50 

94 

12 

71.3 

1.42 

8.5 

1.78 

10.52 

165 

163 

Scan-Tron  13.6 
optical  character  recog  equip 

18.0 

21.0 

28.7 

3.43 

59 

10 

43.3 

0.79 

13.0 

0.94 

4.50 

I 

Although  only  1  of  these  companies 
has  a  woman  in  the  chief  executive's 
office  (she  is  Anne  Lieff,  of  Spec's 
Records),  at  least  10  have  women  in  high 
managerial  positions. 

166 

■ 

Tennant 

floor  care  equip 

13.6 

15.3 

11.0 

157.7 

9.18 

6 

24 

127.0 

1.72 

14.0 

2.08 

11.32 

167 

Simmons  Airlines 

regional  airline 

13.5 

15.1 

10.0 

92.6 

5.36 

93 

7 

33.4 

1.14 

6.3 

NA 

7.55 

168 

■ 

Optical  Radiation  13.4 
optical,  electro-opt  prods 

10.4 

32.0 

100.7 

9.13 

16 

17 

133.0 

1.11 

15.1 

NA 

11.10 

169 

Park  Communications  13.4 
broadcasting,  publishing 

13.5 

13.0 

142.8 

15.73 

22 

31 

420.9 

1.15 

26.5 

1.60 

8.47 

170 

■ 

Policy  Mgmt  Sys 

computer  software 

13.3 

12.7 

19.0 

168.3 

15.43 

23 

20 

318.5 

0.95 

20.5 

1.32 

7.44 

171 

Athey  Products  13.2 
sweepers,  hauling  equip 

18.5 

16.0 

40.1 

3.39 

4 

14 

37.7 

1.17 

12.2 

NA 

6.92 

172 

Raven  Industries 

recreation  products 

13.2 

14.6 

11.0 

60.0 

2.51 

26 

15 

23.5 

1.57 

9.5 

NA 

10.87 

173 

Park  Electrochemical 

electronics 

13.1 

13.6 

20.0 

112.6 

6.37 

5 

15 

79.3 

1.23 

12.5 

1.91 

9.07 

174 

Quarex  Inds  13.0 
wholesale,  retail  meat  prods 

26.2 

14.0 

153.5 

1.04 

71 

6 

7.0 

0.52 

10.7 

NA 

3.17 

175 

Heilig-Meyers 

furniture  stores 

12.9 

16.4 

10.0 

285.8 

15.07 

75 

17 

184.3 

1.41 

12.2 

2.20 

8.59 

■  Not  on  last  year's  list.    NA:  not  available. 

Stock  prices  as  of  Oct 

.  21. 

Sources:  William  O'Neil  &  Co.;  Institutional  Brokers  Estimate  System  (IBESh  Forbes 

The  200  Best  Small  Companies  in  America 


 Din  lr  

Return  on  equity 
latest 

5-year 
EPS 

I.atpst  1  ?  mns 

Recent 

Market 

Est 
1988 
EPS 

Book 
value/ 

this 
year 

last 
year 

5-year 

Company/business  average 

12 
months 

growth 
rate 

sales 
(mil) 

profits 
(mil) 

Debt/ 
equity 

stock 
price 

value 
(mill 

Latest  12  mos 
EPS  P/E 

176 

■ 

Inacomp  Computer  Centers 

computer  stores 

12.9% 

15.1% 

13.0% 

$187.8 

$2.42 

54% 

7 

$4.8 

$0.45 

15.6 

$0.87 

$23.24 

177 

■ 

LIN  Broadcasting 

broadcasting 

12.9 

12.9 

11.0 

216.1 

49.78 

13 

40 

2,144.6 

0.89 

44.9 

1.38 

7.20 

178 

■ 

Raymond  fames  Financial 

brokerage 

12.9 

21.2 

24.0 

143.0 

9.44 

44 

13 

71.5 

1.75 

7.5 

1.55 

8.19 

179 

■ 

Lumex 

hospital  furniture 

12.8 

12.9 

13.0 

75.4 

4.70 

27 

12 

51.3 

1.16 

10.6 

1.45 

8.72 

180 

192 

Tech-Sym 

electronics 

12.8 

14.3 

11.0 

101.7 

8.86 

18 

12 

81.4 

1  34 

9.1 

1.80 

9.35 

181 

199 

Morgan  Keegan 

securities  brokerage 

12.7 

19.8 

18.0 

86.4 

6.70 

0 

11 

60.9 

1.28 

8.2 

1.45 

5.84 

182 

198 

Products  Research  &  Chem 

specialty  chemicals 

12.7 

15.6 

19.0 

95.3 

7.81 

4 

15 

139.5 

0.83 

17.8 

1.01 

5.30 

183 

Robert  Halmi 

film  production 

12.4 

34.2 

50.0 

33.0 

5.70 

0 

2 

47.6 

0.26 

8.2 

NA 

0.75 

184 

Raymond  Corp 

forklifts 

12.4 

10.8 

1 1.0 

137.6 

6.71 

17 

12 

71.9 

1.13 

10.6 

1.70 

10.34 

185 

194 

Sikes  CI  A 

ceramic  tiles 

12.4 

23.4 

44.0 

113.9 

8.18 

36 

10 

88.7 

0.92 

11  3 

1.33 

4.08 

186 

■ 

Engraph 

packaging  materials 

12.3 

11.9 

20.0 

113.0 

3.17 

39 

11 

56.9 

0.59 

17.8 

0.83 

4.90 

187 

Network  Systems 

computer  networks 

12.1 

10.1 

28.0 

109.6 

17.21 

2 

9 

273.4 

0.59 

15.9 

0.78 

5.85 

188 

■ 

Oakwood  Homes 

manufactured  housing 

12.1 

11.2 

12.0 

93.3 

6.08 

54 

9 

50.2 

1.07 

8.2 

1.45 

9.48 

189 

■ 

Timeplex 

data  communications  equip 

12.0 

25.8 

54.0 

147.1 

19.50 

47 

2.5 

242.3 

2.12 

11.9 

1.90 

7.88 

190 

Adams-Millis 

textiles 

11.9 

12.2 

30.0 

201.5 

6.27 

87 

1  1 

50.4 

1.32 

8.1 

1.85 

10.98 

191 

Addison- Wesley  Publish  CI  B  11.9 
publishing 

12.6 

13.0 

156.0 

7.93 

12 

50 

129.1 

3.10 

16.1 

3.92 

24.35 

192 

ASK  Computer  Sys 

computer  software,  svcs 

11.9 

11.0 

17.0 

98.3 

8.00 

1 

9 

112.5 

0.62 

13.9 

0.79 

5.58 

193 

191 

Forest  Labs 

drugs 

11.8 

13.6 

28.0 

72.9 

13.42 

1 

18 

304.9 

0.83 

21.1 

1.39 

5.65 

194 

■ 

CML  Group 

sportswear,  rec  prods 

117 

18.0 

24.0 

283.0 

9.04 

86 

20 

128.8 

1.35 

14.8 

1.80 

7.81 

195 

■ 

Guardsman  Products 

coatings  &  polishes 

11.6 

14.9 

21.0 

103.7 

4.53 

5 

13 

62.4 

1.02 

12.4 

1.35 

6.15 

196 

■ 

C&R  Clothiers 

apparel  stores 

11.5 

24.7 

48.0 

64.6 

1.52 

4 

12 

15.4 

1.48 

8.1 

NA 

4.81 

197 

Barris  Industries 

TV  programs 

11.4 

46.4 

121.0 

64.2 

17.97 

0 

7 

64.5 

2.08 

3.5 

1.85 

4.35 

198 

Computer  Entry  Sys 

optical  character  lecog  equip 

11.2 

14.3 

28.0 

73.6 

2.98 

51 

6 

30.7 

0.56 

10.7 

NA 

4.07 

199 

Colonial  Life  &  Acc  CI  B 

insurance 

11.1 

12.0 

11.0 

206.7 

22.15 

2 

25 

197.6 

2.80 

8.9 

3.36 

23.38 

200 

Telecredit 

credit  approval,  paymnt  svcs 

11.1 

17.2 

10.0 

129.2 

10.92 

0 

33 

349.2 

1.01 

32.9 

2.03 

6.06 

■  Not  on  last  year's  list.    NA:  not  available.    Stock  prices  as  of  Oct.  21. 

Sources 
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THERE'S  A 

lot  riding  on 
Stewart  & 
stevenson's 
engineered 

POWER. 


At  San  Francisco  International  Airport, 
a  Stewart  &  Stevenson  cogeneration 
system  provides  electricity,  heating  and 
cooling  for  one  of  the  world's  largest 
aircraft  overhaul  facilities.  chemical 
and  petrochemical  plants,  municipali- 
ties and  processing  plants  also  depend 
on  our  cogeneration  packages. 

our  diesel  and  gas  turbine  powered 
generator  systems,  from  35kw  to  50 
mw,  are  used  in  primary  and  standby 
power  applications  worldwide.  we 
engineer  them  for  industrial  facilities, 
hospitals  and  major  buildings. 

at  most  airports  around  the  world, 
your  plane  will  probably  be  hooked  up 
to  a  Stewart  &  Stevenson  tow  tractor, 
an  air  start  unit  or  ground  power  unit. 
Your  luggage  may  be  moved  by  one  of 
our  new  baggage  tractors. 

The  Navy's  Spruance-class  destroyers 
and  guided  missle  frigates  depend 
on  our  generator  sets.  we  provide 
ground  support  equipment  for  military 
aircraft  and  precise  generator  systems 
for  all  branches  of  the  u.s.  military. 

pleasure  and  work  boats  run  on  our 
high  performance  dieseldrive®  marine 
engines,  from  200  to  2000hp.  and  oil 
industry  equipment  is  driven  by  stewart 
&  stevenson  diesel  power  packages. 

we  provide  24  hour-a-day  parts  and 
service,  directly  and  through  some  250 
independent  dealers  worldwide. 

For  your  engineered  power  needs, 
contact  Stewart  &  Stevenson.  There's  a 
lot  riding  on  it. 


Stewart  &  Stevenson  Services,  Inc.  is  a  NASDAQ  listed 
stock  (SSSS).  For  a  copy  of  our  current  Annual  Report, 
write  David  R.  Stewart,  Manager,  Investor  Relations 
/Stewart  &  Stevenson  Services,  Inc./P.O.  Box  1637/ 
Houston,  Texas  77251-1637. 


The  200  Best  Small  Companies''  Chief  Executives 


Bosses  small  but  powerful 


W'ho  runs  the  country's  200  best 
small  companies?  The  chief  exec- 
utives in  this  directory  are  a  varied 
lot.  Of  them,  67  have  advanced  de- 
grees— yet  38  did  not  graduate  from 
college.  In  88  companies,  founders  or 
cofounders  are  still  in  charge. 


Most  in  the  group  own  large 
amounts  of  their  companies'  stock. 
For  stock  holdings,  we  include  shares 
of  beneficial  interest  and  stock  held 
by  an  executive's  wife  or  children, 
even  if  beneficial  ownership  is  legally 
disclaimed. 


Where  possible,  shares  in  which  the 
executive  shared  voting  and  invest- 
ment power  were  excluded.  Also 
dropped  were  shares  that  were  held  by 
foundations,  by  a  parent  and  shares 
that  were  held  by  family  members 
active  in  the  business. 


Company 

Chief  executive 

Age 

— Years — 
with  as 
co  CEO 

Undergraduate 
college 

College 
degrees 

— Compensation — 
(000) 
salary  bonus 

— Stock  owned — 
mkt  value 
%  (000) 

ABI  Am  Businessphones 

Frank  J  Feitz 

43 

7 

7 

S  185.3* 

33.11% 

$5,329 

Actmedia 

Bruce  F  Failing  Jr 

39 

15 

1 

Tufts 

BA,  MBA 

200.0 

8.07 

14,413 

Adams-Millis 

fames  H  Millis  Sr 

64 

40 

20 

U  of  N  Carolina 

BS 

265.7* 

33.58 

16,911 

Addison-Wesley  Pub 

Don  R  Hammonds 

60 

14 

8 

Princeton 

BA 

348.0* 

23.63' 

30,500'' 

Adia  Services 

Walter  W  Macauley 

44 

8 

3 

Yale 

BA 

335.4* 

0.18 

390 

Advanced  Systems 

William  R  Roach 

47 

6 

6 

UCLA 

BS 

279.8  $265.0 

0.62 

881 

Allied  Security 

Neal  H  Holmes 

57 

30 

30 

292.0  61.6 

29.39 

5,530 

Alloy  Computer  Products 

Richard  A  Gorgens 

40 

9 

l> 

Northeastern 

BS 

155.6* 

54.82 

17,007 

American  Land  Cruisers 

Robert  A  Smalley 

64 

15 

15 

St  Leo  College 

BS 

230.0' 

18.96 

5,892 

American  List 

Martin  Lerner 

54 

22 

22 

Brooklyn  Polytech 

BS 

150.0  254.0 

10.38+ 

2,598 

American  Software 

lames  C  Edenfield2 

51 

17 

5 

Georgia  Tech 

BS 

225.0  2.2 

18.393 

17,5553 

Andover  Controls 

William  J  LaPointe 

46 

8 

8 

Northeastern 

BA,  MS,  MBA  133.2 

1.02 

293 

Anitec  Image  Technology 

Gerhard  R  Andlinger 

56 

6 

6 

Princeton 

BA,  MBA 

600.0* 

15.83 

29,247 

Armor  All  Products 

Jeffrey  M  Sherman 

38 

9 

1 

NA 

-     167.8  95.0 

t 

5 

Arnold  Industries 

Edward  H  Arnold 

48 

18 

5 

Notre  Dame 

BS 

327.1* 

31.91 

34,973 

ARX 

Julius  D  Winer 

69 

8 

7 

267.0  342.2 

5.65 

2,831 

Ashton-Tate 

Edward  M  Esber  fr 

35 

3 

3 

Case  Inst  of  Tech 

BS,  MS,  MBA  943.2* 

0.96 

4,866 

ASK  Computer  Sys 

Ronald  W  Bramff 

51 

3 

2 

Oregon  State 

BS,  MBS 

204.8  95.0 

1.52 

1,710 

Athey  Prods 

James  D  Cloonan 

54 

4 

4 

Fenn  College 

BS 

150.0* 

0.27 

101 

'Class  A  and  B  combined  2James  C  Newberry  is  co-CEO.  His  compensation  is  the  same  as  Mr.  Edenfield's.  3Mr.  Edenfield's  holdings  are  all  in  CI  B  which  is 
convertible  into  CI  A.  Indicated  holdings  and  market  value  reflect  all  class  of  stock.  'Salary-  and  bonus.  +Includes  family  holdings.  tXess  than  0.01%  NA:  Not 
available. 
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Look  inside 
and  you'll  find  w 

We've  integrated  more 
different  electronic  systems 
into  more  different  air- 
planes than  anyone  else  in 
the  world. 

Grumman's  X-29  ad- 
vanced-technology de- 
monstrator has  three  com- 
puters that  make  it  possible 
to  control  this  forward- 
swept- wing  airplane. 
Grumman  space-satellite 
systems  will  detect  and 
track  missiles  from  the  in- 
stant of  lift-off.  Our  elec- 
tronics have  doubled  the 
power  of  the  E-2C  Hawkeye 
every  five  years. 

Electronic  systems  make 
Grumman  planes  the  best 
for  the  jobs  they  do.  And 
electronic  systems  are 
creating  new  opportunities 
for  Grumman. 

Only  GRUMMAN 


aircraft. 


.  *Registered  trademark  of  Grumman  Corporation. 


The  200  Best  Small  Companies''  Chief  Executives 


Company 

t  !ij"f  pvprutivp 

V-  N  '     i  CACVUU»V 

A  pp 
rvgc 

— Years — 
with  as 
co  CEO 

Undergraduate 
college 

College 
degrees 

-Compensation  — 

(000) 
salary  bonus 

— Stock  owned — 
mkt  value 
%  (000) 

Atlantic  Southeast  Air 

George  F  Pickett  Jr 

46 

9  • 

9 

U  ot  1 exas 

no  a 

BS,  MBA 

$170.0* 

2.80% 

$3,649 

Avemco 

William  P  Condon 

50 

25 

5 

145.0 

$216.5 

0.53 

1,000 

George  Banta 

Harry  W  Earle 

63 

8 

8 

Willi  Qmc  t"  fil  I  f  o  f 
V  V  1  1  1  1  il  M  1  >  ^UllCgC 

BA 

211.4* 

0.50 

1,109 

){  irr  1  iHc 
I»«JI  <  LidUa 

Edwin  A  Cohen 

55 

17 

17 

City  College  NY 

BA 

385.9* 

7.66 

5,207 

Barris  Industries 

Bert  Sugarman 

48 

1 

1 

425.0" 

23.05 

14,863 

Biocraft  Labs 

Harold  Snyder 

66 

23 

2 

NYU 

BS,  PhD 

385.0* 

31.11 

82,707 

Biomet 

Y~\  i  n  f    A    \A  i  1  1  f*  r 

41 

9 

9 

BS  PhD 

112.5* 

6.63 

15,049 

R|l'  ,li  fl  (FC 
DiL  Sll1^! 

David  E  Lewis 

63 

12 

10 

Yale 

BA 

362.3* 

0.01 

5 

Bolar  Pharmaceutical 

Robert  Schulman 

53 

27 

27 

Columbia 

BS 

279.5* 

13.03 

41,376 

Boston  Acoustics 

Francis  L  Reed 

54 

8 

8 

Boston 

BA 

185.8* 

37.27 

4,979 

Bowne  &  Co 

I  I. 111..  VU11  ZjlCgtadl 

63 

36 

4 

Yale 

BSE 

410.0* 

0.65 

1,806 

Bush  Inds 

Paul S  Bush 

49 

28 

16 

174.4 

224.4 

47.09 

26,486 

C&R  Clothiers 

Paul  S  Reisbord 

44 

20 

16 

Northwestern 

BA,  MBA,  PhD 

264.2 

191.6 

59.05 

9,070 

Cadmus  Communications 

Wallace  Stettinius 

54 

4 

4 

U  of  Virginia 

BA,  MBA 

243.1* 

4.87 

5,352 

Canonie  Envir  Svcs 

Richard  F  Brissette 

53 

7 

7 

Carnegie-Mellon 

BS 

289.8* 

0.24 

288 

CareerCom 

Michael  McKinney 

38 

6 

1 

Anderson  College 

BA,  MS 

165.0 

251.5 

3.16 

2,494 

These  200  bosses  do  pretty  well. 
Median  salary  plus  bonus  comes  to 
$279,500.  And  look  at  their  stock 
holdings. 

Casey's  General  Stores 

Donald  F  Lamberti 

49 

20 

12 

NA 

200.0 

250.0 

22.42 

35,895 

CCX  Network 

Charles  D  Morgan  Jr 

44 

15 

12 

U  of  Arkansas 

BS 

170.5* 

34.28 

17,270 

Michael  J  Collins 

45 

9 

9 

U  of  Florida 

BS,  PhD 

118.0 

14.55 

4,434 

v  IH  HIM  t  UlUUp 

lamps  A T&VTrwsm  1 1  nc 

43 

15 

15 

350.0 

350.0 

15.14t 

18,549 

Chief  Automotive  Sys 

Richard  J  Mullen 

61 

13 

3 

Loyola  (Chi) 

BS 

96.0 

152.4 

0.17 

107 

Chili's 

Norman  E  Bnnker 

56 

4 

4 

San  Diego  State  U 

BS 

175.0 

7.63 

9,955 

Cintas 

Richard  T  Farmer 

52 

30 

19 

Miami  U,  Ohio 

BA 

313.5* 

39.39t 

143,839 

Clavtnn 

V>lay  lUli  11UUIC3 

1  '  I  i.  i  1  L  ^    L    ^    id  v  LUIX 

53 

26 

26 

U  of  Tennessee 

BS,  ID 

180.7 

50.63 

63,322 

ClothesTime 

Michael  P  DeAngelo 

39 

9 

9 

NA 

334.0* 

16.99 

18,292 

CML  Group 

Charles  M  Leighton 

52 

19 

19 

Bowdoin 

BA,  MBA 

393.0 

7.19t 

9,260 

Colonial  Lite  &  Acc  CI  B 

Gayle  O  Averyt 

54 

29 

17 

Davidson  College 

BS,  MBA 

195.0 

58.5 

8.59t2 

16,973: 

Community  Psychiatric 

fames  W  Conte 

59 

25 

25 

U  of  Iowa 

BA,  MHA 

700.0 

250.0 

1.00 

9,959 

Computer  Entry  Sys 

Brian  T  Cunningham 

51 

18 

4 

St.  Francis  Penn 

BS 

154.8 

63.0 

2.84 

872 

CPI  Corp 

Alyn  V  Essman 

55 

31 

14 

Washington  U  (StL| 

BA 

510.0 

204.0 

3.92+ 

9,557 

Crawford  &  Co 

T  Gordy  Germany 

61 

40 

14 

Auburn 

BS 

361.6 

105.0 

t 

6 

Crown  Books 

Robert  M  Haft 

35 

10 

10 

U  of  Penn 

MS,  MBA 

300.0 

200.0 

0.01' 

73 

Data  Translation 

Alfred  A  Molinari  Jr 

45 

14 

14 

Worcester  Polytech 

BS,  MS,  MBA 

165.0* 

26.43 

14,632 

'Annualized  figure  (salary ).    indicated  percentage  holdings  and  market  value  includes  all  classes  of  stock.    3Haft  family  and  Dart  Group  control  52.3%  of  Crown 
Books  Market  value  of  Dan  Group's  holdings  is  $30.9  million    "Salary  and  bonus    tlncludes  family  holdings.    JLess  than  0.01%.    NA:  Not  available 
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How  Leaseway  helped  a  major 
manufacturer  remain  compeutive 
in  a  global  market. 


Leaseway  Case  Study  #27:  Caterpillar. 


A/ith  increasing  competition 
r  V  throughout  the  world, 
any  American  manufacturers 
e  taking  a  new  look  at 
eir  old  way  of  handling 
lysical  distribution. 

ase  in  point. 


remain  com- 
■titive,  Caterpillar, 
le  of  the  world's 
rgest  manufacturers 

material -handling 
luipment,  moved  a  significant 
)rtion  of  their  manufacturing  produc- 
)n  overseas.  But  then  they  faced  the 
oblem  of  how  to  meet  the  exact 
quirements  of  their  customers  in  the 
S.  and  keep  inventory  costs  to 
minimum. 

The  solution.  

iterpillar  entered  a  partnership  with 
;aseway  Transportation.  Utilizing  their 
stribution  expertise,  Leaseway  located 
suitable  warehouse  and  designed  the 
/out  and  rack  system.  By  this  unique 
sign,  a  40%  increase  in  space 
ilization  was  achieved. 

In  addition  to  providing  parts 
spection  and  warehousing,  Leaseway 


actually  attaches  options  to  the  lift  trucks. 
Wheels,  counterweights,  forks,  and 
masts  are  installed  as  speci- 
fied by  Caterpillar.  The 
lift  trucks  are  then 
delivered  to  CAT's  dis- 
tribution center  for 
intricate  finishing 
and  final  quality- 
control  testing. 
Leaseway  operates 
the  system,  but 
Caterpillar 
retains  control. 


The  result. 


By  postponing  final  configuration  in  the 
channel  of  distribution,  Caterpillar  was 
able  to  dramatically  improve  service  to 
customers  and  dealers.  Costs  were 
lowered  through  reduced  finished  goods 
inventory,  faster  turnaround  on  orders, 
and  lower  labor  costs.  And  Caterpillar 
incurred  no  costly  capital 
investment.  Caterpillar  was 
able  to  concentrate  its 
expertise  in  what  it 
does  best:  the 
design,  manu- 
facturing, and 


marketing  of 
high-quality 
lift  trucks. 


The  conclusion. 


Take  a  new  look  at  your  old 
way  of  handling  physical 
distribution.  Leaseway  can 
help  like  no  other  company. 
We  begin  by  analyzing  your 
entire  distribution  system,  or  any  part 
of  it.  .And  recommend  a  cost-effective 
solution  that's  custom -tailored  to 
your  unique  needs. 

We're  sure  we  have  some  ideas  for 
you.  To  see  how  a  partnership  with 
Leaseway  can  help  make  your  business 


more  cost-effective,  call  Charles  B. 
Lounsbury  Senior  W,  at  1-800-428-0042. 
In  Ohio,  1-800-428-0028.  Or  write 
Leaseway  Transportation,  3700  Park  East 
Drive,  Cleveland,  Ohio  44122. 

Call  1-800-428-0042. 


Please  tell  me  how  a  partnership  with  Leaseway  can 
make  my  business  more  cost-effective. 


Company- 


City- 


Stale. 


.  Zip_ 


Telephone. 


_  FBS111687 

Leaseway 

Transportation® 

Leaseway  Transportation  is  a  group  of  companies  providing  services 
in  physical  distribution  Dedicated,  Contract,  and  Common  Carriage, 
Auto  and  Bulk  Transport;  Distribution  Center  Services; 
Personnel  Leasing. 

Copyright  1987  Leaseway  Transportation  Corp 

CATERPILLAR.  CAT  and  CB  are  trademarks  ol  Caterpillar  Inc 


The  200  Best  Small  Companies'  Chief  Executives 


— Years — 

—Compensation — 

— Stock  owned — 

with 

as 

Undergraduate 

College 

(000) 

mkt  value 

Company 

Chief  executive 

Age 

CO 

CEO 

college 

degrees 

salary 

bonus 

% 

(000) 

Daxor 

Joseph  Feldschuh 

13  • 

13 

Columbia 

BA  MD 

 l 

54.62% 

$19,209 

Deb  Shops 

Marvin  Roumck 

A7 

26 

8 

VV  11,11  LUI1 

BS 

$375.0 

30.31 

52,897 

Diagnostic  Prods 

Sigi  Ziering 

59 

15 

15 

Brooklyn  College 

BS,  MS,  PhD 

240.0* 

30.16 

45,428 

Diceon  Electronics 

Roland  G  Matthews 

48 

7 

7 

230.5* 

11.12 

20,147 

Digital  Commun  Assocs 

DCIIU  LJ  INUIUin 

51 

6 

6 

Mfirf  hurpcKrn 

RC  MR  A 

453.8 

$232.3 

0.98 

4,296 

Dionex 

A  Blaine  Bowman 

41 

10 

7 

Rrmhifn  Vni  inn 
Dllglldlll  lUUllg 

RC  MR  A 

DO,  IVlDrt 

175.0 

169.0 

1.38 

2,896 

Dresner 

A  Barry  Merkin 

52 

9 

1 

Brown 

BA,  MBA 

192.0 

63.7 

6.84 

2,765 

Dress  Barn 

Elliot  S  Jaffe 

61 

24 

24 

Wharton 

BS 

520.0 

37.49 

70,703 

Dreyfus 

Howard  Stein 

61 

32 

22 

1,612.4* 

2.70 

27,346 

uryiican  i  i 

I- fn™  T  Qr*  ri  \a/  ci  rt  *7 
1_IK    |  .ti.II  Weil  IjI 

50 

1  u 

1  u 

150.0 

DuQtiesne  Systems 

Glen  F  Chatfield 

44 

17 

ii 

Penn  State 

BS 

163.5 

68.0 

5.20 

6,936 

Durakon  Industries 

Michael  Wayne 

42 

8 

8 

291.1 

47.66 

30,244 

Dycom  Inds 

Thomas  R  Pledger 

49 

3 

3 

152.2 

7.51 

2,712 

Eaton  Vance 

Landon  T  Clay 

61 

19 

16 

Harvard 

BA 

237.1 

21.88 

16,232 

Educational  Computer 

George  W  Murphy 

51 

17 

17 

Fordham 

BS 

234.9* 

2.47 

1,134 

Eldon  Industries 

Robert  Silverstein 

64 

29 

29 

303.4 

1  1  1Q 

1  1  HQ  1 
1  l,Uo  1 

Kenan  Transport's  Lee  Shaffer  played 

professional  basketball  and  was  traded 

for  Wilt  Chamberlain.  Robert  Halmi 

Inc.'s  Robert  Halmi  was  a  Hungarian 

whs 

freedom  fighter. 

—  ; — : — 

Electromagnetic  Sciences 

 :  

John  E  Pippin 

61 

19 

19 

Georgia  Tech 

BS,  PhD 

269.6 

1.65t 

1,582 

Engraph 

Leo  Benatar 

57 

6 

6 

Georgia  Tech 

BIE 

281.3* 

3.14 

1,786 

Entertainment  Pubns 

Hughes  L  Potiker 

62 

27 

27 

Wayne  State 

BA,  P 

230.0*2 

21.072 

19,6372 

Ero  Industries 

Martin  N  Sandler 

70 

19 

19 

U  of  Minnesota 

BBA 

162.5 

81.3 

29.91 

8,794 

Fabric  Wholesalers 

Tony  J  Bosboom 

64 

19 

19 

95.0* 

9.29 

2,152 

First  Finl  Management 

Patrick  H  Thomas 

45 

16 

15 

Georgia  State  U 

BS,  MS 

380.0* 

1.86 

4,517 

FlightSafety  Intl 

Albert  L  Ueltschi 

70 

36 

36 

214.6 

35.43 

255,118 

Forest  Laboratories 

Howard  Solomon 

60 

10 

10 

City  College  NY 

BS,  LLB 

253.8 

2.68 

8,173 

Franklin  Resources 

Charles  B  Johnson 

54 

33 

33 

Yale 

BS 

420.7* 

16.23 

74,737 

Frontier  Insurance  Grout. 

Walter  A  Rhulen 

56 

10 

10 

U  of  Connecticut 

BS 

120.0' 

16.834 

4,4774 

Fred  Schwartz 

56 

32 

3 

City  College  NY 

BA 

399.3* 

11.28 

8,572 

Gantos 

L  Douglas  Gantos 

54 

27 

25 

Michigan  State 

BS 

352.4* 

30.41 

18,407 

General  Physics 

Robert  W  Deutsch 

63 

21 

21 

MIT 

BS,  PhD 

194.8 

80.0 

0 

Gerber  Scientific 

H  Joseph  Gerber 

63 

39 

39 

Rensselaer 

BS 

290.9 

91.1 

11.65 

51,094 

Group  1  Software 

Robert  S  Bowen 

49 

4 

4 

Northwestern 

BS,  MBA 

 6 

0.21 

65 

Guardsman  Products 

Keith  C  Vander  Hyde 

59 

28 

17 

297.4* 

0.67 

419 

Robert  Halmi 

Robert  Halmi  Sr 

63 

21 

21 

U  of  Budapest 

BA 

406.3 

105.0 

6.16 

2,929 

*Dr.  Feldschuh's  compensation  is  less  than  $60,000. 

Fiscal  198o  data 

'Annualized  figure    "Walter  A  Rhulen  owns 

only  Class  A  shares.  Indicated  percentage 

holdings  and  market  value  includes  all  classes  of  stock. 

T)r.  Deutsch  and  family  have  option  to  reacquire  834.000  shares  (24  1%)  held  by  National  Patent 

Development,  on  12/31/91 

■Mr.  Bowen  is  compensated  by 

a  management  consulting  firm    "Salary-  and  bonus    tlnciudes  family  holdings. 

JLess  than  0.01%. 
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JENTi 


The  Bost 
approaci 

BANKING: 

Serve  ^ 

client  were  our  only  client. 

to  that  end.  we  offer  the  invest- 
ment" management  expertise  of  our 
subsidiary.  Boston  Safe  Deposit 
and  Trust  Company* 

Over  the  past  five  years,  we've 
performed  well  by  standard  indus- 
TRY indices.  Still,  our  reputation 
has  been  built  by  professionals  who 
know  it's  gauging  performance 
against  personal  objectives  that 
really  counts. 

if  you're  a  financially  successful 
individual  desiring  the  highest 
possible  level  of  personal  service. 

CONTACT  US  AT  1-80OCALL  BOS 

(1-800-225-5267  Ext.  341). 

and  enjoy  the  advantages  of 

BEING  A  PRIVILEGED  CLIENT. 
"Certain  products  may  not  he  available  in  all  states. 


A  subsidiary  of 
Shearson  Lehman 
Brothers  Inc. 
An  American 
Express  company 


on  Company  has  a  simple 
-i  to  personal  investment 


i 


THE  BOSTON  COMPANY  1 

Boston  Safe  Deposit  and  Trust  Company  M 


Member  FDIC. 


"15  years  ago,  we  chose  an  Authorized  Digital  Computer  Distributor  (ADCD) 
for  all  our  computer  needs."  says  Ronald  Yakin,  President  of  American  Pecco,  the 
nation's  largest  supplier  of  tower  cranes.  "As  we've  grown  and  expanded,  they've 
helped  us  every  step  of  the  way. 

"Our  business  is  service  oriented,  so  we  appreciate  the  completeness  of  the 
ADCD  service,"  continues  Yakin.  "The  original  team  who  installed  our  turnkey 
system  still  takes  a  personal  interest.  They  know  our  business  and  respond  im- 
mediately. Whether  it's  providing  consultation  for  new  applications  or  planning 
future  upgrades,  they're  just  a  phone  call  away  It's  like  having  an  in-house  MIS 

'  'Our  Authorised  Digital 
Computer  Distributor 
has  given  us  at  American 
Pecco  first  rate  service 
from  day  one." 

department  without  the  overhead." 

Since  every  ADCD  is  monitored  by  Digital  for  customer  satisfaction,  the 
Digital  logo  acts  as  a  guarantee  of  service.  According  to  Yakin,  "We  get  the 
backing  of  a  worldwide  computer  company,  plus  specialists  in  our  business 
right  in  our  own  backyard.  It's  the  best  of  both  worlds."  For  information  on  the 
nearest  ADCD  and  how  they  can  give  you  a  competitive  advantage,  write: 
Digital  Equipment  Corporation,  ADCD  Group 
MK01-2/H32,  Continental  Boulevard,  Merrimack, 
New  Hampshire  03054 


©  Digital  Equipment  Corporation  19R    rhc  Digital  k 
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The  200  Best  Small  Companies'  Chief  Executives 


— Years —  «  — Compensation —    — Stock  owned — 


Company 

Chief  executive 

Age 

with 

CO 

as 
CEO 

Undergraduate 
college 

College 
degrees 

(0001 

salary 

Minus 

% 

ml'l    \,  line 
IIIIVI  Value 

(000) 

John  H  Harland 

J  William  Robinson 

67 

37 

18 

U  of  Alabama 

BS 

$360.3 

2.76% 

$20,236 

Haverty  Furniture 

Rawson  Haverty  Sr 

66 

46 

3 

U  of  Georgia 

BA 

299.1* 

6.10 

4,083 

Heartland  Express 

Russell  A  Gerdin 

46 

9 

9 

Moorhead  State 

BA 

452.1* 

6.68 

2,756 

Heico 

Chester  A  Warner 

77 

7 

5 

195.2 

0.38 

177 

Heilig-Meyers 

William  C  DeRusha 

37 

18 

2 

VA  Cmmnwlth 

BS 

265.0t 

0.33 

607 

Herley  Microwave  Sys 

Lee  N  Blatt 

59 

22 

22 

NA 

150.0' 

22.85' 

2,903' 

Hovnanian  Enterprises 

Kevork  S  Hovnanian 

64 

28 

28 

346.7  i 

193.6 

56.73 

129,608 

Hunt  Manufacturing 

Ronald  I  Naples 

42 

1  1 

6 

West  Point 

BS,  MA,  MBA 

209.3 

22.5 

1.27 

2,616 

IB  Hunt  Trans  Svcs 

Kirk  Thompson 

34 

14 

1 

U  of  Arkansas 

BS 

123.7 

110.2 

0.36 

1,560 

Inacomp  Computer  Ctrs 

Rick  Inatome 

34 

11 

8 

Michigan  State 

BA 

164.3* 

307.29t 

14,842 

Inmac 

Kenneth  A  Eldred 

44 

1 1 

11 

Stanford 

BA,  MBA 

284.2* 

32.50 

47,672 

Intertrans 

Sam  N  Wilson 

52 

9 

9 

North  Texas  State 

BA 

99.0 

7.28 

1,873 

Intl  Dairy  Queen  CI  A 

Harris  Cooper 

49 

17 

17 

St  Louis  Law 

SJD 

263.3 

398.9 

1.80 

4,140 

Isco 

Robert  W  Allington 

52 

27 

26 

U  of  Nebraska 

BS,  MS 

168.4* 

50.99 

21,982 

I&J  Snack  Foods 

Gerald  B  Shreiber 

45 

16 

16 

275.0E 

54.80 

25,587 

Juno  Lighting 

Robert  S  Fremont 

62 

11 

11 

NYU 

BA 

358.1 

7.58 

9,890 

Kenan  Trans 

Lee  P  Shaffer 

48 

22 

13 

U  of  N  Carolina 

BA 

149.0 

6.41 

2,170 

King  World  Productions 

Michael  King 

39 

14 

3 

Fairleigh  Dickinson 

BA 

300.0 

200.0 

9.83t 

61,734 

La  Petite  Academy 

Jack  L  Brozman 

37 

9 

9 

Washington  U 

BA,  MBA 

200.0 

2.01 

5,197 

P  Leiner  Nutritional  Prods 

Michael  Leiner 

41 

9 

8 

Imperial  Col  (London 

)  BSC,  MBA 

197.0 

91.8 

3.73 

1,310 

LIN  Broadcasting 

Donald  A  Pels 

59 

18 

18 

U  of  Pennsylvania 

BS,  JD 

870.0 

3.38 

72,486 

Liqui-Box 

Samuel  B  Davis 

45 

24 

5 

486.0 

10.11 

7,932 

Luby's  Cafeterias 

John  B  Lahourcade 

62 

18 

5 

U  of  Texas 

BBA 

240.2* 

1.22 

5,213 

Lumex 

Lawrence  N  Cohen 

55 

21 

1 

Cornell 

BA 

213.1 

0.30 

152 

MacNeal-Schwendler 

Joseph  F  Gloudeman 

52 

9 

3 

Marquette 

MS,  Dr  Ing 

202.9 

40.2 

3.14 

6,415 

McClain  Inds 

Kenneth  D  McClain 

46 

23 

23 

171.6* 

37.94 

4,868 

Medex 

Craig  Waldbillig 

61 

28 

16 

Boston 

BS 

158.3* 

13.84 

3,885 

Mentor  Corp  Minn 

Chris  J  Conway 

48 

18 

18 

200.0* 

1.42 

1,263 

Merry-Go-Round  Ent 

Michael  D  Sullivan 

48 

13 

5 

Loyola 

BS 

363.4* 

1.83 

1,570 

Microsemi 

Philip  Frey  Jr 

60 

16 

16 

149.3 

174.5 

8.34 

5,906 

Milwaukee  Ins  Gr 

Robert  W  Doucette 

64 

40 

25 

Marquette 

BA 

240.7* 

0.31 

107 

Morgan  Keegan 

Allen  B  Morgan  Jr 

45 

18 

4 

North  Carolina 

AB 

491.6* 

10.89 

6,630 

Morino  Associates 

Mario  M  Morino 

44 

14 

14 

Case  Western 

BBA 

210.0 

150.0 

35.75 

47,782 

Napco  Security  Systems 

Richard  Soloway 

41 

15 

6 

310.7' 

20.54' 

7,819' 

Network  Systems 

Lyle  D  Altman 

57 

1  1 

2 

U  of  Nebraska 

BS 

210.0 

16.8 

1.06 

2,898 

Neutrogena 

Lloyd  E  Cotsen 

58 

30 

20 

Princeton 

BA,  MBA 

350.0 

350.0 

53.06 

328,995 

New  England  Business  Svc 

Richard  H  Rhoads 

57 

22 

12 

U  of  Virginia 

BA,  MBA 

272.3" 

5.58 

18,417 

NY  Marine  &  Gen  Ins 

John  N  Blackman 

63 

15 

15 

Yak 

BA 

 2 

t 

0 

Nordson 

William  P  Madar 

48 

2 

2 

Purdue 

BS,  MBA 

363.1* 

0.20 

586 

Nuclear  Support  Services 

Laurence  M  Strassner 

45 

2 

1 

West  Point 

BS,  MBA 

101.9* 

1.56 

312 

Oakwood  Homes 

N  icholas  J  St  George 

48 

8 

8 

William  and  Mary 

BA,  JD 

255.8* 

0.94 

471 

'Fiscal  1986  data.    2Mr  Blackman  is  compensated  by  a  management  consulting  firm.    'Salary  and  bonus,    tlncludes  family  holdings.    +Less  than  0.01%. 

F,:  Estimate.    NA:  Not  available. 


The  200  Best  Small  Companies'  Chief  Executives 


Company 

Chief  executive  Age 

— 
with 

Years — 
as 
CEO 

Undergraduate 
college 

College 
Degrees 

— Compensation — 
(000) 
salary  bonus 

— Stock  owned — 
mkt  value 
%  (000) 

Oil-Dn  Corp  ot  America 

Richard  M  Jaffee 

51 

30 

27 

U  of  Wisconsin 

BA 

$206.2 

$63.1 

37.09'% 

$30,098 

Optical  Radiation 

Richard  D  Wood 

48 

18 

18 

U  of  Kansas 

BS,  MBA 

23 1 .0 

12.77 

16,985 

Charles  F  Hyde 

67 

oy 

in 
zu 

Wesleyan 

dA 

457.1* 

3.22 

12,546 

PA.M  Transportation  Svcs 

Paul  A  Maestri 

57 

7 

7 

288.4 

75.0 

54.07t 

21,969 

Pancho  s  Mexican  Bullet 

Hollis  Taylor 

5 1 

14 

8 

Lamar 

BBA 

191.8* 

1.28 

491 

Pansophic  Systems 

David  J  Eskra 

46 

8 

3 

St  Mary's  College 

BA 

350.6* 

0.23 

772 

P  ir  Pnirtn<i/,t>iitir?il 
I  cIT  I  1  i  d  II  IliiC  C  U  I  It-  J  1 

Perry  Levine 

66 

Q 
o 

Q 
O 

400.0* 

7.20t 

14,796 

Park  Communications 

Roy  H  Park 

77 

25 

25 

\J  \Jl  IN  v  .1 1  (  M  1  1  !  .1 

BS 

616.7 

89.28 

375,778 

Park  Electrochemical 

Jerry  Shore 

62 

22 

22 

Purdue 

BS,  MS 

250.0 

30.1 

16.83 

13,346 

Paychex 

B  Thomas  Golisano 

46 

16 

16 

204.9 

17.65 

31,865 

PCS 

Donald  B  Dahlin 

37 

f. 

f. 

u  ui  i  uisa 

DC 
DO 

176.8 

100.0 

0.01 

27 

Pioneer  Group 

John  F  Cogan  Jr 

60 

25 

24 

Harvard 

BS,  JD 

217.9 

100.0 

13.56 

13,968 

Policy  Mgmt  Sys 

G  Larry  Wilson 

41 

15 

15 

U  of  S  Carolina 

BS,  MBA 

211.8 

50.0 

0.44 

1,412 

T  Rowe  Price  Assocs 

George  J  Collins 

47 

15 

3 

Va  Mily  Inst 

BA,  MBA 

265.0 

365.0 

3.62 

7,426 

Products  Rsrch  &  Chem 

George  Gregory 

°7n 
fU 

35 

21 

UCLA 

BA 

420.0 

470.0 

1.62 

2,257 

Pulaski  Furniture 

Bernard  C  Wampler 

JO 

32 

20 

N  Carolina  State 

BS 

252.8* 

o.  /3 

1,940 

Of  these  chief  executives,  67  have 
advanced  degrees,  including  19  doc- 
torates and  35  M.B.A.s.  But  38  never 
bothered  to  graduate  from  college. 

QMS 

James  L  Busby 

41 

10 

10 

U  of  Alabama 

BS,  MBA 

253.4* 

15.19 

25,118 

Quarex  Inds 

Frank  Castellana 

32 

14 

5 

167.0 

22.69 

1,578 

Questech 

William  L  Mayo 

59 

1 

1 

Loma  Linda 

BS,  MS 

NA2 

NA2 

NA2 

Quick  &  Reilly  Group 

Leslie  C  Quick  Jr 

61 

13 

13 

Widener 

BS 

912.5 

21.04 

27,916 

Raven  Industries 

David  A  Christensen 

S2 

25 

16 

S  Dakota  State 

BS 

207.8* 

2.90 

680 

Raymond  Corp 

George  Raymond  Jr 

65 

46 

16 

250.0* 

15.28 

10,980 

Raymond  James  Financial  Thomas  A  James 

4.S 

21 

18 

Harvard 

AV,  MBA 

195.8 

250.0 

34.08 

24,371 

Regal  Beloit 

James  L  Packard 

4S 

8 

3 

194.9* 

0.76 

787 

Republic  American 

Carl  H  Lindner 

68 

14 

14 

15.03 

0.224 

653" 

Richardson  Electronics 

Edward  J  Richardson 

4S 

26 

17 

270.0* 

165.0 

57.49 

93,096 

RLI 

Gerald  D  Stephens 

55 

29 

22 

U  of  Wisconsin 

BBA 

169.0 

61.0 

9.49 

5,801 

RPM  Inc  Ohio 

Thomas  C  Sullivan 

so 

26 

16 

Miami  U  (Ohio] 

BS 

330.0 

150.0 

2.54 

6,442 

Russ  Berrie  &  Co 

Russell  Berrie 

S4 

25 

25 

400.0 

342.0 

54.05 

238,997 

Ryan's  Family  Steak  Hse 

T  Mark  McCall 

29 

9 

1 

The  Citadel 

BS 

160.6 

2.72 

13,429 

S&K  Famous  Brands 

Stuart  C  Siegel 

45 

20 

2 

E  Carolina  U 

BS 

310.4* 

48.83 

9,557 

SafeCard  Services 

Steven  J  Halmos 

39 

18 

1 

Georgia  Tech 

BS,  MBA 

432.0 

1.69 

4,777 

Safety-Kleen 

Don  W  Brinckman 

56 

18 

18 

Northwestern 

BS,  MBA 

461.2* 

1  12 

12,038 

'Classes  A  and  B  combined  Richard  jaffee  and  brother  control  majority  of  CI  B.    2Previous  chief  executive,  Herbert  W  Klotz,  died  November  1986.  William  I  Mayo 
assumed  control  May  1987.    'Director's  fee.    4American  Financial  Corp  owns  32.1%  of  Republic  American.  Carl  Under  owns  45.4%  of  American  Financial 
"Salary  and  bonus,    tlndicates  family  holdings.    ^Less  than  0.01%.    NA:  Not  available. 

The  200  Best  Small  Companies'  Chief  Executives 


Company 

Chief  executive 

Age 

— Years — 
with  as 
co  CEO 

Undergraduate 
college 

College 
degrees 

-Compensation — 

(000) 
salary  bonus 

— Stock  owned — 
mkt  value 
%  (000) 

Sands  Regent 

Pete  Cladianos  ]x 

57 

22 

2'2 

U  of  Nevada 

BA 

$207.5 

$32.7 

26.37% 

$8,275 

SAY  Industries 

Romilly  Humphries 

C7 

Of 

12 

1 

Trinity  College 

R  A 
on 

220.0 

4.721 

642 

Scan-Tron 

John  X  Saunders 

57 

4 

4 

V  '   UI  IV1 IIIIICSU Id 

BS 

180.3* 

0.13 

57 

Seaboard  Corp 

Harry  Bresky 

NA 

NA 

NA 

256.8 

0.38 

479 

Sealed  Air 

X  J  Dermot  Dunphy 

55 

16 

16 

Oxford1 

MBA 

312.3* 

2.02 

5,578 

C  ¥*>  

Seaman  Furniture 

Morton  Seaman 

33 

33 

U  of  Pennsylvania 

PC 
DO 

404.3 

16.38 

39,590 

Sigma- Aldrich 

Xom  Cori 

5 1 

17 

9 

l_J  UI   VV  nl  i  'l  nl  1  1 

BS  PhD 

340.0 

204.1 

0.15 

1,331 

C  i  1.     .     f  ,1  m   t  ''  1  A 

MKCs  t_Ofp  t-1  A 

Kelly  E  Norton 

to 

18 

5 

(    t*r\r (ri  'i  TV»r*ri 
vjtCUIgld  1LL11 

BS 

325.0* 

0.74t 

330 

Simmons  Airlines 

(oel  Murray 

47 

7 

5 

U  of  Wisconsin 

BS,  (D,  ML 

162.92 

10.02 

1 1.332 

3,7812 

Sippican 

Richard  I  Arthur 

53 

23 

6 

275.5* 

1.72 

795 

Sizzler  Restaurants  Intl 

Xhomas  L  Gregory 

13 

7 

Michigan  State 

RQ 

Do 

175.9 

175.9 

0.76 

1,885 

Spec's  Music 

Ann  S  Lieff 

3D 

JU 

13 

7 

U  of  Denver 

BS 

117.0* 

47.10 

10,007 

Stanline 

Stanley  G  Frahm 

54 

21 

6 

Iowa  State 

BS 

104.3 

10.0 

12.63 

1,822 

Stockholder  Sys 

Larry  A  Dean 

45 

16 

16 

Georgia  Tech 

Do,  MdA 

195.0 

5 1.80 5 

12,4913 

Strober  Organization 

Eric  D  Strober 

H-O 

25 

25 

Boston 

DO 

485.5 

4,030.8 

50.74 

26,639 

curyKer 

John  W  Brown 

JO 

10 

10 

Auburn 

RQ 
Do 

250.0* 

4.86 

15,144 

Swift  Energy 

A  Earl  Swift 

54 

8 

8 

U  of  Oklahoma 

BS,  ID 

129.7 

13.06 

5,528 

Syms 

Sy  Syms 

61 

28 

28 

NYU 

BA 

844.1 

80.25 

145,177 

Systematics 

Raymond  R  Maturi 

AO 

8 

2 

Notre  Dame 

RQ 
DO 

203.7 

0.43 

1,116 

Tech-Sym 

vvenueii  vv  \_janici 

JO 

25 

12 

Georgia  Tech 

RQFF 

DOLL 

354.2* 

0.90 

736 

Technalysis 

Victor  A  Rocchio 

60 

19 

19 

U  of  Minnesota 

BA 

184.3* 

17.47 

2,494 

Technitrol 

Roy  E  Hock 

58 

29 

11 

Wayne 

BS 

178.3* 

3.59 

1,552 

Telecredit 

T        A  Anlf-  ITT 
LCC  t\  /\Ull  111 

D  1 

20 

19 

i  Hie 

R  A 

507.5* 

0.56 

1,962 

i  eienex 

Lennox  K  Black 

C7 

J  ( 

26 

15 

IVlCV-illl 

319.9 

75.0 

3.71 

10,008 

Telerate 

Neil  S  Hirsch 

40 

8 

8 

500.0 

296.6 

7.13 

53,992 

Telxon 

Raymond  D  Meyo 

46 

15 

2 

Notre  Dame 

BA,  JD 

195.0 

195.0 

1.71 

3,772 

Xennant 

Roger  L  Hale 

A7 

26 

1 1 

Brown 

R  A    MR  A 
DA,  IVlD/\ 

369.9* 

3.29 

4,176 

Thermo  Instrument  Sys 

Arvin  H  Smith 

j" 

17 

1 

Texas  Christian 

RQ 
Do 

Thor  Industries 

Wade  FB  Xhompson 

47 

7 

7 

NYU 

BCOM,  MS 

120.0 

45.87 

36,386 

Timeplex 

Edward  Botwinick 

52 

10 

10 

Columbia 

BS,  BA 

300.0 

400.0 

6.49t 

15,716 

Tootsie  Roll  Industries 

Melvin  J  Gordon 

o  / 

25 

9 

Harvard 

A  R    MR  A 
rVD,  IVlDrt. 

423.3* 

9.23 

20,283 

Xraditional  Inds 

Arland  D  Dunn 

11 

11 

170.9 

30.54 

6,570 

Xrans  World  Music 

Robert  J  Higgins 

46 

14 

14 

634.4* 

69.33 

124,800 

Xrus  (oist 

Walter  C  Minnick 

45 

13 

1 

Whitman  College 

BS,  MBA,  JD 

253.6 

0.74+ 

916 

UniFirst 

Aldo  A  Croatti 

69 

47 

37 

202.4 

57.30 

62,086 

Uniforce  Xemp  Personnel 

John  Fanning 

56 

33 

33 

82.0 

95.6 

26.62 

10,908 

Value  Line 

Arnold  Bernhard 

85 

52 

52 

Williams  College 

BA 

'248.3* 

80.53 

180,176 

Vanguard  Xechnol  Intl 

Dean  W  Crawford 

46 

8 

8 

Rochester  Tech 

BS,  MA 

194.5* 

36.613'4 

12,591'*" 

Versa  Xechnologies 

lames  E  Mohrhauser 

65 

17 

17 

211.5 

7.73 

5,290 

Vishay  Intertechnology 

Felix  Zandman 

59 

25 

25 

U  of  Nancy,  France 

ME,  PhD 

304.6 

15.72 

20,422 

Welbilt 

Richard  L  Hirsch 

46 

24 

17 

Brown 

BA 

318.8* 

18.62 

22,039 

'Graduate  school.    2Fiscal  1986  data,    -'indicated  holdings  and  market  value  include  all  classes  of  stock.    'Dean  W  Crawford  holds  only  Class  B  stock. 

Salary  and  bonus  paid  by  Thermo  Instrument  Systems  and  Thermo  Electron  Corp.    "Salary  and  bonus    tlncludes  family  holdings    +Less  than  0.01%.    NA:  Not 

available. 
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J^n  electronic  stock  market. 
£  ..M  An  international  network 
'     1  of  computers  through  which 
ares  are  electronically  traded 
ith  incredible  speed. 

The  market  is  NASDAQ,  and  the 
itwork  was  built  with  Unisys 
[uipment.  The  National  Association 
Securities  Dealers  Automatic 
jotation 
stem 


was  founded  in  1971.  By  1978,  daily 
volume  was  11  million  shares. 

Now,  in  1987,  an  average  of  155 
million  shares  a  day  are  traded  on 
a  network  of  3,000  terminals  over  a 
6  million  square  mile  trading  floor. 
Uptime  for  the  central  Unisys 
computer  is  99.92%. 

"You  can't  leave  network  growth 
like  that  to  chance.  Build  too  fast 
and  you  waste  money  Too  slowly  and 


you  compromise  service,"  says  Sam 
Vail.  His  Unisys  team  is  responsible 
for  helping  NASDAQ  plan  and 
manage  the  network  growth.  "We've 
been  through  three  generations  of 
equipment  without  once  stopping  for 
software  conversions,"  Sam  proudly 
points  out.  "Unisys  systems  grow 
right  alongside  the  customer.  I  guess  j 
that's  what  the  power  of  2  means." 
Unisys  and  NASDAQ.  The  power  of 2.  i 


"We  kept 

NASDAQ  running 
nonstop  through 

three  major 
upgrades!! 


Sam  Vail,  Account  Executive,  Unisys. 


UNISYS 

The  power  of 2 


Company  Directory 


This  alphabetical  directory  of  the  200  best  small  companies  shows 
how  to  reach  them  and  how  they  rank  by  return  on  equity,  sales, 
profits  and  market  value.  To  find  a  company  in  the  tables 
beginning  on  page  200,  use  the  5-year  ROE  ranking. 


— Where  they  rank — 

Company 

Exch 

Ticker 

5-year 
average 
ROE 

sales  profits 

market 
value 

City,  state 

Telephone 

ABI  Am  Businessphones 

a 

AB 

9 

lol 

loo 

199 

190 

Irvine,  CA 

(714)  472-2200 

Actmedia 

o 

ACTM 

95 

1  iU 

1 1  o 

70 

Westhampton  Bch,  NY 

(516]  325-1000 

Adams-Mi  His 

n 

ALL 

190 

3d 

1  1  3 
1  la 

142 

High  Point,  NC 

(919]  889-7071 

Addison-Wesley  Publish  CI  B 

o 

ADSNB 

191 

cc 
JJ 

i  nn 

1UU 

88 

Reading,  MA 

(617)  944-3700 

Adia  Services 

0 

ADIA 

118 

1 

OA 

54 

Menlo  Park,  CA 

(415)  324-0698 

Advanced  Systems 

n 

ASY 

112 

119 

77 

77 

Arlington  Hts,  IL 

(312)  981-1500 

Allied  Security 

o 

ASCY 

103 

198 

189 

Pittsburgh,  PA 

(412)  884-2636 

Alloy  Computer  Products 

o 

ALOY 

41 

1  55 

1  A  7 
1  o  / 

173 

Framingham,  MA 

(617)  875-6100 

American  Land  Cruisers 

a 

RVR 

155 

1  DD 

1 

172 

Miami,  FL 

(305)  262-9611 

American  List 

a 

AMZ 

30 

inn 

loo 

181 

Great  Neck,  NY 

(516)  466-0602 

American  Software  CI  A 

o 

AMSWA 

116 

150 

92 

106 

Atlanta,  GA 

(404)  261-4381 

Andover  Controls 

o 

ANDO 

73 

190 

173 

177 

Andover,  MA 

(617)  470-0555 

Anitec  Image  Technology 

o 

ANTC 

15 

64 

38 

64 

Binghamton,  NY 

(607)  774-3333 

Armor  All  Products 

0 

ARMR 

70 

82 

28 

26 

Irvine,  CA 

(714)  553-1003 

Arnold  Industries 

0 

AIND 

71 

94 

72 

79 

Lebanon,  PA 

(717)  274-2521 

ARX 

ARX 

1 13 

133 

120 

145 

Plainview  NY 

15161  694-6700 

|  J  iU)   U7*T   \J  I  \J\J 

Ashton-Tate 

o 

TATE 

31 

21 

7 

11 

Torrance,  CA 

(213)  329-8000 

ASK  Computer  Sys 

0 

ASKI 

192 

95 

98 

98 

Los  Altos,  CA 

(415)  969-4442 

Athey  Products 

0 

ATPC 

171 

162 

155 

161 

Raleigh,  NC 

(919)  556-5171 

Atlantic  Southeast  Air 

0 

ASAI 

59 

89 

60 

86 

College  Park,  GA 

(404)  996-4562 

Avemco 

n 

AVE 

139 

77 

45 

63 

Frederick,  MD 

(301)  694-5700 

George  Banta 

0 

BNTA 

115 

5 

37 

51 

Menasha,  WI 

(414)  722-7771 

Barr  Labs 

0 

BARL 

21 

134 

146 

126 

Northvale,  NJ 

(201)  767-1900 

Barris  Industries 

0 

BRRS 

197 

129 

30 

127 

Beverly  Hills,  CA 

(213)  273-5678 

Biocraft  Labs 

n 

BCL 

100 

122 

66 

38 

Elmwood  Park,  NJ 

(201)  796-3434 

Biomet 

o 

BMET 

135 

139 

80 

49 

Warsaw,  IN 

(219)  267-6639 

Blessings 

a 

BCO 

125 

120 

124 

117 

Liberty  Corner,  NJ 

(201)  647-7980 

Bolar  Pharmaceutical 

a 

BLR 

96 

132 

67 

28 

Copiague,  NY 

(516]  842-8383 

Boston  Acoustics 

0 

BOSA 

50 

193 

189 

196 

Peabody,  MA 

(617)  532-2111 

Bowne  &  Co 

a 

BNE 

140 

34 

16 

34 

New  York,  NY 

(212)  924-5500 

Bush  Inds  CI  A 

a 

BSH 

37 

108 

144 

136 

Little  Valley,  NY 

(716)  665-2000 

Cadmus  Communications 

0 

CDMS 

111 

75 

133 

99 

Richmond,  VA 

(804)  264-2885 

a:  American  Stock  Exchange,  n: 

New  York  St 

ock  Exchange 

0:  over-the-counter 

Sources.  William  O  'Neil  &  Co .  Forbes 

ill 
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Company  Directory 


— Where  they  rank — 

Company 

Exch 

Ticker 

5-year 
average 
ROE 

sales  profit 

market 

Telephone 

Canonic  Environmental  Svcs 

0 

PA  MO 

A 
<+ 

171 

135 

97 

Porter,  IN 

(219)  926-8651 

CareerCom 

0 

1 0  7 

1/10 
14(5 

116 

King  of  Prussia,  PA 

(215)  337-7176 

Casey's  General  Stores 

0 

1  i  0 

6 

87 

74 

Des  Moines,  IA 

|r  1  r!  <~i  f  "»    i  ~tr\r\ 

(515)  263-3700 

0 

ft  1 
0 1 

178 

180 

141 

Conway,  AR 

(501 )  329-6836 

CEM 

0 

CEMX 

67 

196 

196 

174 

In H 1  an  TV  2  1 1  MP 

1 1  lU lii  1  1    1  1  dll,  IN 

(70dl  ^0  1  -QOOd 
(/uh-j  oz,i  yzu*+ 

Cherokee  Group 

0 

66 

74 

CtA 

y4 

N  Hollywood,  LA 

(213)  875-1002 

Chief  Automotive  Sys 

0 

00 

zz 

too 

1 

1UD 

loU 

Lirana  Island,  Nt 

(308)  384-9747 

V- n in  s 

0 

PUT  T 

\_xii_i 

JJ 

47 

1 1 1 

C  A 

o4 

FA  „  1  1  _  „  TV" 

Dallas,  IA 

(214)  980-991 7 

Cint^is 

0 

yy 

48 

48 

00 

ZZ 

Cincinnati,  OH 

1  c 1 t 1  ion  a nnn 
(M3)  48V-4UUU 

Clayton  Homes 

X\ 

CMH 

122 

45 

71 

92 

IVIlUAVlllC,    1  IN 

fAi  ^1  Q7n  7onn 
(Oioj  y  1  u  / zuu 

i_iotnes  i  lme 

0 

CT\A  T 
1  IVlr, 

10 

46 

53 

i  n  1 

Anaheim,  CA 

(714)  779-5881 

v-iviL,  wroup 

0 

1  OA 

1  n 
t  u 

OZ 

on 
fly 

Acton,  MA 

(61  /  )  264-4155 

v^oiomai  Lire  ot  acc  v-i  d 

0 

1 00 
iyy 

35 

24 

ol 

Columbia,  SC 

/  on  1  \  *7no  7nAn 
(oU3)  /y8-/L)UU 

Community  Psychiatric  Cntrs 

n 

pyv 

QQ 
OO 

9 

2 

4 

oanta  Ana,  LA 

(415)  397-6151 

Cnmnnfpr  Fntrv  Svs 

0 

CESC 

198 

tit 

i  a  1 
101 

175 

Ci  1  \rf  r  Qnn n (?     Z\A  1^ 
Oil  V  CI    » y  >  l  ill  l  , ,  1  viiv 

\^ri  V-Orp 

0 

DO 

14 

25 

4o 

St  Louis,  MO 

14)  ZjI-15/5 

v-rawtoru  ot  L.o 

0 

LKAW 

CO 
oZ 

i  7 

/in 

c  c 

DO 

Atlanta,  LA 

(404)  256-0830 

Crown  Books 

0 

L-KWIN 

1  A1 

14Z 

53 

130 

134 

Landover,  MD 

(301)  731-1200 

C&K  Ciotniers 

0 

1  ri 

iyo 

128 

1  on 

191 

Culver  City,  CA 

(213)  559-8200 

Data  Xranslation 

0 

DATX 

83 

179 

165 

137 

M  arl  Hnrnii  ph  \AA 

1'  Idl  1  UVJl  UUgllj  1»1jT\. 

161 71  4S 1 -^700 

Daxor 

0 

F\  A  YD 
JJAAK 

1  f\A 

1U4 

199 

157 

1  £.1 
loo 

iNew  1  orK,  IN  i 

(zli)  y^5D-14JU 

Ueb  shops 

0 

r>rrD  c 
JJt.bc> 

2  Q 
00 

A  1 

71 

rmiaaelpnia,  rA 

/ 1  1  r  1  f  -i  /  s  r\nn 
(215)  0/0-0OUU 

Diagnostic  Prods 

0 

HDP7 

y  1 

1 75 

102 

7C 

fD 

Los  Angeles,  CA 

11 1  t\  77/  nion 
(Zlo)  /  /0-OI0U 

Diceon  Electronics 

0 

DIL-IN 

zo 

100 

89 

OO 

Irvine,  CA 

/  "7  i  a  \  0  ">  1  no  7n 

(/14)  O3J-08/0 

Oipital  r^nmtniin  Accnrc 

L/I£lldl   v  \}  11 1 1  i  1  (J  11  l\. j jUVj 

DCAJ 

149 

42 

12 

15 

A 1      arpt  fa  C^A 

(4.041  440-4000 

Dionex 

0 

UrslLA 

loz 

143 

85 

DO 

Sunnyvale,  CA 

(4Uo)  /J/-U/U0 

Dresher 

0 

nocc 

Do 

1  £7 

1 

1  CO 

loci 

Deuroru  rarK,  1L 

15  n  1  CO/1  onnn 
(Jlz)  oy4-oyUU 

Dress  Barn 

0 

UdKIN 

10 
OZ 

49 

58 

£0 

oZ 

Stamford,  CT 

nnn  1  317  A1  A1 

(ZUoj  OZ/-4Z4Z 

Dreyfus 

n 

UK  I 

43 

15 

1 

0 

\Tal,,    Vn»lr  MV 

New  York,  IN  Y 

n  1  t  \  71  c  znnn 
(Zlz)  /  15-oUUU 

Drvrlpati  I  ISA 

DUSA 

14 

191 

185 

165 

A4iami  FL 

U051  667-^488 

Duquesne  Systems 

0 

DUQN 

OD 

169 

106 

Q  1 

ol 

Pittsburgh,  PA 

(41Z)  0Z0-Z0UU 

Durakon  Industries 

0 

UKRJN 

ZD 

102 

134 

no 
IZo 

Lapeer,  MI 

(olo)  Oo4-UobU 

Dycom  Inds 

0 

nvrr\ 
JJ  1 LU 

1  no 
lUo 

125 

163 

1  £0 

loZ 

\A7  TDrtl«-t-i  Dq/i/>U  CT 

w  raim  beacn,  rL 

|oUd|  ojy-ooUi 

Eaton  Vance 

0 

LAV  IN 

OO 

loZ 

00 

1  on 
1ZU 

Boston,  MA 

t£  1  71  /I  Q0  Q0£.n 

[Ol  / )  4oZ-oZoU 

Educational  Computer 

n 

rpp 

1  cn 
loU 

165 

150 

1  cn 
1  ou 

Ljnanuo,  rL, 

[Zl  D  J  Oo  /  -zouu 

Eldon  Industries 

n 

ELD 

160 

112 

128 

104 

Inglewood,  CA 

(213)  642-7716 

Electromagnetic  Sciences 

0 

ELMG 

105 

141 

116 

105 

Atlanta,  GA 

(404)  448-5770 

Engraph 

0 

ENGH 

186 

79 

158 

135 

Atlanta,  GA 

(404)  329-0332 

Entertainment  Publications 

0 

EPUB 

86 

146 

121 

107 

Birmingham,  MI 

(313)  642-8300 

Ero  Industries 

a 

ERO 

84 

158 

168 

176 

Chicago,  IL 

(312)  965-3700 

Fabric  Wholesalers 

0 

FBRC 

129 

147 

181 

184 

Portland,  OR 

(503)  666-4511 

First  Finl  Management 

0 

FFMC 

151* 

101 

108 

44 

Atlanta,  GA 

(404)  321-0120 

a:  American  Stock  Exchange,  n: 

New  York  Stock  Exchange 

0:  over-the-counter 

Sources.  William  ONeil  &  Co.;  Forbes 

SpltfSecond 


own  desktop  com- 
puters. In  an  instant, 
they  get  the  right 

 T\  


Quick!  What's 
the  latest 
rate  to  move  your 

r      .    i      r  i 


To  compete,  shippers  need  the 
answer  in  seconds.  To  provide  it, 
Norfolk  Southern  has  pioneered 
Thoroughbred  Quickfo™ 

This  computer  system  ends  the 
time-consuming  task  of  studying 
thousands  of  rates.  Shippers  sim- 
ply enter  their  commodity  code, 
origin  and  destination  on  their 


response,  i  ney  cai 
■  even  pinpoint  the 
location  of  shipments. 

Shipper-friendly  computer 
technology  is  just  one  way  Thor- 
oughbred Service  makes  shipping 
easier  and  more  efficient.  For 
up-to-the-second  answers  about 
its  advantages,  make  one  quick  call 
to  the  nearest  Norfolk  Southern 
sales  office. 


NORFOLK 
SOUTHERN 


Company  Directory 


— Where  they  rank — 

Company 

Exch 

Ticker 

5-year 
average 
ROE 

sales  profit 

market 
value 

City,  state 

Telephone 

FlightSafety  Intl 

n 

FSI 

94 

74 

10 

8 

Flushing,  NY 

(718)  565-4100 

Forest  Labs 

a 

FRX 

193 

116 

54 

30 

New  York,  NY 

(212)  421-7850 

Franklin  Resources 

n 

BEN 

3 

39 

4 

13 

San  Mateo,  CA 

(415)  570-3000 

Frontier  Insurance  Group 

0 

FRTR 

106 

173 

147 

179 

Monticello,  NY 

(914)  794-8000 

Fur  Vault 

a 

FRV 

76 

105 

136 

I  in 

1  ly 

INew  York,  IN  Y 

(212)  563- /U/0 

Gantos 

0 

GTOS 

77 

78 

138 

133 

Grand  Rapids,  MI 

(616)  949-7000 

General  Physics 

o 

GPHY 

74 

96 

139 

144 

Columbia,  MD 

(301)  964-6000 

Gerber  Scientific 

n 

GRB 

146 

25 

22 

16 

S  Windsor,  CT 

(203)  644-1551 

Group  1  Software 

0 

GSOF 

19 

197 

191 

171 

Washington,  DC 

(202)  537-2578 

Guardsman  Products 

a 

GRV 

195 

90 

143 

129 

ijrana  Rapids,  Ml 

(616)  957-2600 

Robert  Halmi 

a 

RHI 

183 

174 

123 

146 

New  York,  NY 

(212)  977-9001 

John  H  Harland 

n 

JH 

62 

12 

6 

7 

Decatur,  GA 

(404)  981-9460 

Haverty  Furniture 

0 

HAVT 

164 

36 

91 

123 

Atlanta,  GA 

(404)  881-1911 

Heartland  Express 

0 

HTLD 

17 

189 

loU 

155 

Coralville,  LA 

(319)  645-2728 

Heico 

a 

Ttr  I 

ritl 

A  jC 

148 

95 

1  A  O 
140 

Hollywood,  FL 

(ous|  y»/-oiui 

Heilig-Meyers 

n 

HMY 

175 

8 

46 

65 

Richmond,  VA 

(804)  359-9171 

Herley  Microwave  Sys 

0 

HRLY 

109 

192 

179 

198 

Lancaster,  PA 

(717)  397-2777 

Hovnanian  Enterprises 

a 

HOV 

47 

4 

21 

48 

Red  Bank,  NJ 

(201)  747-7800 

JB  Hunt  Transportation  Svcs 

0 

JBHT 

40 

22 

1 7 

17 

Lowell,  AR 

|501)  659-8800 

Hunt  Manufacturing 

n 

1  1  7 

60 

61 

C  -7 

D  1 

rnnaaeipnia,  rA 

n i ci  73i  77on 
(Zlo  J  162.- 1  /UU 

Inacomp  Computer  Centers 

0 

INAC 

176 

44 

175 

200 

Troy,  MI 

(313)  649-0910 

Inmac 

0 

INMC 

27 

51 

104 

76 

Santa  Clara,  CA 

(408)  727-1970 

Intl  Dairy  Queen  CI  A 

0 

INDQA 

6 

37 

49 

47 

Minneapolis,  MN 

(612)  830-0200 

Intertrans 

0 

ITRN 

39 

104 

169 

180 

Irving,  TX 

(214)  574-6750 

Isco 

0 

ISKO 

161 

186 

178 

153 

T   '  1           X  r-p 

Lincoln,  Nt 

(402]  464-0231 

Juno  Lighting 

0 

JUNO 

35 

149 

84 

85 

Des  Plaines,  IL 

(312)  827-9880 

I&J  Snack  Foods 

0 

JJSF 

48 

167 

177 

147 

Pennsauken,  NJ 

(609)  665-9533 

Kenan  Transport 

0 

KTCO 

153 

154 

162 

168 

Chapel  Hill,  NC 

(919)  967-8221 

King  World  Productions 

n 

KWP 

8 

29 

14 

9 

Summit,  NJ 

(201)  522-0100 

La  Petite  Academy 

0 

LPAI 

92 

73 

83 

39 

Kansas  City,  MO 

(816)  474-4750 

P  Leiner  Nutritional  Prods 

a 

PLIN 

89 

115 

152 

164 

Torrance,  CA 

(213)  328-9610 

LIN  Broadcasting 

0 

LINB 

177 

33 

5 

1 

New  York,  NY 

(212)  765-1902 

Liqui-Box 

0 

LIQB 

114 

118 

114 

118 

Worthington,  OH 

(614)  888-9280 

Luby's  Cafeterias 

n 

LUB 

78 

24 

20 

18 

San  Antonio,  TX 

(512|  654-9000 

Lumex 

a 

LUM 

179 

113 

140 

140 

Bay  Shore,  NY 

(516)  273-2200 

MacNeal-Schwendler 

a 

MNS 

60 

177 

101 

60 

Los  Angeles,  CA 

(213)  258-9111 

McClain  Inds 

0 

MCCL 

102 

185 

194 

197 

Utica,  MI 

[313]  264-3611 

Medex 

0 

MDEX 

136 

188 

183 

178 

Hilliard,  OH 

(614)  876-2413 

Mentor 

0 

MNTR 

154 

170 

142 

109 

Goleta,  CA 

(805)  967-3451 

Merry-Go-Round  Enterprises 

0 

MGRE 

34 

27 

93 

111 

Towson,  MD 

(301)  828-1000 

Microsemi 

0 

MSCC 

72 

159 

126 

124 

Santa  Ana,  CA 

(714)  979-8220 

Milwaukee  Insurance  Group 

0 

MILW 

147 

156 

127 

166 

Milwaukee,  WI 

(414)  271-0525 

a:  American  Stock  Exchange,  n: 

New  York  Stock  Exchange. 

o:  over-the-counter. 

Sources: 

William  O  'Neil  &  Co ,  Forbes 
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Reduce 
overhead 
costs. 


If  you're  looking  to  reduce  overhead  costs, 
laybe  it's  time  to  look  over  your  head. 

In  fact,  if  your  company  is  still  using  ordinary 
ght  bulbs,  you  could  be  wasting  thousands, 
ven  hundreds  of  thousands  of  dollars  a  year  in 
nnecessary  electrical  costs. 

But  with  Sylvania  energy-saving  light  sources 
du  could  be  getting  a  big  return  on  your  lighting 
ivestment. 

Take  the  Sylvania  SuperSaver  Plus®  fluores- 
3nt  for  example.  It  saves  you  $15.20*  in  energy 
Dsts  over  its  life  by  using  9.5  watts  less  than  the 
tandard  fluorescent. 

Although  it's  priced  a  little  higher  up  front,  the 
nergy  it  saves  will  give  you  a  161%  annual  return 
n  your  added  investment  (ROI). 

ised  on  average  rated  lamp  life  and  national  average  electric  rate  of  8C/KWH 


No  one  gives  you  more  ways  to  get  the  most 
from  your  lighting  dollar  than  GTE  Sylvania,  with 
the  most  complete  line  of  energy-saving  lamps 
on  the  market.  So  if  you  don't  know  what  kind 
of  light  bulbs  your  company  is  using,  it  might  pay 
to  find  out. 

After  all,  if  you  could  get  a  161% 
return  on  all  your  investments,  your 
profits  would  go  through  the  ceiling. 

For  additional  information,  call  us  today  at 
1-800-LIGHTBULB. 


SYLVANIA  SO 

Where  the  best  comes  to  light. 


.  / 
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 Where  they  rank — 

Company 

Exch 

Ticker 

5-year 
average 

sales  profit 

market 
value 

v-iiy,  stare 

Telephone 

Morgan  Keegan 

n 

MOR 

181 

107 

110 

132 

Memphis,  TN 

(901 1  524-4100 

Morino  Associates 

0 

MOAI 

10 

172 

1 1 7 

80 

Vienna,  VA 

(703)  734-9494 

Napco  Security  Systems 

0 

NSSC 

36 

1  Q  1 
1  o  1 

1  DO 

160 

Copiague,  NY 

(516)  842-9400 

Network  Systems 

0 

NSCO 

187 

o  1 

36 

Brooklyn  Park,  MN 

(612)  424-4888 

Neutrogena 

o 

23 

7  l 

DU 

l  n 

1  u 

Los  Angeles,  CA 

11  1  1\  AAO  1  i 
\L  lo  J  04Z- 1  1  JU 

New  England  Business  Service 

0 

NEBS 

51 

43 

27 

25 

Groton,  MA 

(617)  448-6111 

New  York  Marine  and  Gen  Ins 

0 

NYMG 

120 

123 

55 

91 

New  York,  NY 

(212)  953-0580 

Nordson 

0 

NDSN 

148 

AO 
4U 

Zo 

32 

Westlake,  OH 

(216)  892-1580 

Nuclear  Support  Services 

0 

NSSI 

42 

1  7  A 

I/O 

1  7  A 
1/4 

187 

Hershey,  PA 

(717)  838-8125 

Oakwood  Homes 

n 

l  ftft 

loo 

i 

lUo 

1  1  O 

i  iy 

Greensboro,  NC 

to  l  oi  ft/i ^  1 1  no 

Oil-Dri  Corp  of  America 

0 

OILC 

141 

137 

125 

1 13 

Chicago,  IL 

(312)  321-1515 

Optical  Radiation 

0 

ORCO 

168 

OQ 
70 

fy 

82 

Azusa,  CA 

(818)  969-3344 

Oshkosh  B'Gosh  Inc  CI  A 

0 

GOSHA 

29 

OKJ 

1  s 

l  o 

21 

Oshkosh,  WI 

(414)  231-8800 

PAM  Transportation  Svcs 

0 

PTSI 

12 

145 

1  ^A 

157 

Tontitown,  AR 

(501)  361-91 1 1 

Pancho's  Mexican  Buffet 

PAMX 

158 

153 

164 

159 

Fnrl  Wnrrl-i  TY 

rui i  vvoiiii,  ia 

i  ft  i  71  ft  1 1  nnft  i 

|ol  /  |  ool  UUol 

Pansophic  Systems 

n 

PNS 

130 

70 

33 

24 

Oak  Brook,  IL 

(312)  986-6000 

Par  Pharmaceutical 

n 

PRX 

44 

1 1 1 

/  D 

58 

Spring  Valley,  NY 

(914)  425-7100 

Park  Communications 

0 

PARC 

169 

63 

42 

19 

Itnaca,  NY 

(607)  272-9020 

Park  Electrochemical 

n 

PKE 

173 

ou 

1 12 

1 15 

Lake  Success,  NY 

(516)  354-4100 

Paychex 

PAYX 

58 

1 1A 

68 

I\ULI1C5LCI,  IN  I 

\  1  10(  jOj  ODDO 

PCS 

0 

PCSI 

5 

138 

88 

20 

Scottsdale,  AZ 

t/r\ry\  ">< 1 1    a  s r\<~\ 

(602)  391-4600 

Pioneer  Group 

0 

PIOG 

28 

136 

63 

103 

Boston,  MA 

(617)  742-7825 

Policy  Mgmt  Sys 

0 

PMSC 

170 

DU 

27 

Columbia,  SC 

(803)  735-4000 

T  Rowe  Price  Assocs 

0 

TROW 

18 

/  Z 

59 

Baltimore,  MD 

(301)  547-2000 

Products  Research  &  Chemical 

n 

1  HO 

no 

yo 

7ft 

/  o 

Glendale,  CA 

(oloj  Z^-U-ZUOU 

Pulaski  Furniture 

0 

PLFC 

162 

88 

137 

139 

Pulaski,  VA 

(703) 980-7330 

QMS 

n 

AQM 

110 

85 

96 

72 

Mobile,  AL 

(205)  633-4300 

Quarex  Inds 

0 

QRXI 

174 

r  /- 
DO 

i  no 

199 

Ridgewood,  NY 

(718)  821-0011 

QuesTech 

0 

QTEC 

93 

1  A  A 

10/ 

192 

McLean,  VA 

(703)  556-8666 

vuick  £x  Keitiy  ijroup 

n 

ROD 

C7 

J  / 

no 
yy 

32 

Q  2 
OO 

Mo,.,  Vrt^V  MV 

New  i  orK,  in  i 

/Till  CiA  1  Q/CQ jC 

(zlzj  y4o-oooo 

Raven  Industries 

a 

RAV 

172 

135 

171 

183 

Sioux  Falls,  SD 

(605)  336-2750 

Raymond  Corp 

0 

RAYM 

184 

65 

109 

121 

Greene,  NY 

(607)  656-2311 

Raymond  lames  Financial 

n 

RJF 

178 

62 

76 

122 

St  Petersburg,  FL 

(813)  344-8200 

Regal-Beloit 

a 

RBC 

152 

109 

1 15 

102 

S  Beloit,  IL 

(815)  389-1920 

Republic  American 

o 

RAWC 

90 

16 

1 5 

31 

Encmo,  CA 

(818)  990-9860 

Richardson  Electronics 

0 

RELL 

134 

87 

90 

73 

Franklin  Park,  IL 

(312)  232-6400 

RLI 

n 

RLI 

128 

92 

59 

131 

Peoria,  IL 

(309)  692-1000 

RPM 

0 

RPOW 

159 

7 

41 

41 

Medina,  OH 

|216)  225-3192 

Russ  Berrie  and  Co 

n 

RUS 

33 

19 

11 

14 

Oakland,  NJ 

|201)  891-7500 

Ryan's  Family  Steak  House 

0 

RYAN 

137 

67 

51 

12 

Greenville,  SC 

(803)  879-1000 

SafeCard  Services 

o 

SFCD 

53 

81 

13 

33 

Fort  Lauderdale,  FL 

(305)  491-2111 

Safety-Kleen 

D 

SK 

69 

1 

9 

2 

Elgin,  IL 

1312)  697-8460 

a:  American  Stock  Exchange    n:  Net 

i  York  StOC 

k  Exchange. 

o:  over-the 

counter. 

Sources:  William  O  'Meil  &  Co.;  Forbes 
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ComputerLand  and  IBM* 
The  big-league  partnership 
that  backs  small  businesses. 


For  years,  ComputerLand  and  IBM  have  been  respond- 
ing to  the  needs  of  small  businesses.  Now,  more 
than  ever,  ComputerLand  is  ready  with  the  IBM 
technology  and  support  to  help  you  grow. 

The  IBM  PS/2™  Family. 
The  new  generation  of 
personal  computers. 

Designed  to  be  compatible  with  both  earlier  IBM 
PCs  and  larger  IBM  systems,  the  PS/2  family  can 
fit  your  immediate  and  long-term  company  needs. 

The  need  for  greater  speed  and  more  reliability  The 
need  for  advanced  graphics  capabilities  and  new 
avenues  for  connectivity.  And,  the  need  for  superior 
performance.  Made  possible  in  the  three  most  powerful 
PS/2  models  by  a  whole  new  architecture— the 
exclusive  IBM  Micro  Channel? 

It's  all  the  result  of  some  big  thinking  at  IBM. 

Service  and  Support 

There's  no  better  place  to  shop  for  your 
PS/2  than  ComputerLand.  Since  we're  a  net- 
work of  IBM  Advanced  Products  Dealers,  each 


participating  store  has  sales  reps  and  technicians 
specially  trained  by  ComputerLand  and  IBM  to  help  you 
select  the  most  suitable  system  and  teach  you  how 
to  use  it. 

To  get  you  started,  your  local  participating 
ComputerLand  dealer  will  be  holding  unique,  newly 
developed  IBM  seminars.  Learn  more  about  the  new 
PS/2  technology  and  the  use  of  computers  in  small 
businesses. 


Special  Values 


Authorized 
Dealer 


Advanced 
Products 


From  now  until  December  31, 1987,  when  you  buy 
a  PS/2  you  can  take  advantage  of  budget-conscious 
IBM  offers: 

•  $2500  instant  credit  with  purchase  for  qualified 
buyers  using  the  IBM  Personal  Credit  Card. 

•  No  payment  until  February  1988  with  purchase 
using  the  IBM  Personal  Credit  Card. 

•  16  free  software  programs  with  the  PS/2  models  25 
and/or  30. 

•  Rebates  of  as  much  as  20%  on  selected  software 

and  hardware  products. 
Stop  by  your  local  store  for  details. 

©  1987  ComputerLand  Corporation  ComputerLand  and  The  one  thing  to  know  about  computers  arc 
registered  service  marks  of  ComputerLand  Corporation .  IBM  is  a  registered  trademark  and  Personal 
System/2  and  Micro  Channel  are  trademarks  of  International  Business  Machines  Corporation. 


Model  30  Model  50  Model  60       Model  8o(^b 


ComputerLand 

I  The  one  thing  to  know  about  computers* 


Company  Directory 


— Where  they  rank — 

Company 

Exch 

Ticker 

5  year 
average 
ROE 

sales  profit 

market 
value 

City,  state 

Telephone 

Sands  Regent 

0 

SNDS 

107 

182 

151 

170 

Reno,  NV 

(702)  348-2200 

SAY  Industries 

o 

SAYI 

121 

187 

182 

195 

Leominster,  MA 

(617)  537-4001 

Scan-Tron 

o 

SCNN 

165 

180 

153 

152 

Tustin,  CA 

(714)  259-8887 

Seaboard 

a 

SEB 

123 

3 

19 

93 

Chestnut  Hill,  MA 

(617)  332-8492 

Sealed  Air 

n 

SEE 

156 

31 

36 

35 

Saddle  Brook,  NJ 

(201)  791-7600 

Seaman  Furniture 

0 

SEAM 

2 

26 

44 

46 

Uniondale,  NY 

(516)  222-7044 

Sigma-AIdrich 

0 

SIAL 

75 

13 

8 

5 

St  Louis,  MO 

(314)  771-5765 

Sikes  CI  A 

a 

SKA 

185 

76 

97 

110 

Lakeland,  FL 

(813)  687-7171 

Simmons  Airlines 

0 

SIMM 

167 

106 

132 

169 

Chicago,  IL 

(312)  280-8222 

Sippican 

o 

SOSI 

138 

142 

149 

149 

Marion,  MA 

(617)  748-1160 

Sizzier  Restaurants  Intl 

0 

SIZZ 

131 

18 

47 

42 

Los  Angeles,  CA 

(213)  827-2300 

Spec's  Music 

o 

SPEK 

85 

184 

195 

186 

Miami,  FL 

(305|  592-7288 

Stanline 

0 

STAN 

49 

131 

186 

193 

Norwalk,  CA 

(213)  921-0966 

Stockholder  Sys  CI  A 

o 

SSIAA 

87 

194 

176 

182 

Atlanta,  GA 

(404)  441-3387 

Strober  Organization 

o 

STRB 

11 

97 

131 

138 

Brooklyn,  NY 

(718)  875-9700 

Stryker 

0 

STRY 

101 

68 

64 

29 

Kalamazoo,  MI 

(616)  381-3811 

Swift  Energy 

a 

SFY 

143 

198 

172 

154 

Houston,  TX 

(713)  874-2700 

Syms 

n 

SYM 

63 

23 

39 

67 

Lyndhurst,  NJ 

(201)  902-9600 

Systematics 

0 

SYST 

127 

58 

65 

40 

Little  Rock,  AR 

(501)  223-5100 

S&K  Famous  Brands 

0 

SKFB 

157 

161 

192 

188 

Richmond,  VA 

(804)  346-2500 

Technalysis 

o 

TECN 

45 

195 

197 

194 

Minneapolis,  MN 

(612)  925-5900 

Technitrol 

a 

TNL 

98 

164 

145 

151 

Wyndmoor,  PA 

(215)  523-3950 

Tech-Sym 

n 

TSY 

180 

91 

86 

112 

Houston,  TX 

(713)  785-7790 

Telecredit 

0 

TCRD 

200 

69 

69 

23 

Los  Angeles,  CA 

(213)  277-4061 

Teleflex 

a 

TFX 

126 

20 

29 

37 

Limerick,  PA 

(215)  948-5100 

Telerate 

n 

TLR 

61 

11 

3 

6 

New  York,  NY 

(212)  938-5200 

Telxon 

0 

TLXN 

124 

86 

56 

52 

Akron,  OH 

(216|  867-3700 

Tennant 

0 

TANT 

166 

54 

78 

90 

Minneapolis,  MN 

(612)  540-1200 

Thermo  Instrument  Sys 

o 

THIS 

133 

111 

122 

108 

Waltham,  MA 

(617)  622-1000 

Thor  Industries 

n 

THO 

24 

52 

107 

114 

Jackson  Center,  OH 

(513)  596-6849 

Timeplex 

n 

TLX 

189 

59 

26 

45 

Woodcliff  Lake,  NJ 

(201)  391-1111 

Tootsie  Roll  Industries 

n 

TR 

91 

83 

57 

53 

Chicago,  IL 

(312)  838-3400 

Traditional  Inds 

0 

TRAD 

20 

168 

159 

185 

Westlake  Village,  CA 

(818)  991-2773 

Trans  World  Music 

0 

TWMC 

13 

57 

99 

69 

Albany,  NY 

(518)  452-1242 

Trus  Joist 

0 

TJCO 

163 

28 

70 

95 

Boise,  ID 

(208)  375-4450 

UniFirst 

n 

UNF 

144 

61 

81 

100 

Woburn,  MA 

(617)  933-5800 

Uniforce  Temporary  Personnel 

0 

UNFR 

64 

126 

184 

156 

New  Hytie  Park,  NY 

(516)  437-3300 

Value  Line 

0 

VALU 

1 

117 

35 

50 

New  York,  NY 

(212)  687-3965 

Vanguard  Technol  Int> 

a 

vn 

7 

151 

170 

167 

Fairfax,  VA 

(703)  273-0500 

Versa  Technologies 

o 

VRSA 

OZ 

160 

141 

1  T  C 

123 

Racine,  WI 

(414)  632-6622 

Vishay  Intertechnology 

n 

VSH 

145 

140 

73 

87 

Malvern,  PA 

(215)  644-1300 

Welbilt 

0 

WE  LB 

79 

32 

62 

96 

New  Hyde  Park,  NY 

(516)  365-5040 

a:  American  Stock  Exchange    n:  New  York  Stock  Exchange, 

o:  over-the 

counter. 

Sources:  William  O'Neil  &  Co.;  Forbes 

If  you're  going  to  choose 
the  next  person  to  sit  here,you  should 
know  where  they  stand 

The  American  International 
Group  of  insurance  companies 
would  like  to  invite  you  to  sit 
down  with  the  person  who  will 
be  the  next  President  of  the 
United  States. 

That's  why  we're  sponsoring 
"The  Next  President,"  a  historic 


series  of  television  interviews  with 
the  major  presidential  candidates, 
conducted  by  David  Frost  and  pre- 
sented by  U.S.  News  &  World 
Report. 

Beginning  in  late  November, 
the  13-part  series  will  help  you  get 
to  know  some  of  the  people  seek- 


ing the  nations  highest  office. 

The  choice  is  yours.  And  at 
AIG,  we'd  like  to  do  everything  we 
can  to  help  you  choose  wisely. 


An  AIG  Corporate 
Citizen  Sponsorship 


AIG 


Watch  "The  Next  President."  See  your  local  TV  listings  for  clay,  time  and  channel. 


As  I  See  It 


Conservatives  blame  the  education  crisis 
on  too  many  incompetent  teachers.  Liber- 
als blame  too  little  money.  Both  groups, 
says  James  S.  Coleman,  miss  the  point. 

Why  Johnny 
drops  out 

A  chat  with  sociologist  James  S.  Coleman 


By  Burr  Leonard 

J^merica's  educational  estab- 
lishment  will  consume  a  record 
A  ^L$4,538  per  public  elementary 
and  secondary  pupil  this  year — $168.6 
billion.  In  1980  the  figure  was  $3,393 
(in  1985  dollars).  In  1959  it  was  $1,699 
(in  1985  dollars).  Yet  reading,  math 


and  other  basic  skills  have  deteriorat- 
ed, and  at  a  time  when  public  school 
enrollment  is  shrinking,  private 
school  enrollment  is  growing. 

Don't  blame  it  all  on  the  teachers. 
The  greatest  culprits,  says  James  S. 
Coleman,  are  parents  and  changes  in 
family  structure.  As  a  result,  he  says, 
"schools  have  had  the  rug  of  legitima- 


cy pulled  out  from  under  them." 

Coleman,  61,  a  professor  of  sociolo- 
gy and  education  at  the  University  of 
Chicago,  is  one  of  the  grand  old  inves- 
tigators of  schooling  in  America.  In 
1966  he  produced  his  highly  influen- 
tial opus  Equality  of  Educational  Op- 
portunity, a  congressional  report  on  ra- 
cial inequality  in  education.  Dubbed 
the  "Coleman  Report,"  it  provided 
ammunition — despite  his  strong  ob- 
jections— to  advocates  of  school  bus- 
ing. His  1975  report  Trends  in  School 
Segregation  1 968- 1973  demonstrated 
the  considerable  effect  of  busing  on 
white  flight  to  suburban  schools. 

Working  out  of  a  cluttered  office 
dominated  by  a  500-pound  bronze  bust 
of  renegade  German  poet  Friednch  von 
Schiller,  Coleman  has  produced  two 
recent  works  that  promise  to  be  equal- 
ly controversial.*  Drawing  from  a 
1980-84  Department  of  Education 
study  of  sophomores  and  seniors  in 
1,015  high  schools  across  the  U.S.  (1 10 
of  them  in  the  private  sector),  the  books 
show  the  importance  to  successful 
schooling  of  close-knit  families  and 
communities. 

In  Public  and  Private  High  Schools, 
published  last  spring,  Coleman  comes 
to  the  conclusion  that  religious — espe- 
cially Catholic — schools  do  a  superior 
job  of  educating  most  children  than  do 
either  public  schools  or  nonreligious 
private  schools.  Blacks,  Hispanics  and 
children  of  parents  with  lower  educa- 
tional levels  who  attend  Catholic 
schools,  Coleman  reports,  do  particu- 
larly well  compared  with  those  in  pub- 
lic schools.  Says  Coleman: 

"The  evidence  is  strong  that  Catho- 
lic schools  function  much  closer  to 
the  American  ideal  of  the  'common 
school,'  educating  children  from  dif- 
ferent backgrounds  alike,  than  do 
public  schools.  These  [Catholic] 
schools  were  set  up  to  bring  working- 
class  kids  up  to  a  basic  educational 
level,  so  they  have  never  tracked  kids 
to  the  degree  public  schools  do.  That 
means  those  kids  at  the  lower  achiev- 
ing level  take  more  math  and  solid 
academic  subjects — history,  science 
and  English — than  in  public  schools." 

Among  Coleman's  findings: 

•  In  verbal  skills,  Catholic  school 
students  test  better  than  public 
school  students  and  as  well  as  stu- 
dents from  nonreligious  private 
schools. 

•  In  mathematics,  Catholic  school 
students  came  out  ahead  of  both  pub- 
lic and  private  school  students. 

•  In   school   spirit — which  helps 

*  High  School  Achievement  (Basic  Books,  1982.  urit- 
ten  u  itb  Thomas  lioffer  and  Sally  Kilgore)  and  Publ  ic 
and  Private  High  Schools  (Basic  Books,  7987.  written 
with  Hoffer) 
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Worldwide  Fans 

CFM56  engines  enjoy  international 
acciaim.  After  millions  of  hours  of 
experience,  the  CFM56-2  and  -3 
are  in  a  class  by  themselves  for 
high  reliability,  outstanding  dura- 
bility, and  low  operating  costs.  As 
a  result,  the  -3  has  rapidly  become 
a  best  seller  in  the  world  of  high 
bypass  turbofans. 

The  CFM56-5  is  a  high  perform- 
ance derivative  of  this  outstanding 
engine  family.  It  will  provide  the 
lowest-risk,  lowest-cost  power 
available  for  its  applications. 

With  all  this,  aircraft  like  the  A320, 
A340,  737-300,  737-400,  737-500, 
and  DC-8  Super  70  can  rely  on 
the  CFM56  family  for  power  that 
fits  perfectly.  No  wonder  we  have 
so  many  fans  around  the  world. 


keep  students  in  school — Catholic 
schools  came  out  the  highest. 

•  Coleman  says  he  was  amazed  to 
discover  that  14%  of  the  public 
schools'  sophomores,  juniors  and  se- 
niors he  studied  failed  to  graduate, 
compared  with  12%  of  non-Catholic 
private  school  students  and  3.4%  of 
Catholic  school  students.  "This," 
says  Coleman  of  the  dropout  statis- 
tics, "was  extraordinary." 

Liberal  critics  are  worried  that 
Coleman's  findings  will  amount  to  a 
call  to  reintroduce  religion  into  class- 
rooms. But  such  critics  miss  (perhaps 
intentionally)  Coleman's  point. 

To  explain  why  the  Catholic 
schools  do  so  well,  Coleman  argues 
that  there  are  two  kinds  of  communi- 
ties: "value  communities"  and  "func- 
tional communities."  Value  commu- 
nities are  composed  of  parents  who 
send  their  children  to  schools  because 
of  values  reflected  by  the  schools — 
that  children  should  be  given  a  lot  of 
homework,  say,  or  that  going  to  col- 
lege is  important.  Functional  commu- 
nities, on  the  other  hand,  are  groups  of 
people  who  are  in  regular  interaction 
with  one  another. 

Parents  who  send  children  to  non- 
religious  private  schools,  says  Cole- 
man, often  constitute  value  commu- 
nities. But  they  are  also  often  iso- 
lated^— geographically,  say,  or  by  di- 


vorce— and  so  have  little  reason  or 
opportunity  to  interact  with  each  oth- 
er outside  of  school.  Thus  it  is  diffi- 
cult for  them  to  put  their  shared  edu- 
cational values  into  practice. 

Contrast  this  to  the  situation  of  par- 
ents of  most  Catholic  school  stu- 
dents. Catholic  families,  says  Cole- 
man, constitute  both  a  value  commu- 
nity and  a  functional  community  in 
which  the  values  are  efficiently  trans- 
mitted between  parents,  and  from 
parents  to  children. 


"You  now  have  25  kids 
in  a  classroom,  and  2 
or  3  of  them  will 
usually  create 
enormous  disorder." 


"There  are  more  settings  [in  reli- 
gious communities]  in  which  people 
do  things  together,"  says  Coleman. 
"They  go  on  retreats  and  to  summer 
camps  associated  with  the  school. 
Parents  get  together  to  raise  money 
for  the  school.  These  are  things  that 
have  not  just  religious  content  but 
also  communal  content." 

To  the  extent  that  this  social  infra- 
structure is  absent  among  families 
whose  children  attend  public  and  non- 
religious  private  schools,  it  is  harder  to 


transmit  values  between  generations. 
This  has  become  especially  true,  says 
Coleman,  as  the  nuclear  family  and 
close-knit  communities  have  been  de- 
stroyed by  broad  social  develop- 
ments— the  two-income  family,  for 
example — that  impair  parents'  ability 
to  supply  schools  with  children  ready 
to  learn.  Says  Coleman: 

"Parents  became  much  less  able  to 
raise  children  in  a  stable,  orderly  fash- 
ion. Where  once  you  could  have  40  or 
45  kids  in  a  classroom  with  no  prob- 
lems, you  now  have  25  kids  in  a  class- 
room, and  2  or  3  of  them  will  usually 
create  enormous  disorder. 

"The  great  contrast  to  this,"  Cole- 
man continues,  "is  intense  Japanese 
schooling,  in  which  the  mothers  are 
practically  climbing  all  over  their 
children  to  have  them  do  better." 

Many  conservatives  argue  that  the 
fault  lies  with  the  schools,  where 
there  are  too  many  incompetent 
teachers — or  an  encroaching  bureau- 
cracy, which  Secretary  of  Education 
William  Bennett  calls  "the  Blob." 
Coleman,  too,  worries  about  teachers 
and  the  Blob.  But,  he  says,  parental 
lifestyles  are  the  deeper  problem. 

"Historically,  parents  delegated  au- 
thority to  schools,"  says  Coleman. 
"But  if  parents  don't  have  authority 
over  their  kids,  they  have  no  author- 
ity to  delegate.  Because  of  the  media 
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and  other  influences,  there  is  also  less 
agreement  on  what  sort  of  authority 
ought  to  exist  vis-a-vis  teenagers." 

Coleman,  a  Protestant,  grew  up  in  a 
series  of  small  midwestern  towns.  He 
was  graduated  from  Purdue  Universi- 
ty in  1949,  and  in  1951  left  an  unful- 
filling  career  as  a  chemical  engineer  at 
Eastman  Kodak  to  study  under  Co- 
lumbia University's  distinguished  so- 
ciologist Seymour  Martin  Lipset. 

Forbes  asked  Coleman:  What  of  the 
liberals'  and  the  education  lobbyists' 
claims  that  the  root  of  the  education 
crisis  is  too  few  teachers  and  inade- 
quate funding?  Coleman  agrees  that 
education  "is  extraordinarily  labor-in- 
tensive." But  he  rejects  the  claim  that 
more  money — even  if  it  finances  more 
classroom  teachers,  as  opposed  to  more 
bureaucrats — will  do  much.  With  vast- 
ly more  to  spend,  the  overall  ratio  of 
students  to  teachers  in  public  elemen- 
tary and  secondary  schools  has  dropped 
from  25-to-l  in  1959  to  18-to-l  today. 
Yet  basic  skills  have  deteriorated. 

Education  policies  in  the  1960s  and 
1970s  made  a  bad  situation  worse. 
Many  U.S.  schools  consolidated  into 
larger  high  schools.  But  children  lost 
the  support  of  their  cohesive,  func- 
tional communities.  The  worst  stu- 
dents disrupted  classes,  cut  classes 
and,  finally,  dropped  out. 

One  of  the  worst  school  policies,  in 


Coleman's  opinion,  is  what  he  calls 
"course  proliferation."  A  reform  be- 
gun in  the  1960s,  course  proliferation 
allows  students  to  choose  so-called 
relevant  courses — science  fiction 
classes,  filmmaking  and  community 
studies.  "For  a  student  who  already 
knows  a  lot  of  English,  a  course  in 
science  fiction  is  fine,  but  for  a  kid  on 
the  margin,  that's  not  very  good," 
says  Coleman.  "It  means  children 
have  escaped  learning  basic  skills." 

What  of  fears  that  Coleman's  re- 
search is  tantamount  to  a  call  for 
more  religion  in  the  classroom?  Non- 
sense, retorts  Coleman.  Religion  is 
only  one  basis  for  strong  functional 
communities.  Another  is  the  rich  net- 
work of  relationships  characteristic  of 
small  towns. 

Yet  another  foundation  for  late 
20th-century  functional  communi- 
ties might  be  parents'  jobs.  Coleman 
thinks  cautious  experimentation 
with  schools  established  at  parents' 
workplaces  is  in  order.  He  writes: 
"The  workplace  ...  is  the  single  in- 
stitution that  has  come  to  constitute 
the  central  locus  of  activities  for  most 
adults  of  both  sexes  in  American  soci- 
ety. To  make  it  the  central  locus  of 
activities  for  children  and  youth  as 
well  would  seem  to  constitute  the 
next  step." 

But  such  a  solution,  even  if  feasible, 


is  far  in  the  future.  More  immediate- 
ly, urges  Coleman,  parents  should 
have  greater  choice  in  where  to  send 
their  children  to  school.  Says  Cole- 
man: "There  is  a  peculiar  notion  that 
the  state  should  determine  where  a 
child  goes  to  school.  Families  with 
the  income  to  do  so  exercise  choice 
through  choice  of  residence  or 
through  sending  children  to  private 
schools.  But  in  a  big  city,  families 
don't  have  that  option  because  of  skin 
color  in  some  cases  and  because  of 
income.  A  voucher  system  [which 
would  offer  parents  of  all  income 
groupings  a  choice  of  schools]  would 
force  the  schools  to  compete." 

Whatever  the  policy  vehicle,  says 
Coleman,  of  paramount  importance  is 
the  need  to  reintegrate  the  lives  of 
students  with  the  lives  of  their  par- 
ents. He  writes:  "The  starting  point 
for  [sound  educational]  policies  is  the 
recognition  that  the  adults  of  the 
community  constitute  a  resource  for 
the  schools,  but  only  if  they  are  in- 
volved with  the  school  or  involved 
with  one  another  on  matters  concern- 
ing youth  and  the  schools." 

George  Bush,  Robert  Dole  and  Jack 
Kemp  have  made  educational  reform 
a  key  theme  in  their  presidential  cam- 
paigns. If  they  are  serious,  Jim  Cole- 
man's ideas  will  enjoy  wide — and  no 
doubt  heated — debate.  ■ 


What  we  did  with  it. 


You  won't  hear  it  say  vroom,  but  the 
MultiSpeed'"  HD  is  the  fastest  and  most  powerful 
laptop  computer  around. 

What's  it  got  under  the  hood?  The  NEC 
16-bit  V-30  processor  and  a  20  megabyte 
hard  disk.  Which  means  it  performs  at  90% 
of  the  level  of  an  original  AT  class  PC.  And 
it's  PC  compatible. 

What's  more,  the  MultiSpeed  HD  has  a 
brilliant  backlit  EL  screen.  So  you  can 
easily  read  it  anywhere  you 
choose  to  use  it. 


And  when  you're  on  the  move,  the 
Multi's  easy  to  handle.' 
With  switchable  battery/ AC  power. 

For  product  literature  or  the 
MultiSpeed  dealer  nearest  you  call 
1-800-447-4700.  Or  for  technical  details 
call  NEC  Home  Electronics  (USA)  Inc. 

at  1-800-NEC-SOFT. 
We  think  you'll  agree  that  the  Multi- 
Speed  HD  is  one  hot  little  machine. 

MultiSpeed  HD 

Take  the  Multi  and  run. 
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Meet  John  Katzman,  champion — at  a  nifty 
price — of  the  college  bound. 


"This  isn't 
school" 


By  Barbara  K  alien 


It's  a  Sunday  morning  one  month 
before  the  Scholastic  Aptitude 
Test — the  dreaded  SAT — and  six 
anxious  high  school  seniors  are  being 
drilled.  "Remember  where  you  are, 
kids,"  their  coach  exhorts.  "This  isn't 
school.  It's  the  SAT.  The  right  answer 
is  in  front  of  you."  Little  of  substance 
is  offered  to  help  students  work  out 
the  right  answers.  Time  is  too  pre- 
cious. Rather,  they  learn  clues  to  help 


them  eliminate  wrong  answers, 
choose  among  the  ones  that  remain 
and  get  on  to  the  next  question. 

For  a  cram  course  in  clues  and  for  a 
"hit  parade"  of  100  vocabulary  words 
to  beat  the  SAT,  some  20,000  college- 
bound  high  school  kids  this  year  will 
have  paid  New  York-based  Princeton 
Review,  Ltd.  tuition  as  high  as  $595  a 
head,  adding  up  to  $12  million  in  rev- 
enues. With  most  major  colleges  de- 
manding SAT  scores  from  their  appli- 
cants, Princeton  Review  has  a  power- 


ful sales  tool  going  for  it — fear  of 
rejection. 

The  test  itself  has  been  attacked  for 
decades  by  critics  who,  depending  on 
their  cause,  charge  that  it  is  biased 
against  blacks  or  Latins  or  even  wom- 
en. For  just  as  long,  Princeton,  N.J.- 
based  Educational  Testing  Service, 
which  prepares  the  SATs,  has  de- 
fended their  validity.  Count  John 
Katzman,  Princeton  Review's 
founder,  among  the  critics.  He  calls 
the  SAT  a  lot  of  "bull—-,"  measuring 
nothing  but  a  student's  ability  to  take 
it.  (At  the  moment,  he  is  also  in  a 
court  battle  with  ETS  over  a  separate 
issue — whether  he  wrongly  used  test 
material.) 

None  of  this  keeps  Katzman  from 
making  a  pretty  penny  on  student  and 
parent  anxiety.  With  franchised  and 
company-owned  prep  centers  in  35 
cities,  Princeton  Review's  revenues 
are  now  half  again  as  large  as  those  of 
the  industry  pioneer,  Stanley  H.  Kap- 
lan Test  Preparation  Centers  (owned 
by  the  Washington  Post  Co.  since 
1984),  which  will  do  $8  million  in 
SAT  business.  SAT  courses  are  just 
part  of  Kaplan's  $45  million  cram- 
ming empire,  which  includes  the 
LSAT  (Law  School  Admission  Test) 
and  the  GRE  (Graduate  Record  Exam), 
but  Katzman  is  moving  into  these  ex- 


Princeton  Rei/iew's John  Katzman  (standing),  Adam  Robinson  (seated)  and  students 
A  renegade  image  can  be  good  for  business. 
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Five  years  ago 
they  sat  on  their  assets. 

We've  heard  of  companies  who  didn't  realize 
insolvency  loomed  until  the  Liquidator  walked 
through  the  door. 

It's  not  as  ludicrous  as  it  sounds.  After  all, 
how  much  time  can  you  spare  for  taking  a  long- 
term  view  of  your  company? 

If  business  is  running  smoothly  it's  very 
tempting  to  adopt  a  'take  each  day  as  it  comes' 
policy.  Just  the  mistake  the  company  in  the  picture 
made.  Big  profits  five  years  ago  and  now  facing 
lean  times. 

If  only  they  had  talked  to  us  at  NatWest,  we 
could  have  helped  them  remain  competitive. 

Indeed,  we  could  have  supplied  the  time  and 
initiative  required  to  help  them  manage  all  their 
financial  risks.  In  the  shape  of  a  personal  contact, 
one  of  our  account  executives. 

He'd  have  begun  by  gleaning  a  thorough 
knowledge  of  the  business,  its  methods,  aims,,  and 
the  market  it  operated  in. 

Enabling    him     to     give     informed  answers 

tatWesi  PLC.  NjtWcit  LSA.  Njtft'ett  Commercial  Service*  Inc     Atlanta     Button    Chicago     Dallas     Houston     Lo»  Anprlci     Mumi     New  York     San  FrancMCO  Enqi 


(rather  than  snap  judgements),  in  response  to  the 
quick  decisions  that  are  often  called  for  in 
risk  management. 

His  advice  on  debt  structuring  would  not 
only  have  improved  the  cash  position,  but  given 
the  company  the  resources  to  invest  and  remain 
competitive.  And,  just  as  importantly,  remain  liquid. 

To  do  this  he'd  have  called  on  some  of  the 
financial  instruments  at  his  disposal  such  as  Long- 
term    Currency    Loans,    Commercial    Paper  and 
Banker's  Acceptances. 

More  than  likely,  he'd  have  consulted  the  law, 
accountancy  and  treasury  specialists  in  our  Group 
Financial  Engineering  Unit. 

And  drawn  on  all  the  experience  of  a  bank 
with  a  network  spanning  37  countries  (including 
an  office  in  every  major  North  American  financial 
center),  an  asset  base  of  over  $120  billion  and  a 
top  credit  rating. 

If  only  that  company  had  talked  to  us  .  .  . 
May    we    urge    you    to?    While    you're  still 
sitting  pretty. 

Risk  Management  by  NatWest  A 


The  Action  Bank 
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Parker:  The  Auto 

for  Vital  T< 


Next  time  you  see  an  exciting  new  car,  you 
can  be  sure  there's  more  to  it  than  a  sleek  design. 

Virtually  every  domestic  and  foreign  car 
relies  on  Parker  for  fluid  systems  and  com- 
ponents that  provide  efficient  operation  and 
long,  dependable  operating  life. 

And  the  reason  is  simple.  Parker  is  a  highly 
competitive,  worldwide  producer,  with  the  abil- 
ity to  furnish  vital  technologies  to  the  world's 
automakers. 

Hidden  within  today's  auto- 
mobile is  an  array  of  Parker 
components  and  systems  that 
help  the  car  perform  smoothly, 
quietly,  comfortably,  and  more 
reliably. 

Included  is  the  remarkable 
Parker-developed  gerotor . . . 
a  positive  displacement  fuel 
and  lubrication  unit  of  simple 
two- element  construction: 
an  inner  and  an  outer  rotor. 


Then  there  are  Parker  filters,  hoses, 
fittings,  and  clamps.  Gaskets,  seals,  packing 
and  O- rings.  Air-conditioning  and  heating 
system  components.  Gas,  oil,  and  radiator 


caps.  And  a  broad  range 


of  flashers, 
mirrors,  ar 
wipers. 

From  a 
functional 
standpoint, 
Parker's  vital 
technologies  are 
applied  in 
automotive  safet 
air-conditioning, 
heating,  cooling,  fu 
air,  steering,  and 
lubrication  systems. 


Parker  components  and  systems  ai 
also  an  integral  part  of  the  vital 
technology  for  automated  productio 
machinery  in  automotive  factories 
around  the  world. 


lakers'  Source 
hnologies 


iometimes  bigger  is 
letter. 

There's  a  new  purchasing  approach  among 
ltomakers  today.  At  one  time,  automotive 
irts  were  purchased  from  many  suppliers, 
ow  astute  automotive  buying  teams  prefer 
orking  with  just  a  few  major  qualified 
indors. 

That's  why  most  automotive  business  is 
ling  awarded  to  large,  proficient  suppliers 
<e  Parker.  It  takes  capabilities  such  as  ours  to 
Ltisfy  the  industry's  demand  for  broad,  top- 
aality  product  lines  at  competitive  prices,  and 
ri-time  delivery  in  large  volume. 

i  solid  foundation. 

Parker  is  well  positioned  to  serve  the 
ltomotive  industry.  We  have  the  financial, 
lgineering,  manufacturing,  and  marketing 
rengths.  We  have  the  quality  assurance  pro- 
ams,  advanced  information  systems,  world- 
ide  distribution  network,  and  outstanding 
ickup  services. 

Parker  supplies  both  the  automotive 
iginal  equipment  manufacturer  and  the 
aintenance/repair  market. 

Parker  is  also  a  major  supplier  of 
otion-control  components  and  systems  for 
ie  production  machines  and  robots  used  in 
ltomotive  factories  around  the  world. 

Jet  to  know  Parker. 

Automotive  products  are  only  part  of  the 
arker  story. 

A  large  measure  of  Parker's  ability  to  serve 
ie  automotive  industry  stems  from  our  long 
cperience  in  providing  other  industries  with  a 


broad  range  of  motion -control  components 
and  systems . . .  hydraulic,  pneumatic,  elec- 
tronic, and  electromechanical. 

We  provide  vital  technology  to  several 
other  worldwide  markets  including:  Industrial, 
Aerospace,  Marine,  Refrigeration/Air- 
Conditioning,  and  Biomedical. 

Our  325  product  lines  include  100,000 
items  for  more  than  1,200  SICs.  In  the  field  of 
motion  control,  no  single  company  offers  a 
product  line  as  broad  or  as  deep. 

Automakers  have  become  more  demanding 
about  quality  standards  for  vendor's  supplies. 
Parker  product  divisions  have  received 
numerous  quality  awards,  including  the 
Ford  Motor  Company 
Q1  Preferred  Quality 
Supplier  Award,  and 
General  Motors'  Spear  1 
Award. 


Q  AWARD 


For  more  information  about  Parker  and  its 
vital  technologies,  request  our  annual  report. 
Obtain  your  copy  by  writing  Parker  Hannifin 
Corporation,  Dept.  FB-6,  17325  Euclid 
Avenue,  Cleveland,  Ohio  44112-1290. 


Parker 


i/ital  technologies  for  today  and  tomorrow. 


A  century  ago  Edison  gave  us  his  name 
and  his  patents. 

It  turned  into  one  of  his  brightest  ideas. 


Thomas  Alva  Edison,  a  true  American  genius,  did  more  for  the  world  than  turn  on  the  lights.  As  an  originator  of  the  light  bulb,  microphone,  phonograph  and  movie  camera, 
he  could  be  called  The  Father  of  Modern  Technology.  (Photograph:  German  Museum,  Munich) 

AEG.  More  than  100  years  of  ingenuity  behind  us. 


We  at  AEG  owe  Thomas 
Edison  our  gratitude  as 
well.  The  firm  he  helped 
found,  the  German  Edison 
Company  for  Applied 
Electricity,  became  AEG  in 
May  of  1887. 

While  it  was  a  good  start, 
not  even  Mr.  Edison  with  his 
perspicacious  vision  could 


have  foreseen  the  wonders 
yet  to  come.  Today  AEG 
ranks  among  the  most 
advanced  technology  com- 
panies in  the  modern  world. 

Here  in  the  U.S.,  AEG 
has  already  become  part 
of  your  daily  life.  While 
our  name  is  not  every- 
where evident,  our  stamp 


is.The  average  American 
each  day  comes  into 
contact,  directly  or  in- 
directly, with  something 
we're  part  of.  From 
electronic  typewriters  and 
word  processors  from 
Olympia  down  at  the  office, 
to  satellite  TV  shows 
transmitted  from  space. 


For  information  write  AEG  Corp.,  Dept.1,  Route  22-Orr  Drive,  PO.  Box  3800.  Somerville.  NJ  08876. 


AEG 


ams,  too. 

Katzman,  a  28-year-old  Princeton 
University  grad  who  looks  young 
enough  to  pass  for  one  of  his  students, 
began  tutoring  kids  in  his  parents' 
Manhattan  apartment  in  1981,  after 
quitting  a  dull  computer  job  at  Manu- 
facturers Hanover  Trust  Co.  Of  his 
abrupt  departure  from  banking,  Katz- 
man says,  "My  father  always  told  me, 
'Don't  get  married  until  you're  30,' 
and  'Don't  work  for  anyone  else.'  "  He 
is  still  single. 

Fifteen  students  crammed  under 
Katzman  in  the  fall  of  1 98 1 .  They  told 
their  friends  and  by  spring  term  he 
had  40  kids.  Soon  he  teamed  up  with 
another  SAT  tutor,  Adam  Robinson, 
and  trained  more  teachers  to  coach 
their  growing  student  body  out  of 
rented  classrooms  at  Hunter  College. 
"We  didn't  have  the  money  to  adver- 
tise," says  Katzman.  "I  wrote  letters 
to  guidance  counselors  and  relied  on 
word-of-mouth  promotion  from  the 
kids." 

Princeton  Review  coaches  rely 
heavily  on  time-saving  tricks.  Katz- 
man is  convinced,  for  example,  that 
ETS  inserts  "distractors"  among  the 
answer  choices — wrong  answers  to 
trap  average  students.  His  instructors, 
accordingly,  teach  their  kids  to  identi- 
fy and  eliminate  the  wrong  answers 
rather  than  tax  their  brains  trying  to 
solve  the  problems  (see  box). 

Competitor  Stanley  Kaplan,  in  con- 
trast, puts  more  emphasis  on  subject 
matter.  Kaplan  deplores  Katzman's 
methods.  "It  sounds  great  to  say  the 
SAT  is  an  eight-letter  word  beginning 
with  'bull.'  It's  a  lot  of  hoopla."  But 
Katzman's  renegade  image  has  made 
him  something  of  a  cult  figure,  and 
notoriety  has  its  uses.  In  New  York,  a 
Kaplan  SAT  course  costs  $450, 
Princeton  Review  $595. 

Every  new  Princeton  franchise 
means  an  upfront  fee  to  Katzman's 
parent  company  of  $15,000  to 
$150,000,  depending  on  the  area,  an- 
nual royalties  of  8%  on  gross  reve- 
nues, and  contributions  of  2%  for  na- 
tional advertising.  Charging  more 
than  the  competition  is  appealing  in 
itself.  "Our  students  buy  Guess 
jeans,"  says  Cheryl  Thomason,  a 
Princeton  franchisee  in  Phoenix,  "and 
they're  buying  the  Princeton  Re- 
view." 

Nearly  half  Princeton  Review's  $12 
million  revenues  will  come  back  to 
the  parent  company,  and  about  $1 
million  (pretax)  of  that  will  flow  into 
the  pockets  of  Katzman's  own  blue 
jeans.  He  is  reinvesting  his  money  in 
the  company  because,  he  claims,  his 
80-hour  workweeks  leave  him  little 
time  to  spend  it.  "It's  much  more  fun 


Taking  the  test 


Below,  two  of  the  most  difficult 
questions  on  the  SAT  exam 
given  May  3,  1987,  and  techniques 
Princeton  Review  teaches  to  an- 
swer them  correctly. 

In  a  group  of  75  students,  23  are 
enrolled  in  algebra,  39  are  enrolled 
in  music,  and  18  are  enrolled  in 
both  algebra  and  music.  How 
many  students  are  not  enrolled  in 
either  course? 
a.  5  b.  13  c.  18  d.  21  e.  31 
This  question  appeared  near  the 
end  of  one  of  the  math  sections. 
Forbes  knew  it  was  a  hard  ques- 
tion, not  only  because  Forbes 
couldn't  answer  it  but  because 
questions  within  a  section  of  the 
SAT  usually  go  from  easy  to  hard. 
Faced  with  a  hard  problem  and  no 
obvious  solution,  SAT  students  are 
instructed  by  the  Princeton  Re- 
view to  identify  and  eliminate 
what  the  Review  calls  "Joe  Bloggs" 
answers — wrong  choices  that  the 
average  "foe"  might  come  up  with. 
If  a  student  can  eliminate  even  one 
choice,  the  Review  says,  take  a 
guess. 

Solution:  Forbes  first  eliminat- 
ed choice  (c)  because  it  was  "Joe 
Bloggs."  (The  Review  says  that  Joe 
picks  answers  that  appear  in  the 
question,  especially  on  the  hard 
questions.)  Choices  (a)  and  (d)  went 
next  because  Joe  might  subtract  18 
from  23,  and  get  5,  or  he  might 
subtract  18  from  39,  and  get  21. 
Now  it  was  between  choice  (b)  13 
and  choice  (e)  31.  With  no  idea 
which  was  right,  but  committed  to 
taking  a  guess,  Forbes  eliminated 
choice  (b)  since  adding  up  23  and 
39,  getting  62,  and  subtracting 
from  75  to  get  13  seemed  like 
something  Joe  Bloggs  would  try. 


But  it  didn't  seem  right.  Correct 
answer:  (e)  31. 

(To  solve  this  problem  directly, 
subtract  18  students  taking  both 
music  and  algebra  from  the  23  stu- 
dents taking  algebra,  to  get  5  stu- 
dents taking  just  algebra.  Similar- 
ly, subtract  18  students  taking 
both  courses  from  the  39  students 
taking  music,  to  get  21  students 
taking  just  music.  Thus  the  total 
number  of  students  taking  algebra 
and/or  music  equals  5  plus  18  plus 
21,  or  44  students.  75  minus  44 
yields  31  students  not  in  either 
course.) 

Select  the  lettered  pair  that  best 
expresses  a  relationship  similar  to 
that  expressed  in  the  original  pair: 

CURMUDGEON  :  CANTANKEROUS 

a.  braggart  :  courageous 

b.  hypocrite  :  devout 

c.  reprobate  :  chaste 

d.  simpleton  :  foolish 

e.  ingrate  :  charitable 

The  Review  teaches  students  to 
answer  the  analogies  even  when 
they  don't  know  the  meaning  of 
the  original  pair  of  words.  How?  By 
looking  for  what  the  Review  terms 
a  "clear  and  necessary"  relation- 
ship in  the  answer  choice.  If  the 
words  in  an  answer  choice  have 
only  a  tenuous  relationship,  the 
choice  is  wrong,  regardless  of  the 
original  words. 

Solution:  We  eliminated  choice 
(b)  immediately  since  there  is  no 
"clear  and  necessary"  relationship 
between  hypocrite  and  devout. 
Choices  (a)  and  (e)  were  dismissed 
on  similar  grounds.  Between 
choices  (c)  and  (d),  we  thought  the 
words  in  choice  (d)  displayed  a 
more  "clear  and  necessary"  rela- 
tionship. Correct  answer:  d.  — B.K. 


making  money  than  spending  it," 
says  Katzman. 

On  days  when  the  market  is  up, 
Katzman  thinks  about  going  public. 
He  thinks  he's  big  enough  now  to  do 
so  without  parting  with  more  than 
30%  of  his  company.  On  the  other 
hand,  if  the  right  offer  comes  along,  he 
might  sell  the  whole  thing,  like  Stan- 
ley Kaplan  and  Bar/Bri,  the  Bar  review 
course  bought  by  Harcourt  Brace  Jo- 
vanovich  in  1974.  (HBJ  offered  $1  mil- 
lion for  the  Princeton  Review  in  1984 
but  Katzman  wanted  $2  million.)  In 
the  meantime  he  is  adding  about 
three  new  franchises  per  term  and  re- 


cently founded  a  nonprofit  foundation 
that  is  tutoring  underprivileged  kids. 

At  the  end  of  one  of  his  long  days, 
Katzman  ruminates  on  what  a  truly 
fair  test  would  be:  "Picture  this.  A 
student  takes  a  week  of  tests — multi- 
ple-choice, short  answer,  essay — in  a 
variety  of  subjects — math,  chemistry, 
history,  poetry.  The  tests  are  two-to- 
three  hours  each.  Some  would  be 
open-ended.  Students  could  pick  their 
best  three  scores,  including  English, 
and  send  those  scores  to  the  college  of 
their  choice." 

Katzman,  no  doubt,  will  offer  a 
cram  course  to  beat  it.  ■ 


SPECIAL  ADVERTISING  SUPPLEMENT 

ILLINOIS^^USINESS 


T|  he  decision  was  a  tough 
one.  Zenith  Electronics  Corp. 
wanted  to  produce  its  new- 
ly developed  cathode  ray  tube 
in  the  U.S.,  preferably  at 
an  existing  plant  on  the  outskirts 
of  Chicago.  But  there  were 
strong  arguments  for  building  the 
high-resolution  picture  tubes  in 
Mexico.  The  new  line  would  re- 
quire huge  energy  usage,  con- 
siderable modernization,  a  major 
hiring  effort,  and,  since  this  % 
would  be  a  totally  new  product, 
extensive  training  of  employ- 
ees. Seemingly,  all  these  costs 
would  be  higher  in  Illinois. 

But  before  the  decision  was 
made,  Zenith  executives  contact-  ( 
ed  representatives  of  the  UN-  \ 
nois  Department  of  Commerce 
and  Community  Affairs  (DCCA), 
the  state's  economic  develop- 
ment arm.  "Let's  see  what  we 
can  work  out,"  Zenith  was  told. 

A  series  of  meetings  fol- 
lowed— with  officials  from  the 
state,  the  city,  county,  unions, 
gas  and  electric  utilities.  And 
what  was  worked  out  enabled 
Zenith  to  begin  production  of  its 
advanced-design  "flat  tension 
mask"  color  video  displays  at  an 
Illinois  plant.  The  electronics 
firm  is  investing  $50  million  in  the 
new  line  and  hiring  600  addi- 
tional workers — thanks  to  a  vi- 
brant spirit  of  cooperation  that 
now  characterizes  doing  business 
in  the  Prairie  State. 

To  convince  Zenith,  the 
state,  city  and  county  came  up 
with  more  than  $725,000  to 
help  train  new  workers.  Suppliers 
of  gas  and  electricity  arranged 
for  special  energy  rates  that  will 
save  Zenith  big  bucks  on  utility 
bills.  And  the  electrical  workers 
union  agreed  to  wage  adjust- 
ments for  the  new  hires. 
^  The  new  Zenith  operation  is 
just  one  of  many  benefitting  from 
today's  cooperative  spirit  in  Illi- 
nois. The  growing  number  of 
companies  building  or  expand- 
ing facilities  in  the  Prairie  State 


have  discovered  Illinois'  secret 
of  success:  that  state  and  local 
government  agencies,  utilities, 
railroads,  capital  sources  and 
labor  groups  are  willing  to  bend 
over  backward  to  stimulate  eco- 
nomic development  in  their 
backyards. 

The  list  of  major  projects 
now  abuilding  in  Illinois  includes 
the  giant  Diamond-Star  Motors 
Corp.  (a  joint  venture  of  Chrysler 
Corp.  and  Mitsubishi  Motors 
Corp.)  auto  plant  in  Downstate 
Bloomington-Normal,  which 
soon  will  employ  more  than 
2,500  workers;  Magna  Interna- 
tional's $40  million  plastics  plant 
in  tiny  Nashville;  and  Firestone 
Tire  &  Rubber  Co.'s  new  head- 
quarters facility  in  Chicago. 


"Illinois  has  seized  the  initia- 
tive in  a  number  of  areas  and  has 
created  opportunities  through 
inventiveness  and  commitment, ' ' 
notes  a  spokesman  for  the  Na- 
tional Association  of  State  Devel- 
opment Agencies. 

"There's  complete  coopera- 
tion by  a  lot  of  different  entities," 
explains  J.  Robert  White,  man- 
ager of  industrial  development  for 
Northern  Illinois  Gas,  a  subsid- 
iary of  Nicor,  Inc.  "Local  commu- 
nities, regional  development 
agencies,  the  state,  utilities,  rail- 
roads— we're  all  tied  in  to  a 
cooperative  effort.  We're  part  of  a 
team." 

As  a  heavily  industrialized 
state,  Illinois  had  been  lagging 
behind  in  many  key  areas.  But 
that  is  now  turning  around.  Last 


month,  for  the  third  consecu- 
tive period,  the  state's  employ- 
ment hit  a  record  high  of  more 
than  5.4  million  workers.  Even 
the  long-depressed  manufac- 
turing sector  posted  700  new 
hires. 

"In  many  key  areas — em- 
ployment, housing  starts,  per- 
sonal disposable  income,  retail 
sales,  commercial/industrial  and 
real  estate  loans — Illinois' 
growth  rates  are  now  well  above 
those  of  the  nation  as  a  whole," 
reports  Diane  Swonk,  economist 
for  First  National  Bank  of  Chica- 
go. "Illinois  companies  are  re- 
investing in  capital  equipment, 
and  overall  profit  margins  are 
turning  around. 

"In  the  past,  Illinois  had  a 
reputation  of  being  an  expensive 
place  to  do  business,  because 
of  high  labor  and  other  costs," 
she  adds.  "But  relative  cost  in- 
dices have  fallen  markedly.  Illi- 
nois people  are  willing  to  bar- 
gain to  bring  in  or  retain  business. 
Labor  will  bargain  over  wages. 
The  state  and  local  governments 
will  make  concessions  on  tax- 
es, zoning  and  other  regulations. 
Utilities  are  willing  to  cut  costs 
of  energy  and  water.  We  now 
have  a  comparative  advantage 
here.  The  state  will  be  different 
than  it  used  to  be;  we're  going 
through  a  transition  period  now." 

In  fact,  Illinois'  overall  econ- 
omy is  in  a  state  of  transition — 
shifting  from  its  formerly  over- 
whelming dependence  on  smoke- 
stack industries  to  a  new  mix 
that  encompasses  technology- 


One  of  Illinois'  many  new  tech- 
nology-based operations  is  this 
compact  disc  facility  of  Capitol 
Records  in  Jacksonville. 


A  new  spirit  infuses 
the  Prairie  State 


based  businesses,  the  service 
and  financial  sectors  as  well  as 
manufacturing. 

The  new  Zenith  facility, 
based  on  major  advances  in  elec- 
tronics technology,  is  just  one 
example  of  Illinois'  growing  high- 
tech sector.  The  state's  four 
federal  research  labs,  including 

rgonne  National  Laboratory 
and  Fermi  National  Accelerator 
Laboratory;  its  major  research 
universities,  including  the  Univer- 
sity of  Illinois,  which  boasts 
one  of  the  world's  few  supercom- 
puters; its  research  parks,  such 
as  the  Chicago  Technology  Park, 
Biotechnology  Center  and  the 
Evanston/Northwestern  Universi- 
ty Research  Park,  which  focus- 
es on  technology  applications  for 
basic  industries— all  help  lure 
scientists  and  technology-based 
companies  to  Illinois. 

Already  the  state  is  home  to 
such  high-tech  heavy  hitters  as 

T&T  Bell  Laboratories,  the 
Amoco  Research  Center,  Nor- 
throp Corp.'s  Electronics  Sys- 
tems Group  and  pharmaceutical 
giants  Abbott  Laboratories  and 
Baxter  Travenol  Laboratories.  Illi- 
nois ranks  first  in  the  U.S.  in 
production  of  pharmaceuticals, 
telephone  equipment,  radios, 
TVs  and  appliances,  according  to 
the  DCCA.  And  the  DuPage 
County  high-tech  corridor,  on  the 
outskirts  of  Chicago,  reported- 
ly is  the  fastest-growing  industrial 
research  area  in  the  nation. 

In  addition,  Illinois  is  a  lead- 
ing contender  in  the  effort  to  pluck 
the  world's  research  plum:  the 
$5.3  billion  superconducting  su- 
per collider  (SSC).  This  huge 
research  instrument — a  52-mile- 
circumference  atom  smasher 
to  be  built  by  the  federal  govern- 
ment— not  only  will  employ 
3,600  scientists  but  will  be  a  mag- 
net for  scores  of  other  high- 
tech operations. 

Illinois'  economy  also  is  di- 
versifying through  growth  in  the 
service  sector. 


This  announcement  appears  as  a  matter  of  record  only. 

Performance  has  always  been 
a  Chicago  tradition. 


$120,000,000 

STATE  OF  ILLINOIS 

A. 

Build  Illinois  Bonds 

(Sales  Tax  Revenue  Bonds) 

BUILD  ILLINOIS 

$80,000,000  Series  B 

$40,000,000  Series  T-1  (Taxable  Bonds) 

$100,000,000 

STATE  OF  ILLINOIS 

Build  Illinois  Bonds 

(Sales  Tax  Revenue  Bonds) 

BUILD  ILLINOIS 

Series  A 

BOILD  ILLINOIS 


$95,475,000 

STATE  OF  ILLINOIS 

Build  Illinois  Bonds 

(Sales  Tax  Revenue  Refunding  Bonds) 


Series  C 


The  undersigned  acted  as  Financial  Advisor  in  these  transactions. 


!?|  FIRST  CHICAGO 

The  First  National  Bank  of  Chicago 


Northern  Illinois  is  a  great  place  to: 
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Industrial  gas  rates/Mcf 
Represents  most  appropriate 
rate  for  volume  used. 
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Rates  effective  March  31, 1987.  Includes  all  state  and  local  taxes. 

For  more  information  showing  you  how 
to  raise  your  profitability  and  your  quality 
of  (business)  life  with  some  of  the  lowest 
natural  gas  prices  in  America,  write 
Robert  White  at  Northern  Illinois  Gas,  or 
call  (800)  782-1440. 


o 


NORTHERN  ILLINOIS  GAS 

PO.  Box  1565 'Aurora,  Illinois 60507-1565 


How  to  look  at 7500 locations 
in  under  eleven  seconds. 


With  the  Illinois  Site  and 
Buildings  Inventory,  you  can  cover 
a  lot  of  ground  fast. 

To  be  exact,  at  186,000 
miles  per  second. 

And  with  any  combination 
of  95  pre-determined  selection 
particulars  in  mind. 


Say  you  need  a  10,000 
square-foot  building  (USDA 
approved,  of  course)  with  12 -foot 
ceilings  that's  no  more  than  10 
years  old,  with  2  loading  docks 
and  a  railroad  siding,  air  condi- 
tioned and  dry-sprinklered  and 
most  of  all,  located  in  an  Enter- 
prise Zone. 

No  problem. 

Our  computerized  system 
can  gi  ve  you  the  one  site  or  build- 
ing, or  several  sites  or  buildings, 
that  fit  the  bill.  Because  we  have 
more  computerized  listings,  on 
average,  than  any  state  in  the 
region. 

If  you're  looking  for  a  com- 
munity in  which  to  locate,  we 

@  1987  ILLINOIS  DEPARTMENT  OF  COMMERCE  AND  COMMUNITY  AFFAIRS 


can  help  there  too.  Through  our  i 
ventory  of  300-plus  Illinois  mun 
ipalities,  also  cross-indexed  in 
the  system. 

Simply  write  Mr.  Tom 
Ham  rick  of  the  Illinois  Departme: 
of  Commerce  and  Community 
Affairs,  620  East  Adams,  Spring- 
field, IL  62701. 

Or  call  him  at  1-217-785- 
6167  for  confidential  answers  to ; 
your  questions. 

That  is,  if  you  have  eleven 
seconds  to  spare. 

Illinois 

ILUN(  )LS  I  )KPARTMKNT  OF  COMMERC 
AND  ( :OMMl  JNITY  AFFAIRS 
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ADVERTISEMENT  5  ' 

ILLINOIS&S^USINESS 


For  the  past  several  years, 
Illinois  has  been  gearing  up  to 
attract  new  technology,  service 
businesses  and  other  types  of  in- 
vestment. State  government 
efforts  such  as  the  $2.3  billion, 
five-year  Build  Illinois  pro- 
gram, which  provides  for  low-in- 
terest loans  and  infrastructure 
improvements,  and  its  Corridors 
of  Opportunity  plan,  a  targeted- 


Chicago  ranks  as  the  largest 
rail  gateway  in  the  U.S.  The  sec- 
ond largest  is  in  East  St.  Louis, 
Illinois.  The  Port  of  Chicago,  a 
Free  Trade  Zone,  is  served  by 
six  railroads  and  has  direct  ac- 
cess to  interstate  highways. 


industry  marketing  program,  are 
reaping  rewards  in  the  form  of 
new  and  expanded  businesses  in 
the  state. 

"These  programs  give  us  the 
tools  that  set  us  apart,  that  make 
us  stand  out  above  other 
areas,"  says  Jay  Hedges,  DCCA 
director  and  the  state's  chief 
economic  developoment  official. 
"These  very  important  invest- 
ments— in  everything  from  job 
training  to  sewers,  from  roads 
and  education  to  loans — are  the 
keys  to  our  economic  develop- 
ment efforts." 

The  DCCA  has  been  expand- 
ing its  economic  development 
tools  for  the  past  several  years, 
and  they  now  constitute  an  im- 
pressive array  of  inducements. 
Among  them  are: 

■  Low-interest  loans  for  a  vari- 
ety of  enterprises,  ranging  from 
entrepreneurial  startups  to  ex- 
pansions of  existing  facilities. 

■  Tax  credits  and  abatements 
for  expansion  projects  and  equip- 
ment purchases. 

An  assortment  of  training 


programs  established  to  increase 
the  skills  of  new  or  existing  em- 
ployees. 

■  Enterprise  zone  designa- 
tions to  stimulate  business 
through  tax  incentives,  relaxed 
government  controls  and  en- 
hanced government  services. 
Currently,  there  are  60  enterprise 
zones  authorized  throughout 

the  state. 

■  A  computerized  clearing- 
house listing  more  than  6,500 
commercial  buildings  and  sites 
all  over  Illinois  that  are  available 
for  development,  plus  commu- 
nity profiles  designed  to  help 
firms  seeking  to  expand  or  relo- 
cate. For  example,  say  a  firm 
wants  a  50,000-to-75,000- 
sq.-ft.  warehouse  on  three  acres 
of  land  with  rail  spur;  a  quick 
computer  search  will  spew  out 
information  on  the  options. 

■  Technology  Commercializa- 
tion Centers,  operating  through 
15  schools  and  laboratories,  $o 
are  designed  to  speed  the  process, 
of  turning  innovative  ideas  into 
profitable  products.  High-tech 
entrepreneurs  also  are  aided  by 
the  Business  Innovation  Fund, 
which  offers  financing  for  pro- 
jects that  might  not  otherwise  at- 
tract traditional  lenders  or  ven- 
ture capitalists. 

■  A  Small-Business  Assis- 
tance Bureau,  set  up  to  help  with 
anything  from  financial  pro- 
grams to  cutting  red  tape  or  lining 
up  management  consultants. 

These  tools  have  been  creat- 
ed to  supplement  Illinois'  tradi- 


o  airports  make 
jor  hub.  0' Hare  Inter- 
ational.  the  world's  busiest 
'.airport,  logs  an  arrival  or  depar- 
ture every  minute. 


tional  allures  for  business. 
Notes  DCCA's  Hedges:  "Ourstate 
is  blessed  with  abundant  re- 
sources— a  highly  skilled  and 
productive  labor  force,  top- 
notch  educational  facilities,  an 
excellent  transportation  net- 
work, including  rail,  highway,  air 
and  water  shipping  routes.  We 
also  have  a  stable,  predictable 
corporate  tax  environment  and 
a  solid  balance  between  taxation, 
services  and  government  regu- 
lation. We  work  very  hard  to  pre- 
serve this  competitive  business 
climate,  where  businesses  can 
thrive  without  unnecessary 
regulation." 

Illinois'  central  location — 
putting  it  in  convenient  marketing 
distance  of  most  of  the  nation's 
customers — is  a  key  factor  in 
many  site-selection  decisions. 
-Nearly  one-third  of  the  total  gross 
national  product  is  created 
within  a  300-mile  radius  of  Chica- 
go. Serving  as  a  hub  for  air,  rail 
and  highway  travel,  Illinois'  mid- 
continent  location  is  an  advan- 
tage for  telecommunications  op- 
erations as  well. 

Another  argument  in  favor  of 
Illinois  is  its  quality-of-life  fea- 
tures— a  factor  all  too  often 
omitted  from  "business  climate" 
surveys.  In  this  category,  Illi- 
nois boasts  cultural  attractions 
ranging  from  the  Chicago  Sym- 
phony Orchestra  and  Art  Insti- 
tute, to  jazz  clubs  and  zoos, 
plus  an  excellent  school  system, 
particularly  in  the  realm  of 
higher  education.  The  Chicago 
area  is  also  proud  of  its  fine 
shopping  areas  and  top-notch 
restaurants.  For  outdoors  en- 
thusiasts, the  state  offers  entice- 
ments such  as  its  more  than 
100  state  parks,  the  240,000- 
acre  Shawnee  National  Forest, 
the  famed  Chicago  lakefront, 
more  than  400  rivers,  2,000 
miles  of  canoe  routes  and 
282,000  acres  of  lakes. 

Helping  the  DCCA  to  pro- 


mote Illinois  as  a  good  place  to 
live  and  do  business  are  a  vari- 
ety of  regional  economic  develop- 
ment organizations,  private 
groups  and  utilities  throughout 
the  state. 

"Our  efforts  dovetail  with 
those  of  the  DCCA,"  explains 
Dean  Cunningham,  manager  of 
Economic  Development  for  Illi- 
nois Power  Co. ,  supplier  of  gas 
and  electric  service  to  about  25% 
of  Downstate  Illinois.  "In  addi- 
tion to  offering  incentive  rates  to 
attract  business,  we  have  spe- 
cialists working  with  communi- 
ties to  show  them  how  to  en- 
courage growth.  We  assess  an 
area's  resources,  targeting 
what  is  more  likely  to  be  attracted. 
For  companies,  we  will  assist 
site  searches,  provide  analysis  of 
the  costs  of  doing  business  in 
various  areas,  help  them  assess 
opportunities,  analyze  tax  in- 
formation and  advise  on  sources 
of  capital  and  labor  situations, 
as  well  as  help  them  arrange  train- 
ing through  local  colleges." 

Robert  Pendlebury,  supervi- 
sor of  community  economic  de- 
velopment for  Peoples  Gas,  an- 
other major  utility,  concurs: 
"We're  committed  to  keeping 
Illinois  viable.  Whether  it's  assis- 
tance with  a  search  for  building 
sites  or  cost  analysis,  special  util- 
ity rates  or  liaison  with  local 
governments  and  organizations, 
our  primary  thrust  is  to  retain, 
expand  and  build  our  business 
community. " 

It's  this  sort  of  all-out,  coop- 
erative effort  by  the  public  and 
private  sectors  that's  fueling 
the  Prairie  State's  economic 
progress.  ■ 

This  supplement  was  written  by 
Chicago- based  writer  Alan  Ro- 
senthal, a  former  editor  of 
Crain's  Illinois  Business.  He  is  a 
frequent  contributor  to  national 
magazines. 

Design:  November  &  Lawrence,  Inc. 


COMMON 
CENTS. 


There  are  a  lot  of  good 
reasons  to  locate  in 
Illinois  Power  territory. 
Our  economic  development 
rate  with  costs  as  low  as 
3  to  4  cents  per 
kilowatt  hour  is  just 
one  of  them. 

Ask  one  of  268  new 
or  450  existing 
industries  why  they've 
built  or  expanded 
their  facilities  in  our 
territory  in  the  past 
decade,  and  they'll  tell 
you  the  other  reasons. 

First,  Illinois  Power  is  a 
Fortune  50  utility.  Second, 
the  system  is  reliable.  Our 
4562  megawatt  generating 
network  has  the  capacity  to 
meet  the  needs  of  expanding 
industry. 

Third,  the  area  is  economically 
attractive  with  local  and  state 
incentives,  an  abundance  of  natural 
resources,  efficient  transportation 
networks,  and  a  highly  skilled. 


educated  and  productive 
labor  force. 
Fourth,  Illinois  Power  can 
show  you  industrial  properties 
immediately  available 
throughout  our  territory, 
including  600  acres  of  our 
own.  Our  Site  Selection  staff 
can  analyze  your  company's 
location  requirements  and 
give  you  accurate  tax 
comparisons,  demographics, 
business  incentives  and 
market  opportunities  in  our 
territory. 
Last,  but  not  least, 
Illinois  Power  can  help  you 
lower  your  operating  costs. 

The  10-year  economic 
development  incentive  rate 
includes  seasonal,  time  of  day, 
firm  and  interruptible  service 

options. 

If  you're  interested  in  common 
cents,  contact  Illinois  Power 
today.  It's  more  than  sensible. 

It's  just  plain  smart. 


ILLINOIS  POWER  COMPANY 

500  South  27th  Street  Decatur,  IL  62525 

Call  Toll  Free 
1  800  255-2255 


Ask  for  Extension  6888  and  talk  to  Dean  Cunningham, 
Manager  of  Economic  Development 


Tfje  Texas  Medical  Center,  a  few  miles  south  of  downtown  Houston 


ter  is  still  abuilding,  with  $1.5  billion 
in  projects  planned  or  under  way. 

Problem  is,  the  Texas  Medical  Cen- 
ter has  also  been  a  secret  to  the  entre- 
preneurs who  comb  such  centers  for 
marketable  technology  and  the  ven- 
ture capitalists  who  back  them.  And 
Texas'  home-bred  investors  have,  for 
the  most  part,  doggedly  refused  to  put 
their  high-risk  money  in  anything  but 
oil  and  gas  and  cattle  and  real  estate. 
The  big  money  there,  just  like  any- 
where else,  puts  its  money  in  what  it 
understands,  and  it  doesn't  under- 
stand medical  technology.  Says  a 
money  manager  for  one  wealthy  fam- 
ily: "Texans  like  investments  that 
they  can  see  and  feel."  All  this  means 
that,  while  biomedical  companies 
have  been  springing  up  around  small- 
er centers  elsewhere,  Houston's  medi- 
cal researchers  have  customarily  li- 
censed their  discoveries  to  out-of- 
state  companies. 

No  longer.  Starved  for  jobs  and 
growth,  Houston  is  now  trying  to 
squeeze  a  biotechnology  industry  out 
of  the  Texas  Medical  Center.  Three  of 
its  biggest  institutions — Baylor  Col- 
lege of  Medicine,   M.D.  Anderson 


Houston  is  justly  proud  of  its  mammoth 
Texas  Medical  Center.  But  is  it  the  key  to  a 
new,  vigorously  diversified  economy? 

Wildcatters  in 
the  laboratory 


By  Toni  Mack 


I't  may  be  Houston's  best-kept  se- 
cret. The  Texas  Medical  Center  is 
ithe  largest  in  the  country,  proba- 
bly in  the  world:  a  $2  billion,  546-acre 
complex  with  38  hospitals,  schools 
and  other  institutions.  It  treats  over  2 


million  patients  and  conducts  more 
than  $200  million  in  medical  research 
each  year.  Its  55,000  employees,  stars 
like  Denton  Cooley  and  Michael  De- 
Bakey  among  them,  are  Texas'  largest 
private  work  force.  And,  in  the  midst 
of  the  worst  depression  this  oil  town 
has  ever  seen,  the  Texas  Medical  Cen- 


WHAT  IF  YOUR 
NAME  IS  NEWMAN 


ARTHUR  NEWMAN 


AND  YOU 
CAN'T  ACT? 


There  are  advantages  to  being  a 
sading  man.  You  get  to  see  your  name 
ip  in  lights  and  investment  firms  lined 
ip  at  your  door. 

But  Paul's  brother,  Arthur,  invests 
vith  a  firm  that  gives  top  billing  to  all  of 
:s  clients. 

Dean  Witter. 

Like  every  Dean  Witter  client, 


Arthur  has  his  own  Account  Executive 
who  can  help  with  all  his  investment 
needs.  And  through  his  Account 
Executive,  Arthur  has  access  to  the 
expert  advice  of  our  market  analysts 
and  the  full  resources  of  Dean  Witter. 

Right  now,  we're  helping  manage 
his  investment  portfolio  while  keep- 
ing him  up-to-date  on  the  latest 


market  trends. 

As  a  Dean  Witter  client,  you'll 
receive  the  same  special  treatment. 

So  call  us  or  stop  by  a  Dean  Witter 
office  today.  And  don't  worry  if  you've 
never  given  a  great  performance. 

That's  our  job. 

After  all,  you're  somebody  at 
Dean  Witter. 


YoxAe  somebody  at  DeanWitter. 


A  member  of  the  1 
Sears  Financial  Network  JU 

DEANWITTER 
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Hospital  &  Tumor  Institute  and  the 
University  of  Texas  Health  Science 
Center  at  Houston — have  set  up  out- 
fits to  troll  their  research  labs  for 
promising  ideas  and  to  help  found 
companies.  But,  until  recently,  no  one 
flocked  to  fund  them. 

"It's  rather  strange  to  me  that  here 
in  Houston,  where  people  have  spent 
billions  taking  risks  in  wildcatting 
and  real  estate  ventures,  they  won't 
take  risks  on  startup  companies," 
says  Houston  oilman  George  Mitch- 
ell. "So  we're  supporting  them,  know- 
ing that  it's  like  wildcatting.  You  may 
possibly  get  two  [successes]  out  of  ten 
[tries]." 

He  started  the  Woodlands  Venture 
Capital  Co.,  named  for  Mitchell  Ener- 
gy &.  Development's  planned  town 
north  of  Houston,  with  $15  million  in 
1983.  Its  president,  Martin  Sutter,  has 
since  raised  over  $50  million  more 
from  outsiders  like  First  Boston  and 
Allstate  Insurance  to  fund  8  of  the  12 
biotechnology  startups  in  Houston 
thus  far.  One  of  them,  Amnion,  Inc., 
which  makes  a  blood  recycler  to  be 
used  during  surgery,  has  even  gone 
profitable.  But  notice,  of  that  $50  mil- 
lion-plus, very  little  came  from  Tex- 
as. Which  does  not  mean,  on  the  other 
hand,  that  there  isn't  interest  outside 
the  state. 

"Now  that  we've  developed  a  net- 


work of  people,"  says  Sutter,  "when 
we  call  them  with  a  deal,  they  get 
pretty  excited."  He's  in  the  process  of 
putting  together  a  $30  million  fund  to 
start  more  ventures. 

Money  follows  money.  E.F.  Huttpn 
is  now  raising  $30  million  in  R&D 
partnership  money  for  the  Wood- 
lands-funded Houston  Biotechnology, 
Inc.,  which  seeks  treatments  for  eye 
and  central  nervous  system  diseases. 
(The  market  crash,  though,  may  make 
raising  the  money  problematic.)  "It 
was  a  surprise  to  the  rest  of  the  world 
to  discover  the  Texas  Medical  Cen- 
ter," says  Hutton's  vice  president, 
Norman  Nabhan.  Two  other  medical 
venture  capital  funds  with  a  total  of 
about  $30  million  so  far  have  recently 
started  up  in  Houston.  Japanese  com- 
panies like  Sumitomo  and  Mitsubishi 
are  keenly  interested. 

The  medical  institutions  benefit, 
too.  When  the  Health  Science  Center 
spun  off  LifeCell  Corp.  to  market  a 
new  method  of  freeze-drying  tissue,  it 
kept  about  10%  of  the  company  and 
got  a  royalty  as  well.  If  LifeCell  suc- 
ceeds, the  returns  will  fund  more  re- 
search. It  will  be  a  boon  in  these  days 
of  dwindling  federal  money. 

The  Houstonians  have  also  figured 
out  how  to  avoid  a  problem  common 
to  other  medical  centers,  the  brain 
drain  that  occurs  when  researchers 


leave  to  start  companies.  This  year 
Texas  passed  a  law  to  exempt  univer- 
sity employees — like  those  at  U.T. 
Health  Science  Center  and  M.D.  An- 
derson— from  statutes  that  forbid 
state  employees  to  own  equity  in 
companies  that  do  business  with  the 
state.  The  private  Baylor  College  of 
Medicine  gives  its  researchers  50%  of 
any  royalties,  equity  or  other  recom- 
pense for  spun-off  technology.  Hous- 
ton Biotechnology,  Inc.  is  chaired  by 
the  same  Chinese-born  scientist  who 
runs  Baylor's  Center  for  Biotechnolo- 
gy. "Maybe  we  can  add  a  few  people  to 
The  Forbes  Four  Hundred,"  says  Da- 
vid Mueller,  who  manages  BCM 
Technologies,  Baylor's  technology 
transfer  group. 

Houstonians'  largesse  built  the 
Texas  Medical  Center.  The  philan- 
thropic foundation  established  by 
Monroe  D.  Anderson,  founder  of  An- 
derson, Clayton  &  Co.,  donated  the 
land  and  started  M.D.  Anderson  Hos- 
pital in  1943.  The  center's  institu- 
tions are  studded  with  the  names  of 
donors  like  wildcatter  Eddy  Scurlock 
and  the  late  George  R.  Brown,  founder 
of  Texas  Eastern. 

Yet,  George  Mitchell  aside,  Hous- 
ton's rich  haven't  begun  prospecting 
in  the  Texas  Medical  Center.  This  at  a 
time  when,  every  chance  they  get,  the 
city  fathers  extol  the  virtues  of  a  di- 


Three  Of  TheTop  Five  Financial  Institutions 
Bank  On  Zenith  PCs. 


When  it  comes  to  making  money  work  harder,  Zenith  PC's 
give  you  a  rare  combination  of  performance  and  price.  With 
hard  drive  laptops  that'll  run  anywhere  on  battery  power. 
AT  compatibles  with  no  wait  states.  And  Zenith's  fastest, 
most  powerful  PC  ever,  the  Z-386.  All  supported 


by  Zenith's  worldwide  service  network.  Before  you  invest 
in  a  PC,  call  1-800-842-9000,  ext  1.  If  you're  interested  in 
powerful  reserves  and    Jm9^rg/f§TH  I  d«lt«l 
earned  our  pinstripes.  *  '  SyStCITIS 


THE  QUALITY  GOES  IN  BEFORE  THE  NAME  GOES  OW 


Amnion's  blood  recycler  in  action  at  the  Methodist  Hospital 

"A  lot  of  tallc,  but  few  put  their  money  where  their  mouth  is." 


Charles  Thatcher 


versified  economy  while  wringing 
their  hands  over  the  fact  that  the 
area's  fortunes  are  too  closely  tied  to 
oil  alone.  "There's  a  lot  of  talk  about 
[the  need  to  diversify],"  says  the 


Woodlands'  Sutter,  "but  few  put  their 
money  where  their  mouth  is." 

"What  could  hurt  us  most,"  says 
Mueller  of  BCM  Technologies,  "is  if 
suddenly  oil  went  up  to  $35  a  barrel 


and  everybody  said,  'Hey,  every- 
thing's great  again,  we  don't  need  to 
worry  about  diversification,'  and  we 
became  a  stepchild  until  the  price  of 
oil  dropped  again."  ■ 


€  1987,  Zenith  Data  Systems 


In  Less  Than  A  Lunch  Hour  You  Can  Learn  All  About 
Zenith's  New  mz^/rc.And  That's  No  Baloney 


Zenith  just  made  everything  you  need  to  know 
about  computers  a  lot  easier  to  swallow.  With  the  IBM- 
compatible  eaZy  ™  pc.  A  computer  that  actually  teaches 
you  how  to  use  it.  In  fact,  on  the  eaZy  pc,  you  can 
ne£in  learning  to  run  programs,  like  the  new 


Microsoft'  Works,  in  less  than  30  minutes.  What's  more,  the 
eaZy  pc  isn't  just  easy  to  use,  it's  also  easy  to  afford.  So  call 


1-800-842-9000,  extl. 

And  we'll  give  you  a  little 
more  to  chew  on. 


T£N£TM 


data 
systems 


THE  QUALITY  GOES  'N  BEFORE  THE  NAME  GOES  ON» 


Marketing 
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Tupperware  lives.  After  some  rough  years, 
the  plastic  housewares  outfit  is  once  again 
mixing  good  times  with  the  new  products. 


Party  animal 


By  Kerry  Hannon 


The  Dodge  van  crunches  to  a  stop 
in  the  gravel  driveway  of  a  red- 
brick, three-bedroom  house  in  the 
Washington,  D.C.  suburb  of  Herndon, 


Va.  Nancy  Schmidt,  41,  grabs  two 
large  imitation-leather  bags  packed 
with  a  rainbow  of  plastic  bread  boxes, 
cracker  crispers,  tumblers  and  salt 
and  pepper  shakers,  and  marches  up 
to  the  doorbell.  Awaiting  her  are  sev- 


en women  and  their  children.  The 
husbands  are  bowling. 

"Hi,  ladies,"  says  Schmidt,  unpack- 
ing her  bags  on  a  bridge  table  in  the 
living  room.  "Let  me  show  you  what 
I've  got  here  today  from  Tupperware." 

Schmidt  hauls  out  the  cheese  serv- 
ing tray  and  the  pink  and  blue  picture 
frames,  her  newest  items,  all  the 
while  pushing  the  mixing  bowls  and 
food  containers  that  are  the  most  reli- 
able sellers.  At  the  end  of  two  hours, 
Schmidt  will  have  written  up  some 
$300  in  sales. 

Tupperware  says  that  22  million 
American  women  went  to  parties  just 
like  this  last  year.  Saleswomen  like 
Nancy  Schmidt  can  expect  to  do  $200 
in  an  evening's  work,  although  a  big 
group  can  spend  as  much  as  $800. 
Schmidt,  in  turn,  earns  a  25%  com- 
mission. Hard  work?  Certainly,  but 
along  with  the  company's  other  top 
salespeople,  she  averages  $50,000  a 
year  in  salary,  plus  the  company  van, 
with  mobile  phone,  that  she  drives  to 
each  party. 

In  the  early  1980s  Tupperware  In- 
ternational, then  a  division  of  Dart  & 
Kraft,  was  in  trouble.  More  and  more 
women  went  to  work  and  had  no  time 
for  housewares  parties.  Door-to-door 


Nancy  Schmidt  in  her  hot  tub 

Selling  plastic  .  .  .  and  living  the  good  life. 


THE  ROAD  TO  CAREFREE  TRAVEL  IS  PAVED 
WITH  AMERICA'S  LARGEST  NETWORK  OF  HMOs. 

HMOs,  as  you  know,  do  a  good  job  of  providing  health  care  benefits  to  members  while 
they  are  in  their  home  area.  It's  those  occasions  when  they're  away  from  home  that  often  cause 
you  concern. 

That's  why  Blue  Cross  and  Blue  Shield  Plan  HMOs  have  instituted  an  'Away  From  Home 
Care"  program.  Now,  members  of  our  HMOs  traveling  anywhere  throughout  the  HMO-USA 
network  of  over  200  cities  can  receive  help  when  an  unexpected  illness  or  injury  occurs.  The 
member  simply  calls  a  toll-free  number  and  is  directed  to  the  nearest  participating  HMO-USA 
facility.  There  won't  be  any  claim  forms  to  fill  out,  or  any  hassles  at  all. 

We  have  even  more  ways  to  help  you  organize  your  HMOs.  All  you  have  to  do  is  follow 
these  simple  directions:  Call  1-800-4-HMO-USA. 

HMO-USA  is  just  one  of  the  many  innovative  products  from  the  nation's  Blue  Cross  and 
Blue  Shield  Plans  designed  to  help  you  effectively  manage  your  health  benefits  program. 

The 'Away  From  Home  Care  HMO  network 


Carry  the 
Caring  Card* 

The  card  that  cares  for  the  US.  Olympic  Tea  ms,> 


Imagine  a  single  disk,  the  size  of  a  long-playing  record, 
that  can  hold  100,000  pages  of  information.  An  optical  disk 
from  Kodak.  With  keyboard  input,  the  capacity  is  over 
2  million  pages.  It  would  take  6,000  floppy  disks  to  match  it. 
The  highest-performance  highest-capacity  archival 
optical  disk  in  the  world. 

Another,  smaller,  erasable  optical  disk  from  Kodak 
is  designed  for  use  in  personal  computers.  An  ordinary  floppy 
disk  holds  one  megabyte.  Ours  holds  over  50  megabytes. 
Per  side.  No  surprise,  the  lens  that  writes,  reads  and 
rereads  it  is  made  by  Kodak. 

Datatape,  Incorporated,  a  Kodak  subsidiary,  has 
magnetic  recording  devices  that  can  put  as  much  information 
on  a  single  reel  of  magnetic  tape  as  would  be  in  a  stack  of 
paper  higher  than  20  Empire  State  Buildings. 

Just  a  few  of  the  ways  Kodak  is  committed  to  turning 
a  century  of  imaging  expertise  into  systems  that  manage 
information.  For  details,  call  I  800  445-6325,  Ext.  960. 


The  new  vision  of  Kodak 
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A  Tupperware  party  in  1971  (top)  and  a  gathering  today 
Wheeling,  dealing  and  buying. 


sales  fell  from  fashion  generally,  and 
the  company  lost  its  way  in  market- 
ing lethargy  and  a  labyrinthine  prod- 
uct distribution  system  that  still  has 
customers  waiting  weeks  for  their  or- 
ders. From  1982  to  1985  sales  declined 
from  $878  million  to  $762  million,  as 
the  sales  force  declined  from  105,000 
to  85,000.  Operating  profits  dropped 
from  $220  million  to  $96  million. 

But  Dart  &  Kraft  split  apart  last 
year.  And  that  seems  to  have  reinvigo- 
rated  Kissimmee,  Fla. -based  Tupper- 
ware International,  which  is  now  the 
lead  division  of  a  new  consumer  prod- 
ucts conglomerate  called  Premark  In- 
ternational (1986  revenues  of  $2  bil- 
lion). Tupperware  accounts  for  42% 
of  Premark  sales  and  nearly  50%  of 
earnings.  This  year  Tupperware  reve- 


nues are  expected  to  climb  5%,  to 
$863  million,  against  $822  million, 
while  its  operating  profits  should 
reach  $91  million,  against  a  1986  loss 
of  $58  million.  (The  loss,  however, 
occurred  only  because  the  company 
was  cleaning  up  its  act  and  took  a 
$143.7  million  hit  for  plant  consolida- 
tions and  closings.) 

The  man  behind  the  plastic  house- 
wares giant  since  1985  has  been 
Chairman  William  Jackson,  60,  who, 
as  president  of  Dart's  Duracell  battery 
division,  turned  that  operation 
around  between  1982  and  1985.  As 
with  Duracell,  Tupperware  has  basic 
marketing  strengths  to  build  on.  First, 
it  has  a  strong  brand  name  associated 
with  good  quality.  And  despite  prices 
that  are  40%  higher  than  those  of 


competitors  like  Eagle  Affiliates 
( 1 986  revenues,  $50  million)  and  Rub- 
bermaid (food  container  sales  estimat- 
ed to  be  $100  million),  Tupperware 
retains  two-thirds  of  the  $1  billion 
U.S.  plastic  food  container  market. 
Both  Eagle  and  Rubbermaid,  howevei, 
sell  direct  to  hardware  stores  and 
supermarkets. 

Indeed,  streamlining  its  multilevel 
and  bogged-down  distribution  system 
is  Tupperware's  biggest  challenge. 
Nancy  Schmidt's  orders,  for  example, 
must  be  mailed  to  her  regional  distrib- 
utor in  Manassas,  Va.  The  distributor 
fills  the  weekly  order  from  inventory 
and  sends  it  back  to  Schmidt,  who 
then  bags  the  orders  and  drops  them 
off  at  the  home  of  the  woman  who 
hosted  the  Tupperware  party.  The 
women  who  ordered  the  products 
must  pick  them  up.  Elapsed  time: 
three  weeks. 

Equally  troubling,  Tupperware's 
party  format  bypasses  working  wom- 
en who  don't  have  the  time  or  desire 
to  go  to  one,  and  also  the  snootier 
types  who  feel  they  are  above  such 
suburbanisms.  One  solution:  lunch- 
time  office  Tupperware  parties  and 
product  displays. 

Jackson's  marketing  strategy  is 
aimed  at  those  problems.  There  is 
now  a  toll-free  number  to  link  cus- 
tomers to  a  local  dealer  who  will  send 
them  a  32-page  color  catalog.  The  cat- 
alog has  already  reached  30  million 
people,  or  one-eighth  of  the  total  pop- 
ulation. Sad  to  say,  however,  Tupper- 
ware has  opted  for  a  chintzy-looking 
catalog  printed  on  flimsy  paper.  Color 
reproduction  is  poor  and  the  pam- 
phlet looks  like  an  advertising  throw- 
away.  It  will  have  a  tough  time  com- 
peting against  the  far  slicker  and  more 
attractive  efforts  of  L.L.  Bean  and  Wil- 
hams-Sonoma. 

Jackson,  however,  is  also  deter- 
mined to  boost  consumer  awareness. 
In  the  last  three  years  Tupperware  has 
spent  more  than  $30  million  on  na- 
tional advertising,  on  print  ads  in 
such  publications  as  McCall's  and  La- 
dies Home  Journal,  plus  a  TV  commer- 
cial made  by  Kobbs  &  Brady  in  Chica- 
go. To  try  to  get  products  to  custom- 
ers faster,  Jackson  is  spending  $60 
million  to  build  new  warehouses,  in- 
cluding a  major  distribution  center  in 
Hemingway,  S.C.  He  has  also  varied 
Tupperware's  traditional  product 
mix,  adding  such  nonkitchen  prod- 
ucts as  a  $13.98  traveling  desk,  drawer 
organizers  at  $8.98  and  a  plastic  carry- 
ing case  for  $11.98.  For  the  kids,  he's 
added  a  yellow  school  bus,  a  stencil 
set,  a  crayon  holder  and  a  boxed  set  of 
six  books  to  the  company's  20-item 
TupperToy  line. 


A  LIST  OF  THE  COMPANIES 
WHICH,OVER  THE  LONG  HAUL, HAVE 
MADE  MORE  MONEY  FOR 
POLICYOWNERS  THAN  WE  HAVE. 


For  years,  A.M.  Best  Co.  has  been 
recognized  as  the  life  insurance  industry's 
performance  rating  authority. 

Recently,  in  their  annual  review  of 
dividends  paid  on  life  insurance  policies 
(20-year  net  cost  for  a  $10,000  policy  issued 
to  a  35-year-old  male) J  they  reported  what 
they  have  every  year  since  the  study  began: 
Northwestern  Mutual  Life  is  the  dividend 
performance  leader.  In  sales  illustrations 
other  companies  may  appear  to  be  better, 
but  no  one  makes  as  much  money  for  its 


policyowners  as  Northwestern  Mutual  Life. 

It's  that  kind  of  performance  that's  given 
our  policyowners  the  best  overall  protection 
and  value  per  premium  dollar. 

And  something  to  keep  in  mind  when  a 
Northwestern  Mutual  agent  calls  you  about 
your  future. 

Northwestern 
Mutualtite6 

The  Quiet  Company.'  Where  actions  speak 
louder  than  words. 


1  Best's  Review  December  1986  20  year  Dividend  Comparisons  -01987  The  Northwestern  Mutual  Life  Insure 


npany,  Milwaukee.  Wisconsin 


IT  is  ITT  AUTOMOTIVE,  the  dynamic  auto- 
motive products  group  of  the  ITT  Corporation. 
ITT  Automotive  is  recognized  as  an  industry 
leader  creating  innovative  products.  Like  a 
revolutionary  new  integrated  traction  control 
and  anti-lock  braking  system  that  dramatically 
improves  driving  performance  and  safety. 

With  79  state-of-the-art  plants  in  12  countries 
and  29,000  imaginative  employees,  11*1  Auto- 
motive has  the  ability  to  put  an  idea  down  on 
paper  and  the  technological  expertise  to  turn  it 
into  reality. 

That  has  helped  ITT  Automotive  contribute 
over  $2  billion  to  a  total  ITT  revenue  of  $17.4 
billion  in  1986. 

And  has  helped  make  ITT  a  driving  force  in 
the  industry. 


IT  is  ITT 

BUILDING  BUSINESSES  INTO  LEADERS 


Call  it  back  to  the  basics:  better 
advertising,  improved  distribution,  a 
broader  product  mix.  Jackson  has 
even  made  the  Tupperware  sales  job 
more  attractive  by  offering  health  in- 
surance benefits,  plus  bonuses  rang- 
ing from  grandfather  clocks  to  new 
automobiles.  As  a  result,  the  work 


force  has  climbed  to  90,000. 

There  are  no  guarantees.  Tupper- 
ware's  basic  business  is  flat — its  ma- 
)or  growth  is  coming  from  microwave 
products,  a  reflection  of  the  fact  that 
microwave  ovens  are  now  in  more 
than  half  of  American  homes.  Distri- 
bution costs  remain  high. 


However,  Tupperware's  product 
quality  and  lifetime  guarantee  are 
clearly  powerful  magnets.  Even  pow- 
erful enough,  it  seems,  to  overcome 
sluggish  distribution,  a  resistance 
among  women  to  door-to-door  sales- 
people and  some  fairly  routine  mar- 
keting solutions.  ■ 


In  1940  a  1 7 -year-old  bodybuilder  mim- 
eographed a  12-page  newsletter  and  sent  it 
to  400  subscribers.  Today  Joe  Weider  runs 
a  $200  million  fitness  empire. 

Marketing 
muscle 


By  Lisa  Gubernick 


Weider  Health's  Allan  Dalfin  (left)  and  Joe  Weider 
More  than  sheer  brawn. 


Alan  Levenson 


At  64,  publisher  Joe  Weider  al- 
most certainly  has  the  most 
i  powerful  handshake  in  the 
magazine  business.  Surely  he's  the 
only  magazine  publisher  who  has  ever 
placed  in  the  top  five  in  a  Mr.  Uni- 
verse contest.  And  even  though  that 
was  40  years  ago,  Weider  still  spends 
at  least  four  hours  a  week  pumping 
iron  in  the  gym  of  his  Hancock  Park 
home  in  Los  Angeles. 

More  than  that,  over  the  last  47 
years  Joe  Weider  has  used  his  career  as 
a  bodybuilder  to  craft  Weider  Health 
&  Fitness  Corp.,  a  privately  held 
health  products  empire  that  he  claims 
does  $200  million  (1986  revenues). 
Today  Weider's  four  publications, 
Muscle  &  Fitness.  Shape,  Flex  and  Men 's 
Fitness,  have  a  total  circulation  of  1.7 
million,  including  700,000  women, 
mostly  thanks  to  Shape.  These  readers 
pay  an  average  of  $27  a  year  to  pick  up 
the  magazines  (over  60%  of  Weider's 
magazines  are  sold  on  the  newsstand). 
They  also  buy  and  eat  at  least  $11 
million  worth  a  month,  at  wholesale, 
of  Weider  nutritional  supplements, 
all  gushingly  endorsed  in  the  maga- 
zines. There  is,  for  example,  Big,  a 
powder  that,  when  guzzled  with  milk, 
will  bulk  you  up.  It  is  described  effu- 
sively in  Flex  as  a  way  to  "put  the  new 
age  of  weight-gaining  technology  to 
work"  ($24.98  for  a  4-pound  supply). 
There  is  also  Dynamic  Muscle  Build- 
er. For  $22.98  for  2.5  pounds,  it 
supposedly  "provides  the  bodybuilder 
with  an  arsenal  of  outstanding 
nutrients." 

Along  with  the  magazines  and  food 
supplements,  Weider  moves  a  lot  of 
iron.  He  sells  a  full  line  of  exercise 
equipment,  from  the  $19.95  Solid 
Steel  Triceps  Bomber,  a  steel  bar  and 
barbell  contraption  for  developing  up- 
per arms,  to  the  more  mundane  chin- 
ning bars  and  dumbbell  sets,  weight- 
lifting  benches  and  home  gyms. 

Food-market  chains  from  Safeway 
to  General  Nutrition  Centers  sell 
Weider's  supplements,  and  national 
sporting  goods  retailers  from  Her- 
man's to  Sears  carry  his  exercise  para- 
phernalia. "Joe  Weider  has  taken  the 
marketing  out  of  the  retailers'  hands 
and  done  it  himself,"  says  Rod  Hamil- 


This  announcement  appears  as  a  matter  of  record  only. 
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ton,  vice  president  of  mer 
chandising  at  General  Nu 
trition  Centers. 
'Welder's  maga- 
zines   are  the 
best  marketing 
vehicles  available. 
Retailers  almost 
have   to   carry  his 
products  if  they're  go- 
ing to  be  in  the  health- 
products  business,  be- 
cause if  you  are  a  target  for 
his  product,  you  probably 
read  his  magazines." 

Like  Hugh  Hefner,  Joe 
Weider  has  made  his  life  into  a 
fantasy  to  which  his  readers 
also  aspire.  But  instead  of  the 
perfect  girl,  Weider  promises  the 
perfect  body.  "He  is  selling  a 
dream,"  says  Alan  Klein,  an  asso- 
ciate professor  of  sociology  and  an- 
thropology at  Northeastern  Universi- 
ty and  author  of  a  forthcoming  book 
on  bodybuilding.  "Weider  is  selling  a 
look  of  self-assurance  and  strength 
that  helps  individuals  to  overcome  a 
profound  sense  of  powerlessness.  No 
one  else  has  come  close  to  doing  what 
Weider  has  done  in  this  industry." 

Listen  to  Bob  Bason,  a  200-pound,  6- 
foot-tall  bodybuilder  who  works  as  a 
bouncer  in  Los  Angeles.  Bason  spends 
three  hours  each  day  working  out 
with  weights  at  Muscle  Beach  in  Ven- 
ice, Calif.  "I  took  Weider's  Weight 
Gainer  and  put  on  50  pounds  in  a 
year,"  says  Bason,  who  has  been  body- 
building for  two  years.  How  does  his 
new  body  make  him  feel?  "A  lot  more 
in  control  of  my  life." 

Weider,  the  son  of  a  Polish  pants 
presser,  started  working  out  when  he 
was  a  12-year-old  school  dropout  to 
defend  himself  against  bullies  in  his 
Toronto  neighborhood.  Four  years  lat- 
er he  won  his  first  weight-lifting  con- 
test. Admirers  asked  him  how  he  did 
it,  and  Weider  figured  he  could  profit 
from  the  answers.  In  1940  he  mimeo- 
graphed 400  copies  of  a  12-page  news- 
letter, Your  Physique. 

By  1977  Weider's  magazine,  then 
called  Muscle,  had  a  circulation  of 
60,000.  That  year  bodybuilding  truly 
muscled  into  the  national  conscious- 
ness, with  the  surprise  hit  movie 
Pumping  Iron  starring  Arnold  Schwar- 
zenegger, the  personable  Austrian 
with  the  awesome  body.  Weider  had 
spotted  Arnold  in  a  weight-lifting 
competition  in  Vienna  in  1967  and 
sponsored  his  first  trip  to  the  U.S. 
Suddenly  bodybuilding  was  chic — and 
Weider  had  more  clout  than  anyone 
else  in  the  business. 

Today  Joe  Weider's  marketing  ca- 
chet is  nothing  short  of  a  personality 


Three  magazines  from  Weider 
First  you  read,  then  you  buy. 

cult.  "Joe's  publications  have  kept  the 
momentum  going,"  says  Arnold 
Schwarzenegger.  "He  is  one  of  the 
major  forces  responsible  for  making 
bodybuilding  into  what  it  is  today." 

Packages  of  nutritional  supple- 
ments like  Life  Essence  (amino  acid 
capsules)  and  Fitness  (vitamins)  fea- 
ture the  bronzed  image  of  Joe  Weider 
on  the  label.  Each  is  heavily  adver- 
tised in  his  flagship  magazine,  Muscle 
&  Fitness.  Weider  describes  the  maga- 
zine as  a  catalog  for  his  products  and 
many  of  the  stories  are  laced  with 
plugs  for  them. 

But  the  magazines  are  only  the  be- 
ginning. Weider's  brother  Ben  is  both 
founder  and  chairman  of  the  Interna- 
tional Body-Building  Federation,  the 
only  organization  sanctioning  profes- 
sional contests.  The  nonprofit  IFBB- 
administered  Mr.  Olympia  contest 
(which  carries  a  $150,000  purse)  is 
officially  run  separately  from  Wei- 
der's health  products  business.  But  it 
serves  as  one  of  Joe  Weider's  most 
important  promotional  and  market- 
ing vehicles.  Think  of  it:  Joe  Weider 
sells  the  supplements,  the  exercise 
equipment  and  the  magazines  to  in- 
spire the  dreams,  and  then  his  brother 
and  business  partner  runs  the  con- 
tests that  keep  those  dreams  alive. 

With  all  that,  though  Weider  is  a 
successful  marketer,  he  is  not  a  terrif- 
ic manager  of  businesses.  By  1979  his 
company  was  losing  about  $1  million 
a  year.  Time  for  heavy  lifting:  Weider 


brought  in  Allan  Dalfin,  a  slightly 
paunchy  Canadian  who  quickly  re- 
packaged many  of  Weider's  products 
and  beefed  up  the  business  side.  Ex- 
ample: Muscle  was  re- 
named Muscle  &  Fitness 
and  took  on  a  softer 
look.  Instead  of  veiny 
Adonises,  covers  began 
featuring  powerfully 
built   young   men  of 
slightly  more  modest 
proportions,  almost  al- 
ways with  a  girl  or  two 
in  tow. 

Dalfin  also  pushed 
the  magazine's  circula- 
tion, haggling  with  dis- 
tributors to  give  the 
magazine  better  place- 
ment and  paying  for 
rack  space  by  super- 
market counters.  Re- 
sults: Since  1979  circu- 
lation has  jumped 
600%,  from  80,000  to 
560,000.  The  body- 
building industry 
(clothes,  dietary  products,  equipment) 
still  accounts  for  virtually  all  of  Mus- 
cle &  Fitness'  advertising  revenues.  As 
the  major  trade  magazine  in  the  field 
(its  closest  competitor,  New  Body,  has 
one-seventh  the  circulation),  it  main- 
tains a  tight  hold  on  advertising  pages, 
up  71%  over  1986. 

In  1981  Dalfin  and  Weider  launched 
Shape,  a  women's  magazine  that  re- 
sembles a  fitness-only  version  of  Con- 
de  Nast's  Self.  The  advertisers  include 
Reebok,  Capezio  and  Del  Monte. 

Selling  muscle  and  dreams,  of 
course,  is  not  always  problem-free.  In 
1985  Weider  agreed,  after  some  Feder- 
al Trade  Commission  prodding,  to  re- 
fund up  to  $400,000  to  purchasers  of 
two  brands  of  Weider's  pills  that 
promised  to  create  muscle — without 
steroids.  In  fact,  Weider's  products  are 
not  particularly  well  regarded  by  exer- 
cise physiologists.  "No  one  has  ever 
done  any  proper  studies  to  show  if  any 
of  these  diet  supplements  really  are 
efficacious,"  says  Dr.  Frank  Shellock, 
an  exercise  physiologist  at  Cedars-Si- 
nai Medical  Center  in  Los  Angeles  as 
well  as  a  power-lifter  himself. 

Weider's  next  move?  He's  busily 
working  on  magazines  for  one  of  the 
hottest  "new"  markets  in  the  coun- 
try: the  mature,  over-50  set.  Far- 
fetched? Not  really.  After  all,  Weider 
himself  is  64,  and  he  intends  to  serve 
as  the  icon  for  the  aging  fit.  "Advertis- 
ers used  to  think  that  bodybuilders 
were  guys  who  grew  horns  and  ate 
bananas  in  trees,"  says  Weider,  sitting 
beneath  bronze  statues  of  himself. 
"Now  they  know  better."  ■ 
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WHAT  MAKES 
ONE  MORE  COMPATIBLE 
THAN  THE  OTHER? 


FEDERAL  TAX  CREDITS. 
LOCAL  TAX  INCENTIVES. 
NO  DUTIES. 
NO  QUOTAS. 
LOW  LABOR  COSTS. 


Hewlett-Packard  computed  the  difference.  And  found  the  Com- 
onwealth  very  compatible  indeed.  That's  why  some  of  the  high- 
>lume  accessories  for  their  new  Vectra  PC  are  made  in  Puerto  Rico, 
id  stamped  Made  in  the  United  States. 

Which  means  Hewlett-Packard  didn't  have  to  compromise  their 
oduct-quality  reputation  one  bit,  while  getting  such  friendly  input 
;  a  substantial  U.S.  federal  tax  credit.  Duty-free  access  to  the  U.S. 
arket.  An  average  electronic-industry  labor  cost  of  $4. 1 1  per  hour 
ss  than  that  on  the  U.S.  mainland.  Fast  shipping  and  flying  time  to 
e  States.  Factory  space  starting  at  $1 .25/sq.  ft./yr. 

And  most  important  of  all  to  productivity-  and  quality-conscious 
)mpanies  like  Hewlett-Packard,  Puerto  Rico  has  a  highly  skilled  hi- 
ch  labor  and  management  force  that  interfaces  with  such  names 
;  Digital  Equipment,  Wang,  Lotus,  and  a  whole  island  of  U.S.  and 
ternational  manufacturers  of  everything  from  designer  clothes  to 
3cemakers. 

For  all  the  current  details,  without  obligation,  mail  in  the  coupon 
day  or  call  212-245-1200,  Ext.  437. 


Yes,  want  to  know  more.  Please  send  my  Climate  is  Right  information 
immediately. 
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□  Current  expansion  project     □  Future  expansion  planning 

Mail  to:  COMMONWEALTH  OF  PUERTO  RICO    Or  call 

Economic  Development  Administration  212-245-1200 
1 290  Avenue  of  the  Americas  Ext.  437. 


New  York,  N.Y.  10104-0092 


F0111687 
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Science  &  Technology 


Edited  by  Gary  Slutsker 


Thermo  Electrons  first  scientific  develop- 
ment was  an  economic  flop.  Then  came 
the  successes,  one  after  another. 


Serendipity 


By  William  Baldwin 


I't  was  heady  stuff  for  young 
George  Hatsopoulos,  a  Greek  who 
i came  to  the  U.S.  to  get  a  doctorate 
in  thermodynamics  from  MIT  and  to 
pursue  his  entrepreneurial  dreams. 
No  sooner  did  he  finish  his  disserta- 
tion in  1956  on  thermionics — the  pro- 
cess of  converting  heat  directly  into 
electricity  without  moving  parts — 


than  he  founded  a  company  to  cash  in 
on  his  discoveries.  Two  years  later 
newspapers  around  the  world  her- 
alded his  successful  working  model. 
The  invention  could  be  used  to  power 
satellites,  military  devices,  even  auto- 
mobiles, said  one  article.  Money 
poured  in  from  venture  capitalists  and 
the  federal  government. 

Thirty-one  years  later,  George's  giz- 
mo is  still  on  the  drawing  board.  The 


George  Hatsopoulos  of  Thermo  Electron 
"It's  an  invention  ahead  of  its  time." 


device  is  scientifically  sound  but  un- 
economic, involving  as  it  does  such 
exotic  technologies  as  liquid-metal 
cooling  and  ultrapure  fabrication. 
"It's  an  invention  ahead  of  its  time," 
says  Hatsopoulos,  now  60. 

Yet  the  company  he  started— 
Thermo  Electron  Corp.  of  Waltham, 
Mass. — is  no  failure.  Hatsopoulos  has 
transformed  his  quixotic  quest  into  a 
publicly  traded  vehicle  for  developing 
products  that  do  pay.  Exclusive  of  non- 
recurring items,  Thermo  Electron  last 
year  earned  $5.7  million  on  $315  mil- 
lion in  sales,  all  in  a  hodgepodge  of  lines 
from  powerboat  engines  to  titanium 
hip  joints,  from  chemical  analyzers  to 
high-tech  perfume  packaging.  Each  of 
these  products  can  be  traced  by  some 
convoluted  route  back  to  the  original 
thermionic  research.  "The  company 
was  built  as  a  fallout  of  this  central 
effort,"  says  Hatsopoulos. 

The  key  to  Thermo  Electron's  suc- 
cess has  been  Hatsopoulos'  ability  to 
raise  money  for  unusual  development 
projects.  Beginning  with  its  October 
1967  initial  offering,  Thermo  Electron 
has  skillfully  extracted  $254  million 
of  capital  from  Wall  Street.  Much  of 
that  capital  has  come  from  spinning 
out  minority  interests  in  Thermo's 
five  operating  subsidiaries,  in  separate 
stock  offerings.  Shareholders  of  the 
parent  company  have  done  well.  Even 
after  the  recent  crash,  they  have  aver- 
aged a  12.2%  total  annual  return  over 
the  past  20  years,  against  the  stock 
market's  9.3%.  Hatso- 
poulos' shares  are 
worth  $12  million. 

From  the  beginning 
Hatsopoulos  has 
shown  a  knack  for  lur- 
ing backers  for  his  re- 
search and  develop- 
ment projects.  Typical 
of  these  angels  is  a  con- 
sortium of  gas  utilities, 
eager  to  expand  their 
industrial  market.  In 
1965  the  group  began 
paying  Thermo  $1  mil- 
lion a  year  (now  $7  mil- 
lion a  year)  to  design 
gas-burning  metallur- 
gical furnaces,  paper- 
making  machinery  and 
heating  and  air-condi- 
tioning equipment,  all 
to  compete  with  elec- 
tric products.  Thermo 
retained  the  right  to 
market  the  products, 
which  is  just  what  it  is 
now  doing. 

Ford  Motor  teamed 
up  with  Thermo  Elec- 
tron in  1968  to  make  a 
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nd  higher  intelligence 
decided  that  small  things 
could  be  giant  and 
giant  things,  small... 


...  and  the  people  took  their 
happiness  to  extremes. 

The  Minolta  EP  415Z  with  expanded  zoom  capability.  The  widest  zoom  range 
available  in  a  copier  this  small.  Reduce  or  enlarge  your  original  from  50  to  200%. 
Auto-duplexing  makes  it  easy  to  copy  both  sides  and  frame  erase  removes  the  black 
edges  caused  by  copying  nonstandard-sized  originals.  Visit  your  Minolta  dealer  or 
call  1-800-237-8087,  ext.  415  and  bring  higher  intelligence  to  your  office. 
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Hitachi's  advances  in  medical  electronics  extend  to  automatic  blood 
chemistry  analysis,  a  Picture  Archiving  and  Communications  System, 
diagnostic  ultrasonics  and  Magnetic  Resonance  Imaging. 


Medicine  should  be  more  than  the  ability 

to  treat  or  cure.  The  best  care  and  treatment  come 

from  precise  diagnosis. 


Medical  electronics  have  brought 
marvelous  progress  to  diagnostic  medicine 
n  recent  years.  Great  strides  have  been 
made  in  biochemical  analysis,  electron 
microscopes  and  medical  information  sys- 
tems. Another  shining  example  is  the 
advent  of  imaging  equipment  which  uses 
magnetic  resonance  to  display  even  the 
most  subtle  changes  in  body  chemistry. 

Hitachi's  scientists  and  engineers  are 
now  at  work  on  an  innovative  system  which 
will  make  it  feasible  to  store,  retrieve  and 
jse  comprehensive  diagnostic  data  from  a 
wide  array  of  imaging  equipment  —  from 
:he  most  sophisticated  Magnetic 
Resonance  Imaging  units  (MRI)  to  nuclear 
medicine,  ultrasonic  scanners  and  X-ray  CT, 
:o  name  just  a  few.  This  Picture  Archiving 
and  Communications  System  (PACS) 
should  lead  not  only  to  more  precise 
diagnosis  but  also  to  formation  of  research 
and  education  information  networks  which 
jse  medical  image  data  to  the  fullest 


Hitachi  is  also  developing  highly 
advanced  electronic  microscopes  for  ex- 
ploring the  world  of  micro-fine  objects  — 
indispensable  in  basic  studies  of  medicine 
and  biology.  And  we  are  creating  medical 
equipment  such  as  an  automatic  blood 
chemistry  analyzer  and  an  information 
processing  system. 

We  link  technology  to  human  needs. 
We  believe  that  Hitachi's  advanced  tech- 
nologies will  result  in  systems  that  serve 
peoples'  needs  more  precisely  and  fully 
than  ever  before.  Our  goal  in  medicine  — 
and  communications,  energy  and 
transportation  as  well  —  is  to  create  and  put 
into  practice  innovations  that  will  improve 
the  quality  of  life  the  world  around. 


0  HITACHI 

Hitachi,  Ltd.  Tokyo,  Japan 


low-pollution  external  combustion 
engine.  Another  flop.  But  Ford's  re- 
search money  eventually  helped  put 
Thermo  into  the  business  of  making 
cogenerators.  These  supply  electricity 
to  hospitals  and  office  buildings  while 
using  waste  heat  for  hot  water  and 
space  heating.  The  cogenerator  works 
off  the  same  thermodynamic  princi- 
ple as  a  car  with  a  heater:  The  heat  is 


free,  because  you  have  to  cool  the 
engine  anyway.  Thermo's  rapidly 
growing  cogenerator  line  had  $10  mil- 
lion of  operating  income  last  year  on 
$112  million  in  sales. 

The  biggest  sugar  daddy  of  all  is  the 
federal  government.  So  far  it  has  sunk 
$27  million  into  Hatsopoulos'  origi- 
nal brainchild,  the  thermionic  genera- 
tor, but  has'  yet  to  get  back  anything 


usable.  Now,  however,  the  idea  looks 
alluring  again,  at  least  to  defense  sci- 
entists who  see  it  as  a  possible  way  to 
generate  electricity  in  outer  space. 

Hatsopoulos  has  even  involved 
Thermo  Electron  in  artificial  heart  re- 
search. In  1965  the  company  landed  a 
contract  from  the  National  Institutes 
of  Health  to  develop  radioisotope 
power  sources  for  one  early  version  of 
the  device.  That  plan  was  eventually 
abandoned  as  too  hazardous,  but 
Thermo  kept  getting  research  money 
for  various  other  aspects  of  artificial 
heart  research.  Twenty-two  years  and 
$35  million  of  federal  money  later, 
the  company  continues  to  slog  away 
at  the  development  of  a  mass-produc- 
ible heart-assist  pump. 

Fallout  inventions  are  on  the  mar- 
ket already.  Example:  a  permanently 
implantable  plastic  "button"  that 
chemically  unites  with  the  surround- 
ing skin  and  can  be  used,  among  other 
things,  to  deliver  power  to  a  mechani- 
cal heart,  or  as  a  point  of  entry  to 
exchange  fluids  for  kidney  dialysis. 

The  latest  helping  of  federal  money, 
$10  million  so  far,  is  being  used  by 
Hatsopoulos  for  the  development  of 
chemical  sniffers,  devices  that  check 
people  and  baggage  passing  through 
sensitive  locations  for  evidence  of  ex- 
plosives (see  box).  The  first  machines, 
now  in  the  prototype  stage,  will  go 
under  limited-profit  contracts  to  U.S. 
embassies.  (For  obvious  reasons,  the 
government  won't  say  where  the  ma- 
chines will  be  installed.)  With  its  de- 
velopment costs  behind  it,  Thermo 
expects  to  have  free  rein  in  the  unreg- 
ulated and  possibly  lucrative  market 
for  sales  to  airports,  foreign  embassies 
and  nuclear  power  plants.  Beyond 
that,  of  course,  lies  whatever  new  line 
of  work  Thermo  Electron  may  drift 
into  as  a  result. 

And  that  could  be  anything. 
Thermo  stumbled  into  a  now-lucra- 
tive powerboat  engine  business  be- 
cause it  wanted  some  engine  factories 
for  its  would-be  low-pollution  engine; 
now  it  is  one  of  the  nation's  largest 
makers  of  inboard  gasoline  engines.  It 
got  into  titanium  hips  because  all  that 
expertise  in  exotic  metals,  intended 
for  the  thermionic  generator,  was  go- 
ing to  waste.  With  acquisitions,  it 
built  up  a  nice  analytic  instrument 
line  to  complement  its  trace  chemical 
sensors. 

"In  technology,  things  that  have  a 
high  payoff  are  very  risky,"  says  Hat- 
sopoulos. "You  need  the  ability  to 
pursue  risky  ventures  and  yet  not  risk 
the  company."  If  that  means  pursuing 
a  lot  of  little  things  instead  of  one  big 
thing,  so  be  it — especially  if  the  one 
big  thing  never  panned  out.  ■ 


The  chemical  nose 


The  latest  contraptions  from 
Thermedics,  a  publicly  traded 
72% -owned  subsidiary  of  Thermo 
Electron,  are  sniffers.  These  ma- 
chines detect  traces  of  explosives, 
cocaine  and  other  things  that  peo- 
ple are  not  supposed  to  be  carrying. 
Some  other  companies  are  working 
on  sniffers,  but  the  competition  to- 
day is  mainly  from  dogs.  Wall 
Street  is  betting  heavily  on  the 
chemists.  Thermedics,  which 
turned  profitable  only  this  year, 
has  enjoyed  a  doubling  of  its  stock 
since  1983. 

What  does  bomb-sniffing  have  to 
do  with  thermodynamics,  Thermo 
Electron's  original  theme  song? 
Thermodynamics,  the  science  of 
converting  heat  into  work,  took 
the  company  into  automobile  en- 
gines. The  trail  then  led  to  instru- 
ments that  measure  auto  pollu- 
tion, in  particular,  nitrogen  oxides. 
Thermo  developed  an  instrument 
that  can  detect  amounts  as  small 
as  a  few  parts  per  billion. 

Sniffing  another  market,  the 
company's  scientists  noticed  that  a 
nitrogen/oxygen  pair  also  shows 
up  in  drugs  used  to  treat  angina, 
such  as  nitroglycerin.  To  win  a 
contract  from  a  drug  company, 
Thermo  refined  its  pollution  meter 
to  detect  trace  amounts  of  nitro- 
glycerin in  blood. 

It  happens  that  the  chemistries 
of  angina  drugs  and  explosives 
overlap.  Nitroglycerin,  for  exam- 
ple, is  the  active  ingredient  in  dy- 
namite. Why  not  use  expertise 
gained  from  the  drug  research  to  go 
into  a  new  line,  bomb  detection? 
David  Fine,  a  veteran  analytical 
chemist  with  Thermo  Electron 
since  1972,  set  about  trying. 

Dynamite,  as  it  turns  out,  is 
easy,  since  it  gives  off  a  lot  of  nitro- 
glycerin fumes.  Dogs  can  find  dy- 
namite. They  have  a  much  harder 
time  with  trinitrotoluene  (TNT), 
however,  and  they  are  useless 
against  the  plastic  explosives  fa- 
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Thermedics  David  Fine  with  sniffer 
His  biggest  competition  is  dogs. 


vored  by  sophisticated  terrorists. 
Pentaerythritol  tetranitrate 
(PETN),  for  example,  is  a  versatile 
chemical  that  can  be  used  to  treat 
heart  conditions — or  to  blow  a  hole 
in  the  side  of  an  airplane. 

To  detect  relatively  nonvolatile 
chemicals  like  PETN,  which  give 
off  only  a  few  parts  per  trillion, 
Fine  had  to  crank  up  the  sensitivity 
of  his  instrument.  The  chemical 
trick  is  the  same,  though:  All  ex- 
plosives have  a  telltale  unit  of  ni- 
tric oxide.  (Detectors  for  cocaine, 
heroin  and  morphine  are  more 
complicated,  but  among  other 
things  they,  too,  look  for  nitrogen 
occurring  in  a  certain  arrangement 
with  other  atoms.) 

A  major  challenge  was  avoiding 
false  alarms.  "If  I  have  a  machine 
that  can  pick  up  a  single  molecule 
of  explosive  but  also  picks  up  per- 
fumes and  body  odors,  it  will  be 
useless  as  a  bomb  detector,"  says 
Fine.  False  alarms  are  a  problem 
with  certain  competing  sniifers, 
which  can  react  to  artificial  musk 
scents,  dry  cleaning  solvents  and 
even  ski  boots.  And  dogs  are  noto- 
rious for  false  alarms.  They  react  to 
pastrami  sandwiches  if  they're 
hungry. — W.B. 
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REAKTHROUGH: 

IELPING  COMPUTER 
PROGRAMMERS  MAKE 
AST  AND  STEADY 
PROGRESS. 

ntil  now,  manual  skills  were  a  big  part  of  writing  complicated 
)mputer  programs.  They  required  a  major  investment  in  time, 
fort  and  money — and  days  of  boredom  for  the  applications 
^signer. 

McDonnell  Douglas  information  systems  specialists 
?veloped  a  way  to  end  the  dull,  turtle-speed  tedium 
rmerly  necessary  for  good  programs.  Their  software 
taps  out  the  best  program  path  and  selects  routine 
)inputer  instructions. 

The  result  is  a  working  program  that  emerges 
ith  hare-like  speed  and  is  ready  to  use,  allowing 
)plication  systems  designers  to  fully  concentrate 
i  the  special  characteristics  of  the  project. 
This  breakthrough  is  called  ALL — Application 
mguage  Liberator.  Designers  like  it  because  it 
ts  mem  try  out  ideas  in  prototype  programs, 
jickly  and  easily,  selecting  only  the  best, 
lanagements  like  it  because  it's  faster, 

leaper  and  yields  better  results.  .  ?, 

We're  making  breakthroughs  that  add 
ilue  and  quality  to  information  ^111^^^ 
stems  serving  the  people  of  $  *         ^  '  *8|k?' 

e  world.  -0Mk- 
We're  McDonnell  Douglas. 

ir  more information,  write: 

JL,  McDonnell  Douglas,  *f 
).\  11526,  St.  Louis,  AlO  63178  WktiT     /yT  <W 
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"I  need  a  simple  office  phone!' 

"I  need  a  large 

telecommuni 

"I  need  voice  only" 

"I  need  voice  and 

"I  need  digital  sw 

"I  need  transmission 

WI  need  tie  lines? 

1  need  WATS 


"One  company 
can  handle  all  your 
telecommunications 
needs?  GEE!" 

(No,  GTE!) 

Perhaps,  right  now,  you  have  only  one 
small  need.  Then  again,  you  may  need 
your  entire  telecommunications  system 
revamped. 

Whatever  the  situation,  you  can  count 
on  your  GTE  account  manager  to  solve 
your  every  problem. 

If  you  do  need  a  new,  updated  system, 
first  we'll  make  a  complete  audit  and  anal- 
ysis of  your  current  one.  Then,  with  the 
help  of  experts  in  all  the  various  tele- 
communications areas,  we'll  develop  a 
communications  management  plan  spe- 
cifically tailored  to  your  business  needs. 

The  plan  will  include  recommenda- 
tions for  local  telephone  services,  office  sys- 
tems (including  office  automation  equip- 
ment ) ,  and  any  complementary  communi- 
cations services  that  should  be  considered 
(cellular  mobile  phones,  radio  paging, 
etc.). 

After  the  plan  is  implemented,  your 
GTE  account  manager  will  continue  to 
stay  in  touch  with  you.  Helping  you.  Ad- 
vising you.  Keeping  you  one  step  ahead. 

Call  1-800-GEE-NO-GTE 


Science  & 
Technology 


Ceramic  engines  in  automobiles?  Dorit 
laugh.  The  Japanese  certainly  aren 't 


Deja  vu- 
yet  again 


By  Jason  Zweig 


Bizarre  as  the  idea  sounds,  en- 
gineers think  the  best  way  to 
build  a  car  engine  is  to  make  it 
out  of  clay.  In  major  automotive  re- 
search centers  around  the  world,  that 
is  precisely  what  they  are  trying  to  do. 
Guess  who's  ahead?  Hint:  people 
from  an  island  nation  that  sends  us 
lots  of  cars  and  TV  sets. 

To  the  Japanese,  ceramic 
turbine  engines  make  sense 
for  several  reasons.  They 
could  weigh  hundreds  of 
pounds  less  than  convention- 
al, cast-steel  internal  com- 
bustion engines,  would  not 
require  water  or  air  cooling 
systems  and  could  get  fuel 
economy  of  better  than  43 
miles  to  the  gallon. 

U.S.  engineers  have  been 
working  toward  ceramic  tur- 
bines for  at  least  20  years, 
without  producing  so  much 
as  a  single  commercial  auto 
part.  In  sharp  contrast,  Japa- 
nese carmakers  are  actually 

putting  ceramics  into  pas-  

senger  cars,  then  emphasizing  that 
fact  to  consumers  as  a  major  selling 
point.  Since  technological  innova- 
tions draw  bigger  crowds  at  Japanese 
auto  shows  than  do  pretty  models, 
stressing  such  advances  is  a  smart 
marketing  strategy. 

The  Japanese  have  been  gaining  ex- 
perience working  with  ceramics  in 
low-stress  applications,  such  as  in 
scissors  and  pens,  before  subjecting 
them  to  the  severe  strains  of  automo- 
bile engines.  Says  Yoshiteru  Hamano, 
senior  managing  director  of  Kyocera 
Corp.,  which  uses  ceramics  in  every- 
thing from  microchip  technology  to 
artificial  bones,  "By  developing  our 


experience  in  producing  those  ceram- 
ic objects,  we  can  increase  our  capa- 
bility of  applying  ceramics  in  another 
field." 

Japanese-made  ceramic  scissors  just 
happen  to  be  made  of  zirconium  diox- 
ide, a  ceramic  used  in  diesel  engines; 
Japanese  ceramic  pens  are  made  of 
silicon  carbide,  which  is  being  used  in 
turbine  engines. 


Ceramic  parts  for  experimental  General  Motors  car 
Technology,  not  show  girls,  draws  crowds  in 


Since  1981  Kyocera  has  supplied 
Isuzu  Motors  with  ceramic  "glow 
plugs"  to  heat  diesel  passenger  en- 
gines for  starting  on  chilly  mornings. 
By  1990  Isuzu  expects  to  finish  devel- 
opment of  a  diesel  engine  that  incor- 
porates 20  ceramic  parts.  Since  1985 
Nissan  Motor  Co.  has  been  using  ce- 
ramic turbochargers  in  the  domestic 
Japanese  version  of  its  300ZX  sports 
car.  Nissan  is  so  eager  to  integrate 
ceramics  into  its  cars  that  it  has  intro- 
duced a  ceramic  rain  sensor  that  auto- 
matically turns  on  windshield  wipers 
and  adjusts  their  speed. 

Most  of  the  funding  for  Japanese 
ceramics  research  has  been  coming 


from  private  companies,  not  the  gov- 
ernment, which  spent  less  than  $7 
million  on  research  last  year,  com- 
pared with  at  least  five  times  that 
amount  from  private  companies  and 
foundations. 

"In  Japan,"  says  Kyocera's  Hamano, 
"private  companies  are  developing  ce- 
ramics and  ceramic  engines  with 
their  own  money.  So  we  have  to  get 
the  fruit  of  research  and  development 
funding  by  commercializing  our  ce- 
ramic components.  We  have  to  be 
profitable,  because  we  use  private 
money." 

With  private  research  humming,  Ja- 
pan's Ministry  of  International  Trade 
and  Industry  earlier  this  year  stepped 
up  its  own  involvement  with  an 
eight-year,  $138  million  program  to 
help  subsidize  ceramic  turbine  re- 
search at  a  number  of  large  firms,  in- 
cluding Mitsubishi,  Nissan,  Toyota, 
Kyocera  and  Isuzu. 

What  about  American  research?  In- 
stead of  working  to  put  ceramics  un- 
der the  hood  one  piece  at  a 
time,  U.S.  engineers  have 
been  struggling  vainly  since 
the  late  1960s  to  produce  an 
entire  ceramic  engine. 

Unfortunately,  American 
prototypes  keep  shattering 
like  porcelain  figurines.  The 
problem:  The  intense  heat 
and  stress  generated  by  such 
engines  keeps  wearing  out 
the  ceramics,  which  had  nev- 
er been  perfected  in  earlier, 
low-tech  applications. 

This  has  forced  American 
researchers  to  keep  redesign- 
ing the  engines  around  the 
parts,  instead  of  the  other 
way  around.  "They  started 

  out    by    shooting   for  the 

toughest  technical  objective,"  points 
out  R.  Nathan  Katz,  who  directs  ce- 
ramics research  at  the  Army  Materi- 
als Technology  Laboratory  in  Water- 
town,  Mass. 

After  two  decades  of  U.S.  research, 
many  of  the  ceramic  parts  in  U.S. 
engines  still  cannot  survive  more 
than  100  hours  of  experimental  opera- 
tion. And  from  all  that  effort,  not  a 
single  component  has  emerged  that 
can  be  adapted  for  use  in  existing  en- 
gines. General  Motors  has  spent  more 
than  S60  million— fully  91%  of  it  pro- 
vided by  the  Department  of  Energy — 
on  ceramic  turbine  research.  But 
when  GM  offered  a  limited-edition 


turbine 
Japan. 
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>PG  builds  shareholder  value 
by  the  numbers. 


Over  the  last  10  years,  PPG 
lareholders  have  received  more 
an  a  20  percent  per  year  average 
tal  return  on  their  investment, 
his  kind  of  growth  doesn't  happen 
ridentally. 

It  happens  because,  at  PPG, 
e  plan  exactly  where  we're  going 
id  how  we're  going  to  get  there, 
epbystep.  GLOBALIZATION. 


Step# 


We  are 
committed 
to  strength- 
ening our 
domestic  core 
businesses.  But 
e  also  recognize  that  many  of  our 
ajor  markets  have  become  global 
scope.  So  we  have,  too. 

In  Europe,  for  instance,  we've 
)ne  from  nine  manufacturing  fatili- 
3S  in  1975  to  22  today.  In  Asia,  from 
le  to  five,  with  more  on  the  way. 

As  a  result,  we  expect  our 
>n-U.S.  business  to  grow  from  one- 
urth  of  our  total  sales  in  1986  to 
le-third  by  1995. 

tep 

2 

TECHNOLOGY 
H^H  Ten  years  ago,  less 
an  40  percent  of  our  business  was 


in  value-added  products.  By  1995, 
value-added  products  should  account 
for  more  than  70  percent  of  our  total 
sales  volume. 

Technology  is  the  key  to  this 
change.  A  perfect  example  is  in 
the  area  of  coatings  and  glass  tech- 
nology, where  we  are  developing 
exciting  new  products  for  tomorrow's 


world  cars. 


Step# 


NEW  BUSINESS. 


Economic 
condi- 
tions are 
changing.  Our  goal 
is  to  anticipate 
^^^^W   these  changes  and 
Bfc*^^%BB^  then  capitalize  on 
them  as  quickly  as  possible. 

Thaf  s  why  we  established  our 
new  Instrument  and  Systems  Group. 
We  believe  that  this  new  business 
unit  will  help  us  reach  our  four  per- 
cent annual  real  growth  goal.  Our 
recent  acquisitions  into  the  bio- 
medical systems  market  are  just 
the  beginning. 

We  call  our  strategy  Quality 
Growth.  And  we've  been 
doing  it  successfully  for 
years.  To  find  out  more,  call 
James  F.  Compton,  Director, 
Investor  Relations,  at  (412) 
434-2120.  Or  write  to  him  at: 
PPG  Industries,  Inc.,  One  m 
PPG  Place,  Dept.  LCM  14,       L  f 
Pittsburgh,  PA  15272. 


Introducing  the  tw 

oneart 


- 

JM 

1 

The  new  COMPAQ  DESKPRO  386/20 


The  world  now  has  two  new 
benchmarks  from  the  leader 
in  high-performance  personal 
computing.  The  new  20-MHz 
COMPAQ  DESKPRO  386/20  and 
the  20-lb.,  20-MHz  COMPAQ 
PORTABLE  386  deliver  system 
performance  that  can  rival 
minicomputers'.  Plus  they  intro- 
duce advanced  capabilities 
without  sacrificing  compatibil- 
ity with  the  software  and  hard- 
ware you  already  own. 


Both  employ  an  industry- 
standard  80386  microprocessor 
and  sophisticated  32-bit  architec- 
ture. Our  newest  portable  is  up 
to  25%  faster  and  our  desktop  is 
actually  up  to  50%  faster  than 
16-MHz  386  PC's.  But  we  did 
much  more  than  simply  increase 
the  clock  speed. 

For  instance,  the  COMPAQ 
DESKPRO  386/20  uses  a  cache 
memory  controller.  It  comple- 
ments the  speed  of  the  micropro- 


cessor, providing  an  increase  in 
system  performance  up  to  25% 
over  other  20-MHz  386  PC's.  It's 
also  the  first  PC  to  offer  an  op- 
tional Weitek™  Coprocessor  Boan 
which  can  give  it  the  performanci 
of  a  dedicated  engineering  work- 
station at  a  fraction  of  the  cost. 

They  both  provide  the  most 
storage  and  memory  within  theii 
classes.  Up  to  300  MB  of  storage 
in  our  latest  desktop  and  up  to 
100  MB  in  our  new  portable. 


It  simply  works  better. 


lost  powerful  PC's 
id  off. 


and  the  new  20-MHz  COMPAQ  PORTABLE  386 


3th  use  disk  caching  to  inject 
Lore  speed  into  disk-intensive 
iplications. 

As  for  memory,  get  up  to  16  MB 
:  high-speed  32-bit  RAM  with 
le  COMPAQ  DESKPRO  386/20 
id  up  to  10  MB  with  the  COMPAQ 
DRTABLE  386.  Both  computers 
ature  the  COMPAQ*  Expanded 
[emory  Manager,  which  supports 
te  Lotus7Intel7Microsoft*  Ex- 
inded  Memory  Specification 
i  break  the  640-Kbyte  barrier. 


With  these  new  computers 
plus  the  original  COMPAQ 
DESKPRO  386™,  we  now  offer 
the  broadest  line  of  high- 
performance  386  solutions. 
They  all  let  you  run  software 
being  written  to  take  advantage 
of  386  technology.  And  to  prove 
it,  from  now  until  December  31, 
1987,  we're  including  Microsoft* 
Windows/386  Presentation  Man- 
ager free  with  your  purchase  of 
any  COMPAQ  386-based  PC. 


It  provides  multitasking  capabil- 
ities with  today's  DOS  applica- 
tions to  make  you  considerably 
more  productive.  But  that's  just 
the  beginning.  For  more  infor- 
mation, call  1-800-231-0900, 
Operator  43.  In  Canada,  call 
416-733-7876,  Operator  43. 


Intel,  Lotus,  Microsoft,  and  Weitek  are 
trademarks  of  their  respective  companies. 
©1987  Compaq  Computer  Corporation. 
All  rights  reserved. 


comma 


Buick  Regal  with  a  turbocharger  earli- 
er this  year,  its  supplier  had  to  use 
Japanese-made  ceramic  parts  pur- 
chased from  Kyocera. 

Other  U.S.  automakers?  Chrysler 
abandoned  ceramic  turbine  research 
during  its  travails  in  the  late  1970s, 
and  Ford  Motor  Co.  dropped  its  ce- 


ramic turbine  development  project  in 
August  after  16  years  of  work.  All 
three  U.S.  carmakers  are  still  strug- 
gling to  perfect  components  for  lower- 
stress  diesel  engines. 

Laments  Gene  Helms,  manager  of 
turbine  research  at  General  Motors' 
Allison  plant  in  Indianapolis:  "We 


need  development  programs  that  fo- 
cus more  carefully  on  what  can  actu- 
ally be  sold,  a  step  at  a  time,  in  the 
market.  I  think  the  Japanese  are  excel- 
ling at  that,  which  is  why  we're  seeing 
practical  applications  of  technology 
move  ahead  more  rapidly  there  than 
here."  ■ 


Consumer  electronics  manufacturers  are 
churning  out  lots  of  new,  high-tech  toys. 
Too  bad  you  cant  buy  them. 

The  year  the  feds 
stole  Christmas 


By  Zoran  Lazarevic 


T|his  holiday  season  will  offer 
plenty  of  new  gift-giving  ideas 
in  electronic  home  entertain- 
ment— but  there  are  two  new  prod- 
ucts that  Americans  just  can't  have. 
Gripped  with  regulatory  zeal,  Wash- 
ington is  once  again  getting  in  the 
way  of  the  free  market's  spread  of  new 
consumer  technologies. 

One  is  digital  audio  tape,  the  latest 
innovation  in  home  audio  equipment. 
The  technology  delivers  the  sound 
quality  of  compact  disk  play- 
ers but  offers  the  added  abili- 
ty to  record.  Because  it  uses 
digital  technology,  every  re- 
cording has  essentially  the 
quality  of  a  master. 

Sony  and  seven  other  Japa- 
nese manufacturers  have 
been  selling  digital  tape  re- 
corders in  their  home  market 
since  spring  at  prices  from 
$  1 ,400  on  up.  But  in  the  U.S.  ? 
Nothing  doing. 

Though  digital  tape  record- 
ers are  superior  to  anything 
on  the  market  and  would  un- 
doubtedly be  a  hit  with  con- 
sumers, most  foreign  manu- 
facturers do  not  want  to  get 
involved  in  importing  them. 
Why?  Thank  the  U.S.  record 
industry,  which  has  been 
pounding  home  the  message 
in  Congress  that  digital  tape 
recorders  will  hurt  sales  of 


records  and  compact  disks,  as  well  as 
violate  copyrights  by  promoting  pira- 
cy. Now  companies  are  afraid  to  go 
near  digital  tape  devices.  One  excep- 
tion: Marantz  Co.  of  Chatsworth, 
Calif.,  which  will  begin  importing  the 
machines  early  next  year  unless  Con- 
gress tells  it  to  stop. 

In  its  fight  against  digital  tape,  the 
record  industry  is  using  the  same  stu- 
pid argument  the  film  industry  threw 
at  Congress  a  few  years  back  regarding 
videocassette  recorders.  The  result? 
U.S.  manufacturers  were  stalled  from 


entering  what  is  now  a  $5.5  billion 
industry  dominated  by  the  Japanese. 

History  is  repeating  itself  with  digi 
tal  tape  recorders.  At  Congress'  re- 
quest, the  National  Bureau  of  Stan- 
dards is  looking  at  ways  to  prevent 
digital  recorders  from  copying  com- 
pact disks.  Yet  some  electronics  nerd 
in  Osaka  or  Taipei  will  surely  find  a 
way  around  whatever  the  bureau 
comes  up  with  anyway. 

What's  happening  with  digital  tape 
is  also  happening  with  dual-deck  vid- 
eocassette recorders,  which  let  you 
record  from  a  videotape  using  one  ma- 
chine. Demand  for  these  machines  is 
projected  to  be  enormous,  but  nobody 
is  manufacturing  them  in  the  U.S. 
Why  not?  Blame  lobbying  in  Congress 
from  Hollywood  movie  studios, 
which  claim  that  dual-deck  cassettes 
are  the  devil's  own  handiwork.  As 
movie  men  see  things,  consumers 
will  rush  to  video  stores,  copy  a  cas- 
sette of,  say,  Platoon,  onto  a  blank, 
then  never  rent  the  cassette  again. 

Go-Video  Inc.  of  Scottsdale,  Ariz, 
is  a  publicly  held  consumer  electron- 
ics startup  that  wants  to  build  dual- 
deck  cassette  recorders  out  of  im- 
ported components.  The  firm  has 
assembled  a  prototype,  but  Japanese 
manufacturers  of  the  necessary  com- 
ponents refuse  to  sell  them  to  Go- 
Video,  claiming  they  are 
afraid  of  a  run-in  with  the 
film  industry  lobby  in  Con- 
gress. In  1984  Sharp  Corp. 
succumbed  to  pressure  from 
the  movie  industry  and 
quickly  yanked  its  dual-deck 
VCRs  from  stores  after  a  suc- 
cessful marketing  test  in,  of 
all  places,  Saudi  Arabia. 

Go- Video  Chairman  Chris- 
topher McNaughton  says 
the  Japanese  simply  don't 
want  new  competition  and 
he  is  suing  the  Motion  Pic- 
ture Association  of  America 
for  conspiring  with  Japanese 
manufacturers  to  keep  the 
new  VCRs  out  of  the  U.S. 

Despite  all  the  lobbying, 
there's  little  doubt  that 
American  consumers  will 
eventually  be  free  to  buy 
both  of  these  new  gadgets. 
Just  not  this  Christmas.  ■ 
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J  a  postage 
meter  by 
phone. 


uppose  we 
invented  a 


way  to  refill 


Run  that  by  again? 

Ma  il  room  managers  call 
up  and  get  their  meters 
refilled.  They'd  never  have 
to  go  out  in  the  rain  to  the 
post  offiee. 

The  ones  I  know  would  really  go 
for  that.  How  do  we  do  it? 

We  build  a  new  kind  of 


meter  with  a  little  brain  in 
it.  They  need  postage,  they 


eall  us  at  Pitney  Bowes,  get  a 


eode  number,  punch  it  up 
on  their  meter,  the  meter's 
filled  and  ready  to  go. 


The  whole  process  takes  two 
minutes.  Can  we  do  it? 

I'll  bet  we  can. 

Can  we  get  a  go-ahead  from  our 
management? 


No  problem.  Let's  do  it  . 


A  climate  that  grows  ideas 


Dp  Pitney  Bowes 


POSTAGE AlkPHONE 


For  details  call 
1-800-MR  BOWES,  ext.  361. 


FREE  INFORMATION  FOR  READERS  OF  FORBES! 


The  advertisers  listed  here  want  to  make  information  available  to  readers  of 
FORBES.  For  the  type  of  information  available,  see  the  categories  below.  To  obtain 
information,  see  the  adjoining  page. 


Products/Services  Information 


1 .  AEG  Corporation 

2.  Anacomp 

3.  The  Boston  Company — Boston 
Safe  Deposit  and  Trust  Company 

4.  Broken  Hill  Proprietary  Co.,  Ltd. 

5.  CFM  International 

6.  Canon  U.S.A.,  Inc. — Copier  Division 

7.  Dale  Carnegie  &  Associates,  Inc. 

8.  Chicago  Mercantile  Exchange 

9.  Chubb  Group  of  Insurance 
Companies 

*10.  CIGNA  Corporation 

11.  Comex — Moody's  Investment- 
Grade  Corporate  Bond  Index 
Futures 

12.  DataTimes 

13.  Dean  Witter 

14.  Eagle's  Nest  Homes 

15.  Eastman  Kodak  Company 

16.  Exploration  Society  of  America 

17.  Guest  Quarters  Suite  Hotels 

18.  Harris/3M  Document  Products,  Inc. 

19.  Hartmann  Luggage  Company 


20.  Hazel,  Inc. 

21 .  Honeywell  Bull  Inc. 

22.  Inn  at  Spanish  Bay 

23.  InteCom  Inc. — Integrated  Voice/ 
Data  Switching  Systems 

24.  Japan  Air  Lines 

25.  La  Mancha  Private  Villas  &  Court 
Club 

26.  The  Lancaster  Hotel 

27.  Lark  Luggage 

28.  Leaseway  Transportation 

29.  McDonnell  Douglas 

30.  Management  Recruiters 

31 .  Mead  Paper 

32.  Minolta  Corporation 

33.  Morgan  Stanley  Pierpont  Fund 

34.  NEC— Multispeed 

35.  The  New  England 

36.  NordicTrack — The  Jarless  Total 
Body  Cardiovascular  Exerciser 

37.  Northwestern  Mutual  Life  Insurance 
Company 

38.  Olympia  USA  Inc. 


39.  Olympic  Sales  Co. 

40.  Oppenheimer  &  Co.,  Inc. — Keog 

41.  PIP  Printing 

42.  Peterbilt  Motors  Company 

43.  Pitney  Bowes  Corporate 

44.  Professional  Coin  Grading  Servi 

45.  RCA  Consumer  Electronics  Divi: 

46.  Regent  International  Hotels 

47.  Ricoh  of  America,  Inc. 

48.  San  Francisco  Embroidery  Worl- 

49.  Sheraton  World  Wide  Directory 

50.  Sofitel  Hotels 

51 .  South  African  Airways 

52.  Stewart  &  Stevenson  Services,  I 

53.  Tandy/Radio  Shack 

54.  Toshiba  Consumer  Products 

55.  Twentieth  Century  Investors,  Inc 

56.  Xerox  Copiers 

57.  Xerox  Financial 

58.  Zenith  Data  Systems 


Annual  Reports 

59.  Affiliated  Publications,  Inc. 

60.  ALLTEL  Corporation 

61.  Ameritech 

62.  AMETEK,  Inc. 

63.  Computer  Task  Group  Inc. 


64.  Eaton  Corporation 

65.  Huntington  Bancshares,  Inc. 

66.  ICI 

67.  PPG  Industries,  Inc. 


68.  Parker  Hannifin  Corporation 

69.  Phillips  Petroleum  Company 

70.  Teleflex,  Inc. 

71 .  United  Telecommunications,  Inc 


Area  Development  Information 

72.  Discover  Columbus  74.  Oklahoma  Gas  and  Electric 

73.  Netherlands  Foreign  Investment  Company 

Agency  75.  Scottish  Development  Agency 


t  MUMBtY  SL/GOCST 


u're  selling  a  luxury  product,  you  are  the  prospect  your  advertising  should  be  trying  very  hard 
;ach. 

You're  upscale  and  upstyle.  But  you're  always  up  in  the  air,  always  a  moving  target. 
And  the  way  to  reach  successful,  peripatetic  targets  like  you  is  to  catch  them  with  their  seat 
5  fastened— looking  for  something  to  do. 

Every  issue  of  Vis  a  Vis  reaches  over  5  million  people  and  74%  of 
e  people  are  professionals  and  managers. 

So  start  running  your  ads  in  Vis  a  Vis,  the  magazine  that's  up  in  the 
is  often  as  you  are. 

Call  Charles  Mandel,  Associate  Publisher,  at  East/West  Network 
)  888-5900  and  tell  him  you'd  like  to  start  talking  to  yourself— and 
ions  of  other  successful  people. 

AND  JELL mOME 

/is  is  one  of  a  network  of  magazines  designed  to  deliver  messages  to  affluent  Americans  while 
ravel.  The  East/West  Network:  Vis  a  Vis  (United),  Eastern  Review,  Northwest,  TWA 
ssador,  Pan  Am  Clipper,  Southwest  Spirit. 

»/flCt  Wohimrl     l,v       U  Cot  Hot  Qtroot     Mour  Vnt-I/     MV  indT)        OHI  888^0(10 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


Is  there  a  South  Bend  Truck-Oreno  Butter- 
fly lure  in  your  tackle  box?  Dont  fish  with 
it.  It  may  be  worth  a  trip  to  the  Caribbean. 


Lured  in 


By  Jeffrey  A.  Trachtenberg 

YP  our  father  takes  you  fishing 
as  a  kid,  you  remember  those 
moments,  and  you  want  to  keep 
the  memories,"  says  Richard  Oliver, 
auctioneer  at  Richard  W.  Oliver  Auc- 
tion Gallery,  Kennebunk,  Me.  "One 
wealthy  stockbroker  told  me  that  a 
lure  we  were  selling  was  the  first  one 
he'd  owned  as  a  kid.  It's  that  kind  of 
thing." 

It  is  out  of  such  nostalgia  that  col- 
lecting frenzies  are  born.  Remember 
what  happened  with  duck  decoys? 
Now  it's  old  fishing  gear.  Says  Oliver: 
"When  we  held  our  first  antique  fish- 
ing tackle  sale  three  years  ago,  we  did 
$75,000;  the  next  year  we  did 
$135,000,  and  this  past  July  we  did 
$276,000."  Within  a  few  years  he 
thinks  he  will  do  over  $500,000.  "The 
duck  decoy  people  are  moving  in,"  he 
notes.  (Decoys  have  already  become 
so  sought-after  that  last  year  Oliver 
sold  one  for  $319,000.) 


1 

Paw  Paw  Wotta-Frog 

Phoios  bv  Brad  Trc nl/Dot 


Collector  Bob  Lang 
Now  who's  hooked? 


Heddon  Limy  Frog 


But  while  prices  of  old  fishing  gear 
are  rising,  even  the  collector  on  a  bud- 
get can  still  find  plenty  to  choose 
from.  Thumb  through  the  catalog 
from  Oliver's  recent  two-day  sale.  A 
salmon  reel  made  by  Edward  Vom 
Hofe,  a  19th-centuiy  master,  sold  for 
$825.  A  bobber  salesman's  box  con- 
taining 18  hand-painted  cork  and 
wood  floats  fetched  $2,400.  A  7-foot, 
two-piece  Orvis  Superfine  rod,  circa 
1960,  complete  with  original  bag  and 
labeled  tube,  brought  $350.  One  col- 
lector paid  $8,400  for  a  lure  described 
as  an  "extremely  rare  and  early  Has- 
kell Minnow." 

Although  some  collectors  fancy 
creels,  catalogs,  advertisements, 
hand-carved  fish  and  fishing  books, 
the  real  action  is  in  lures,  rods  and 
reels.  Here  are  a  few  basic  facts 
about  each: 

•  Fishing  lures:  It  wasn't  until  1852 
that  the  first  patented  commercial 
lures  appeared  in  the  U.S.  Legend  has 
it  that  as  a  lad  in  Vermont,  Julio  T. 
Buel  dropped  a  spoon  overboard  while 
eating  some  cherry  pie.  As  Buel 
watched  it  drop,  a  trout  grabbed  the 
spoon  and  launched  an  industry.  Soon 
Buel  was  making  what  he  called 
spoon  lures  and  received  the  first  U.S. 
patent  on  a  spinner  bait. 

Other  early  fishing  tackle  manufac- 
turers include  the  Pfleuger  Co.,  which 
began  life  as  the  American  Fish  Hook 
Co.  in  1864,  and  James  Heddon  & 
Sons,  which  began  selling  plugs  com- 
mercially in  1901.  James  Heddon 
started  his  business  after  handcarving 
some  lures  for  private  use.  A  folksy 
legend  attaches  to  Heddon's  start,  too. 
While  waiting  for  a  friend  to  go  fish- 
ing, they  say,  he  discarded  into  a  pond 
a  piece  of  wood  he  was  whittling.  A 
hungry  bass  attacked  it,  and  Heddon 
was  in  business.  One  of  Heddon's 
handcarved  frogs  fetched  $5,000  at 
the  1985  Oliver  auction. 

Part  of  the  fun  of  collecting  lures  is 
dating  them.  Collectors  consult  old 
catalogs  or  examine  the  hardware  that 
holds  the  hooks  in  place.  (Techniques 
and  materials  changed  over  the  years.) 


Heddon  Dowagiac  Minnow  #150 


ion 
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Phuto-.  in  Brad  Trent/Da 


An  early,  rare  Haskell  Minnow  lure  in  Bob  Lang's  collection 
What's  it  worth  at  auction?  Would  you  believe  $8,400? 


The  names  are  as  fanciful  as  the 
ires  themselves.  Heddon  made  Gi- 
lt Flaptails  and  Zig-Wag  Juniors, 
red  Arbogast  made  Jitterbugs  and 
ula  Poppers.  South  Bend  Bait  Co. 
lade  a  Bass-Oreno.  Paw  Paw  Bait  Co. 
roduced  a  Weedless  Wow  (a  frog  with 
lbber  legs). 

Condition  counts:  Unchipped  lures 
i  their  original  boxes  are  most  desir- 
ile.  But,  oddly  enough,  the  lure's 
)ility  to  attract  fish  doesn't  mean 
mch.  Not  that  anyone  who  pays 
700  for  a  South  Bend  Truck-Oreno 
ire  would  dare  cast  it  into  a  favorite 
iss  pond  to  find  out. 

•  Fishing  reels:  There  are  two  eate- 
ries of  collectible  reels,  bait-fishing 


Creek  Chub  Wiggler 


reels  and  fly-fishing  reels.  The  most 
desirable  bait-casting  reels  were  hand- 
made between  1810  and  1875,  mainly 
in  Kentucky.  The  important  names 
are  George  Snyder,  Meek  and  Milam. 
Later  bait-casting  reels  popular  with 
serious  collectors  include  those  made 
by  Edward  Vom  Hofe,  Talbot  and 
Gayle.  "I  rate  reels  mechanically  and 
aesthetically,"  says  Steve  Vernon, 
who  has  written  a  book  about  the 
subject.  "Corrosion  can  be  cleaned 
within  reason.  If  there  are  parts  miss- 
ing, it  detracts  considerably  from  the 
value." 

Among  the  best  fly  reels  are  those 
made  by  Billinghurst,  which  patented 
the  first  fly  reel  in  1859,  and  by  Ed- 


/II . 


Shakespeare  Revolution 


ward  Hewitt,  a  famous  fishing  writer 
who  made  two  dozen  by  hand. 

Note  that  a  good  name  alone 
doesn't  mean  a  reel  is  worth  big  mon- 
ey. For  example,  a  Meek  44  fly  reel 
brings  $5,000  or  more;  a  Meek  55  is 
worth  only  $100.  "The  difference  is 
that  the  44  wasn't  made  for  very  long, 
and  it  is  exceptionally  handsome," 
says  Vernon.  "The  Meek  55  went  into 
mass  production." 

•  Fishing  rods:  Fly  rods  attract  the 
most  collectors.  The  best  were  crafted 
by  such  makers  as  H.S.  Gillum,  Jim 
Payne  and  H.L.  Leonard.  An  8-foot-5 
H.S.  Gillum  two-piece,  two-tip  rod, 
made  in  1957,  sold  for  $1,900  at  Rich- 
ard Oliver's  auction  this  year.  A  rare 
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Heddon  Game  Fisher 

T     SHERATON     LITTLE     THINGS     MEAN     A     LOT.    AT     SHERATON  L 
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Some  Things 
In  Life  Are 
Irreplaceable 


t.  Shortly  after  check-out  time  one  moming,  a  Sheraton 

^  employee  found  a  doll  lying  under  a  chair  in  room  304. 

At  many  hotels,  the  doll  probably  would  have  wound  up 
in  the  lost-and-found  box.  But  not  at  Sheraton. 

< 

Instead,  the  Sheraton  people  checked  their  records  and 
o  discovered  that  a  little  girl  and  her  family  had  been  staying  in 

room  304.  And  in  no  time  at  all,  the  doll  was  on  her  way  home. 

Our  only  regret  was  that  we  couldn't  be  there  for  the 
<  happy  reunion. 

^  Taking  that  extra  step  to  please  every  guest — even  one 

who's  already  checked  out — is  what  every  Sheraton  employee 

o  has  been  trained  to  do. 

You'll  find  that  we'll  offer  to  pour  you  another  cup  of 

*  coffee  before  you  ask  for  it.  Or  hand  you  those  extra  towels 

with  a  smile. 

t  Because  while  the  basics  are  important  in  the  hotel 

*Z  business,  the  people  at  the  more  than  500  Sheratons  in  62 

countries  never  forget  that  little  things  mean  a  lot. 
o  Call  Sheraton  at  800-325-3535.  Or  call  your 

travel  agent.  And  let  us  prove  it  to  you.  1§J 
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For  Reservations  At  These 
And  Other  Fine  Sheraton  Hotels  Call 

800-325-3535 

Or  CallYourTravel  Agent 


o 
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o     Sheraton  best  value  rates*  per  room,  per  night 

Rates  subject  to  advance  reservations  With  the  Family  Plan,  up 

<  to  two  children  stay  free  in  adult's  room  when  no  additional 
bedding  is  required. 

z        IN  THE  UNITED  STATES 

<  Wkdys/Wknds 
^  ALASKA 

5  Anchorage 

Sheraton  Anchorage  Hotel  $69.50iEveryDay) 

ARIZONA 
Tucson 

Sheraton  Tucson  El  Conquistador 

Golf  and  Tennis  Resort  s100  00/90.00 

CALIFORNIA 
Los  Angeles 

Huntington  Sheraton  s70.00(F.vet>  Day) 

Sheraton  Grande  Hotel    s  1 10.00/95.00 

Sheraton  Plaza  La  Reina®  $65.00(Every  Day) 

Sheraton  at  Redondo  Beach  s85.00/79.00 

Sheraton  Universal  Hotel  $85.00(EveryDay) 

San  Diego  Harbor  Island 

Sheraton  Grand  on  Harbor  Island®  $89  00(F  very  Day) 

Sheraton  Harbor  Island  <&>  s89.00(Every  Day) 

COLORADO 
Denver 

Sheraton  Denver  Airport®  s59.00(EveryDay) 

Steamboat  Springs 

Sheraton  Steamboat  Resort 

&  Conference  Center  (through  n  i«)  $49.00(EveryDay) 

(11/20  through  12/6)  559.00(Every  Day) 

CONNECTICUT 

Hartford 

Sheraton  Hartford  Hotel   $90.00/69.00 

Stamford 

Sheraton  Stamford  Hotel  &  Towers  (Main)  s85.00/49.00 

(Towers)  s  105  00/69.00 

DISTRICT  OF  COLUMBIA 

Sheraton  Carlton  Hotel  s  145.00/99.00 

The  Sheraton  Grand  on  Capitol  Hill  s  135.00/  89.00 

Sheraton  Washington  Hotel  s99.00/74.00 

FLORIDA 

Miami  Beach  Bal  Harbour 

Sheraton  Bal  Harbour  $79.00(EveryDay) 

Orlando,  Disney  World 

Sheraton  World  Hotel  s62.00(Ewry  Day) 

Palm  Coast 

Sheraton  Palm  Coast  Resort  s60.00/75.00 

ILLINOIS 
Chicago 

Sheraton  Plaza  $85.00/75.00 

LOUISIANA 
— '        New  Orleans 

£  Sheraton  New  Orleans  Hotel  $92  00(Every  Day) 

MARYLAND 
-1  Baltimore 

z  Sheraton  Inner  Harbor  Hotel  s89.00(EveryDay) 
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•Rates  quoted  are  for  single  and  double  occupancy  Addiiional  charge  for  third  adult 
will  apply.  Taxes  and  gratuities  not  included  Advance  reservations  required  Sub- 
ject to  availability  Noi  applicable  to  groups  or  conventions  Prices  effective  through 
December  6.  1987  except  where  noted  All  rates  subject  to  change  without  notice 
Weekend  is  defined  as  Friday  and  Saturday 
"Family  Plan  limited  to  one  child  only  at  the  St  Regis  Sheraton  Hotel 

©  1987  The  Sheraton  Corporation 


MASSACHUSETTS  Wkdys/Wknds 

Boston 

Sheraton  Boston  Hotel  &  Towers  (Main)  s  125.00/99.00 

(Towers)  s  185.00/ 150.00 

MISSOURI 

St.  Louis 

Sheraton  St.  Louis  Hotel   s55.00(Every  Day) 

NEWJERSEY 
East  Rutherford 

Sheraton  Meadowlands  Hotel   s  105.00/79.00 

NEW  YORK 
New  Vbrk 

St  Regis  Sheraton  Hotel**  s  175.00/ 140.00 

The  Sheraton  Centre  Hotel  &  Towers  (Main)  .  .  .  $125.00/105.00 

(Towers) .  .  .s205.00/ 130.00 

Sheraton  City  Squire  s  120.00/99.00 

Sheraton  Park  Avenue  $165.00/125.00 

NORTH  CAROLINA 

Greensboro 

Sheraton  Greensboro  Hotel   $75.00/59.00 

PENNSYLVANIA 
Philadelphia 

Sheraton  Society  Hill  s  114.00/94.00 

TENNESSEE 

Nashville 

Sheraton  Music  City  Hotel  ®  $81. 00/69.00 

TEXAS 
Dallas 

Sheraton  Dallas  Hotel  &  Towers  (Main)  s89.00/55.00 

(Towers)  s  109.00/79.00 

Sheraton  Park  Central  Hotel&  Towers  (Main)  $89.00/55.00 

(Towers).  .  5 125.00/89.00 

UTAH 

Salt  Lake  City 

Salt  Lake  Sheraton  Hotel  &  Towers  (Main)   $59.95/49.95 

(Towers)  $79.95/69.95 

VIRGINIA 

Richmond 

The  Jefferson  Sheraton  Hotel  $85.00/70.00 

WASHINGTON 
Seattle 

Seattle  Sheraton  Hotel  &  Towers  (Main)   $89.00/77.50 

(Towers)  $129.00/99.00 

IN  CANADA 

NOVA  SCOTIA 

Halifax 

Halifax  Sheraton   "tSiuS!'  $90.00/85.00 

ONTARIO 

Toronto 

The  Sheraton  Centre  Hotel  &  Towers  (Main) . ' VSa^T  $  120.00/99.00 
(Towers)  $150.00/129.00 

QUEBEC 

Montreal 

Le  Centre  Sheraton  Hotel  &  Towers  (Main)  .  .'fSST  $94.00 (Every  Day) 

(Towers)  $119.00(EveryDay) 

JOIN  SHERATON  CLUB  INTERNATIONAL 

The  world's  most  rewarding  guest  recognition  and  award  program 

For  further  details  call  800-247-CLUB.  J  I 
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Casting  for  information 


The  National  Fishing  Lure  Collectors  Club  pub- 
lishes a  regular  newsletter  mixing  fishing  tackle 
history  with  up-to-date  information  about  fishing 
tackle  shows.  It  also  reviews  new  books.  As  source 
books,  the  club  recommends: 

Streater's  Reference  Guide  to  Old  Fishing  Lures.  Avail- 
able from  Dick  Streater,  Box  393,  Mercer  Island, 
Wash.  98040.  Cost:  $65  postpaid. 

Identification  and  Value  Guide  to  Old  Fishing  Lures 
and  Tackle,  2nd  edition,  by  C.F.  Luckey.  Contact 
Clyde  Harbin,  1105  Marlin  Rd.,  Memphis,  Tenn. 
38116.  Cost:  $17  postpaid. 

Collecting  Old  Fishing  Tackle,  by  Art  and  Scott  Kim- 
ball. Contact  Art  and  Scott  Kimball,  P.O.  Box  252, 
Boulder  Junction,  Wis.  54512.  Cost:  $19  postpaid. 


Antique  Fishing  Reels,  by  Steven  Vernon.  Write 
Steve  Vernon,  P.O.  Box  133,  Villanova,  Pa.  19085. 
Cost:  $22  postpaid;  Pa.  residents  add  $1.20  tax. 

There  are  also  three  hourlong  VHS  videotapes  on 
the  subject:  "Antique  Lures  and  Collectibles:  An 
Overview";  "Antique  Lures:  Over  40  of  the  Rarest"; 
"Antique  Lures:  The  Heddon  Collection."  All  are 
hosted  by  Clyde  Harbin.  Cost:  $39.95  each,  $99.95 
for  all  three.  Contact  Antique  Lures-VHS  Tapes, 
P.O.  Box  154087,  Dept.  R3,  Irving,  Tex.  75015.  Ship- 
ping charges:  $3  for  all  three  or  $2  a  tape.  Texas 
residents  add  7%  tax. 

Membership  in  the  National  Fishing  Lure  Collec- 
tors Club  is  $15  annually.  Contact  NFLCC,  P.O.  Box 
1791,  Dearborn,  Mich.  49021.— J.A.T. 


Jim  Payne  model  202  trout  fly  rod 
brought  $3,250.  "The  most  desirable 
rods  are  under  8  feet  long,"  says  Bob 
Lang,  an  engineering  professor  at  Cen- 
tral Connecticut  State  University. 
"Collectors  want  light,  delicate  rods 
that  they  can  still  use  today.  The  typi- 
cal old  fly  rod  was  a  heavy  club,  and  it 
isn't  fun  to  use."  A  collector  can  ex- 
pect to  pay  $350  to  $4,000  for  a  good 
rod.  One  tip:  Top  makers  put  their 
names  on  their  rods. 


Since  fishing  has  been  such  a  popu- 
lar sport  in  the  U.S.  for  so  long,  there 
is  plenty  of  old  fishing  gear  to  be 
found  in  antique  shops,  flea  markets, 
garage  sales,  your  relatives'  attics,  etc. 
But  a  lot  of  it  is  junk.  "Recognizing 
the  really  rare  pieces  takes  a  great 
study  of  the  hobby,"  warns  Steve  Ver- 
non. "Today  I  see  a  lot  of  ignorant 
dealers  charging  a  mint  for  ordinary 
tackle.  And  I'm  shocked  at  what  igno- 
rant collectors  pay.  Buyer  beware." 


So  do  some  homework  before  you 
start  rooting  around  in  old  tackle  box- 
es (see  box).  And  be  warned  that  the 
hobby  can  be  addictive.  Clyde  Harbin 
of  Memphis,  Tenn.,  for  example, 
keeps  more  than  9,600  fishing  lures  in 
his  living  room,  which  he  describes  as 
the  world's  largest  tackle  box.  "My 
wife  bitches  and  bellyaches, "  says  Har- 
bin, "but  I  gave  up  gambling  at  Las 
Vegas  to  collect  lures.  Since  then  we've 
had  a  nice  working  relationship."  ■ 


Loose  ends 


Forget  about  toasters.  How  about  a 
free  trip  to  Aruba,  just  for  opening  a 
jumbo  certificate  of  deposit?  If  you 
deposit  $100,000  in  a  one-year  CD — 
currently  yielding  around  8% — Inter- 
bank Aruba  N.V.  will  pick  up  your 
airfare,  hotel  and  transfers  for  a  four- 
day,  three-night  stay  on  the  island  for 
you  and  a  guest.  You  can  fly  via  Amer- 
ican or  Eastern  from  any  major  city  on 
the  East  Coast.  Travel  during  the  low 
season  (Apr.  15  to  Nov.  30)  and  you 
get  three  additional  days  and  nights 
free,  plus  $100  worth  of  casino  chips. 

Worried  about  your  principal? 
There  is  no  FSLIC  or  FDIC  insurance 
on  Aruba,  of  course,  but  Interbank  is 
now  trying  to  set  up  an  arrangement 
whereby  your  deposit  is,  in  effect, 
guaranteed  in  the  U.S.  by  a  U.S.  bank. 

You  can  either  wire  your  money 
and  receive  your  tickets  and  hotel  res- 
ervations in  advance  or  go  to  Aruba 
first  and  then  make  your  deposit  by 
check.  Once  it  clears,  you  will  be  re- 
imbursed for  the  trip. 

Note:  U.S.  residents  still  must  de- 
clare and  pay  taxes  on  income  earned 
overseas.  And  the  IRS  could  also  con- 
sider as  income  the  value  of  the  trip — 
approximately  $1,000. 

If  you  are  interested,  call  1-800- 
255-5182. 
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If  you  like  to  take  weekend  trips  on 

short  notice,  check  out  Eastern  Air 
Lines'  new  Weekender  Club,  now 
available  in  ten  cities  (Atlanta,  Balti- 
more, Boston,  Fort  Lauderdale,  Mi- 
ami, Orlando-Tampa,  New  York, 
West  Palm  Beach,  Philadelphia  and 
Washington,  D.C.).  For  $175  per  cou- 
ple per  year  ($100  single)  you  will 
receive  weekly  travelgrams,  sent  by 
overnight  mail  each  Wednesday  or 
Thursday,  listing  at  least  five  package 
deals  for  the  following  weekend. 
Trips  are  from  two  to  four  nights  and 
usually  include  airfare,  hotel  and  dis- 
counts on  car  rental,  etc.  Destinations 
include  the  U.S.,  Caribbean,  Latin 
America  and  Canada.  European  desti- 
nations are  scheduled  to  be  added  as 
soon  as  foreign  carriers  tie  into  East- 
ern's program. 

Here  are  some  recent  examples  of 
trips  from  Philadelphia  (prices  are  per 
person):  Orlando,  two  nights  at  Fanta- 
sy World  Villas,  $109;  Fort  Lauder- 
dale, two  nights  at  the  Yankee  Trader, 
$129;  Nassau,  two  nights  at  the 
Wyndham  Ambassador,  $179;  Den- 
ver, three  nights  at  the  High  Country 
House,  $189;  Los  Angeles,  three 
nights  at  the  Gateway  Plaza,  $229;  St. 
Thomas,  three  nights  at  Bluebeard's 
Castle,  $299. 

You  also  receive  5,000  bonus  miles 
for  joining  the  club,  and  your  fee  is 
refundable  in  90  days  if  you  are  dissat- 
isfied. Contact  your  travel  agent  or 
call  Eastern  at  1-800-237-5200. 

Note:  Trips  are  offered  on  a  first- 
come,  first-served  basis.  So  you  might 
have  the  travelgrams  sent  to  your  of- 
fice each  Thursday  or  Friday,  instead 
of  to  your  home. 

Few  business  travel  guides  are  worth 
the  flimsy  paper  they  are  often  printed 
on — except  in  an  emergency.  They 
contain  little  more  than  thumbnail 
information  about  the  most  obvious, 
expensive  hotels  and  restaurants  and 
tell  you  nothing  about  how  best  to 
conduct  your  business.  The  Economist 
Business  Traveller's  Guides  (Prentice- 
Hall  Press,  $17.95  each),  by  contrast, 
devote  more  space  to  such  things  as 
the  local  economy,  government,  busi- 
ness etiquette,  trade,  financial  activi- 
ty, politics,  the  law,  quirks,  history 
and  culture  of  a  country  than  to  food 
and  lodging. 

Here  is  one  example,  on  making 
conversation  in  Japan:  "No  topics  are 
taboo.  The  political  scene,  sex  and 
religion  are  less  sensitive  subjects  in 
Japan  than  in  many  Western  societ- 
ies. The  following,  however,  are  sen- 
sitive: the  role  of  MITI  in  Japanese 
industry,  dumping,  the  Japanese 
work  ethic,  housing  conditions,  mili- 


tarism and  World  War  II,  attitudes 
toward — and  the  status  of — women 
and  the  treatment  of  Koreans  and 
outcast  minorities." 

On  British  education:  "Fewer  than 
15%  of  British  youngsters  go  on  to 
higher  education  and  this  is  frequent- 
ly quoted  as  one  of  the  lowest  propor- 


tions in  the  developed  world." 

So  far,  guides  to  Britain,  Japan,  the 
Arabian  Peninsula  and  the  U.S.  have 
been  published.  Guides  to  West  Ger- 
many, France,  Southeast  Asia  and 
China  will  be  published  next  spring. 

Worth  a  read  for  the  insights,  even 
if  you  seldom  travel  abroad. 


Buying  American 


Your  new  Cadillac  may  cost  less  than  you  think  to  own  and  operate, 
compared  with  other  American  cars.  A  1988  Cadillac  DeVille,  for  exam- 
ple, will  cost  only  about  $43  a  week  more  than  a  Chevrolet  Celebrity,  $33 
more  than  a  Chevy  Caprice.  Here's  a  rundown  on  annual  ownership  and 
operating  costs  of  ten  popular  U.S.  cars.  Figures  assume  three-year  owner- 
ship, with  20,000  miles  logged  each  year.  Costs  are  for  1988  models. 


Make 

Model 

operating 

 Annual  costs  

fixed 

total 

Cadillac 

DeVille 

SI, 710 

S6,328 

$8,038 

Chevrolet 

Caprice  CL 

1,790 

4,517 

6,307 

Oldsmobile 

Ciera 

1,600 

1,610 

6,210 

:  Chevrolet 

Celebrity 

1,480 

t,325 

Ford 

Taurus  L 

1,530 

1,222 

5,752 

Ford 

Tempo  GL 

1 ,370 

\,  1 26  5,496 

Plymouth 

Reliant  K 

1,320 

1,168  5,488 

Dodge 

Caravan 

1,460 

5,739  5,199 

Chevrolet 

Cavalier 

1,260 

$,887 

5,147 

Ford 

Escort  GL 

1,200 

?,757 

4,957 

Source  Kundbeituer  Unemotional 


Extinguishing  heartburn 


When  is  heartburn  a  signal  of 
something  serious,  and  when  is 
it  just  a  result  of  something  you  ate? 

Let's  look  at  what  causes  it  in  the 
first  place.  The  condition  results  from 
a  backup  of  gastric  acid  into  the 
esophagus.  The  acid  is  supposed  to 
stay  in  your  stomach  and  is  normally 
prevented  from  reaching  the  esopha- 
gus by  a  valve,  the  lower  esophageal 
sphincter,  which  stays  closed  unless 
you  swallow.  But  several  things  can 
cause  gastric  acid  to  back  up  and 
weaken  the  valve — fatty  foods,  choco- 
late, citrus  juices,  lying  down  too 
soon  after  a  meal,  alcohol,  smoking 
and  obesity,  among  them.  Result:  a 
burning  pain  in  your  chest.  Without 
treatment,  a  condition  called  esopha- 
geal reflux  can  result,  causing  inflam- 
mation of  the  lower  esophagus  and, 
less  commonly,  bleeding  and  ulcers. 

The  easiest  way  to  treat  occasional 
heartburn  is  with  over-the-counter 
antacids  that  neutralize  stomach  acid. 


But  if  you're  taking  antacids  more 
than  three  or  four  times  a  week,  Dr. 
Ira  Jacobson,  chairman  of  the  depart- 
ment of  gastrointestinal  endoscopy  at 
New  York  Hospital-Cornell  Medical 
Center,  suggests  you  ask  your  doctor 
if  he  will  prescribe  a  drug  instead  of 
the  antacids.  The  ulcer  drugs  Zantac 
(made  by  Glaxo)  and  Petsid  (Merck) 
were  recently  approved  by  the  Food  & 
Drug  Administration  for  the  treat- 
ment of  reflux.  Tagamet  (Smith- 
Kline),  another  ulcer  drug,  is  awaiting 
FDA  approval.  If  those  aren't  effec- 
tive, your  doctor  may  prescribe  Reg- 
Ian  (A.H.  Robins),  which  increases  the 
pressure  on  the  esophagus  valve  and 
helps  the  stomach  empty  acid. 

To  rule  out  any  other,  more  serious 
gastrointestinal  cause  of  chest  pain 
(which  could  also  be  caused  by  heart 
problems,  muscle  injuries,  pneumo- 
nia, other  lung  diseases  or  anxiety), 
your  doctor  may  suggest  that  you  see 
a  gastroenterologist. — Francesca  Lunzer 
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Careers 


Public  servant  Richard  Judy  runs  Miami 
International  Airport  as  if  he  owns  it.  Odd- 
ly for  an  airport,  this  one  makes  money. 


"We  enterprised  it" 


By  Jan  Parr 


I People  around  Miami  say  that 
^public  servant  Richard  Judy 
runs  Miami  International  Airport 
as  if  he  owns  it.  They  all  don't  mean  it 
as  a  compliment,  but  that's  how  Judy 


takes  it,  and  for  good  reason.  Wherev- 
er Judy  strikes,  airport  profits  seem  to 
double — in  passenger  lounges,  restau- 
rants, the  airport  hotel,  even  airport 
cargo  services. 

"My  dream  is  to  privatize  the  air- 
port," says  Judy,  whose  official  title 


since  1971  has  been  director  of  th 
Dade  County  Aviation  Departmenl 
which  runs  the  airport.  "But  w 
couldn't  privatize  it,  so  we  entei 
prised  it.  There's  tremendous  revenu 
potential  here  if  you  meet  consume 
demand.  We  are,  and  they're  willin 
to  pay  for  it." 

Take  airport  lounges.  Back  in  th 
old  days,  five  years  ago,  when  airline 
operated  all  passenger  lounges,  th 
airport's  take  from  lounges  was  pure 
ly  in  rent,  $6  to  $7  a  square  foot.  "1 
didn't  even  amount  to  revenue  fo 
us,"  says  Judy.  But  as  leases  bega: 
expiring  three  years  ago,  Judy  bega: 
cutting  deals  with  the  airlines,  con 
solidating  separate  lounges  into  large 
spaces  used  by  several  carriers  at 
time.  With  airlines  now  paying  fo 
lounge  services  on  a  per-passenger  ba 
sis,  Miami  International  expects  gros 
revenues  from  lounge  space  to  reac 
$2  million  this  year  and  profits  o: 
lounges  to  hit  $1.2  million  a  year. 

Miami  airport's  25  restaurants  an 
bars  have  also  come  in  for  Judy's  en 
terprising.  In  1984,  as  restaurant  cor 
cessions  began  coming  up  for  renew 
al,  Judy  refused  to  renew.  He  is  rip 
ping  them  up  and  remodeling  them  a 
fast  as  he  can,  converting  them  int 


Dade  Count)-  Aviation  Department  Director  Richard  Judy 
"We  couldn't  privatize  it,  so  we  enterprised  it." 
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nfortable  in  crowds, 

the  other  hand,  when  you  have  the  good  Unless,  of  course,  admiring  glances  make  you 

s  to  hit  the  open  road,  the  Accord  s  2.0  liter,    feel  uncomfortable, 
e  engine  redefines  rush  hour.  Its  4-wheel 
:  wishbone  suspension  holds  on  relentlessly. 


iat  should  serve  to  increase  your  comfort 
gnificantly. 


o 
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pleasant,  mall-like  food  courts.  Profit 
from  nine  new  or  redone  restaurants 
has  surged;  some  former  "dead  space" 
is  now  producing  good  returns  for  the 
first  time.  Example:  In  an  area  that 
used  to  house  only  seating,  Judy  in- 
stalled a  high-margin  seafood  bar  that 
paid  back  its  $700,000  startup  cost  in 
seven  months. 

"We're  making  the  airport  some- 
thing other  than  just  a  sterile  environ- 
ment where  everything  is  shoved  into 
the  corners,"  Judy  says.  "There  are 
many  more  things  to  come."  Last  year 
each  passenger  spent  about  $7,  on  av- 
erage. Judy  says  he  wants  to  boost  that 
figure  to  about  $20  before  he  is  done. 

To  an  extent,  Judy's  success  can  be 
ascribed  to  good  timing.  As  Miami 
has  grown  rapidly,  passenger 
and  freight  volumes  handled  by 
Miami  International  Airport 
have  surged.  Although  rankings 
vary  in  these  deregulated  times, 
Miami  figures  it's  tenth  nation- 
ally in  flight  originations.  It 
handles  23.5  million  passengers 
and  some  614,000  tons  of  cargo 
per  year.  In  1971,  when  Judy 
took  over,  the  passenger  and 
cargo  figures  were  10.9  million 
and  350,000  tons,  respectively; 
the  real  improvement  in  reve- 
nues began  in  1979,  when  Judy 
began  to  "enterprise"  the  air- 
port after  years  of  thought  and 
study. 

Credit  Judy  for  maximizing 
his  advantages.  He  has  built 
gross  operating  revenues  at  Mi- 
ami International  to  $150  mil- 
lion last  year  from  $92  million 
in  1982.  Profits — these  are  de- 
fined as  current  revenues  less 
operating  costs,  not  including 
depreciation — grew  to  $60  mil- 
lion last  year,  from  $46.9  mil- 
lion in  1982. 

Judy,  56,  is  in  the  vanguard  of 
a  new  breed  of  airport  manager. 
Ten  years  ago  most  airport  man- 
agers were  likely  to  be  former 
World  War  II  pilots — fine  aviators,  but 
not  often  great  managers  or  entrepre- 
neurs. But  airports,  almost  despite 
themselves,  have  become  large  com- 
mercial centers,  with  captive  custom- 
ers— not  just  passengers,  but  the  air- 
lines as  well.  Judy's  skill  has  been 
tapping  that  customer  base. 

A  Pennsylvania  coal  miner's  son, 
Judy  earned  a  bachelor's  degree  in 
business  administration  from  the 
University  of  Miami  and  did  postgrad- 
uate work  in  law  and  taxation.  He 
went  into  public  service — originally 
as  comptroller  for  the  Dade  County 
Port  Authority.  He  has  been  in  the 
public  sector  ever  since,  with  the  ex- 


ception of  a  brief  stint  with  the  fi- 
nance department  of  a  shipbuilding 
company.  Thus  he's  largely  self- 
taught  as  a  restaurateur,  hotelier  and 
cargo  handler  and  has  no  precon- 
ceived notions  of  what  an  airport 
ought  to  be. 

Why  don't  more  big  airport  manag- 
ers follow  in  Judy's  footsteps?  One 
reason  is  that  Judy  enjoys  more  inde- 
pendence than  do  most  airport  man- 
agers. At  New  York's  John  F.  Kennedy 
Airport,  for  instance,  different  au- 
thorities run  various  aspects  of  the 
airport,  such  as  the  fueling  system  or 
cargo  handling.  At  Miami,  by  con- 
trast, Judy  has  complete  authority. 

"I'm  like  the  head  of  a  conglomer- 
ate," Judy  says  as  he  races  through  his 


Judy  in  a  Miami  Internationa/  lounge 
"Many  more  things  to  come." 


airport  with  boundless  energy,  stop- 
ping only  to  light  a  cigarette.  In  es- 
sence he  is  equal  parts  planner,  nego- 
tiator, financier,  administrator  and 
even  designer  for  the  3,200-acre  air- 
port and  its  130,000  square  feet  of 
retail  and  restaurant  space. 

He  is  not  short  on  self-confidence. 
Says  Judy,  who  makes  $100,000  a 
year:  "I'll  challenge  any  $400,000 
chief  executive  to  a  management  duel 
any  day." 

Judy's  enterprising  of  the  airport  be- 
gan in  1979.  On  behalf  of  Miami  Inter- 
national he  bought  the  airport  hotel 
for  $4.7  million  from  International 
Airport  Hotel  Systems.  Judy  wanted 


the  hotel  because  he  thought  it  shouli 
be  expanded  and  upgraded,  but  th 
owner  didn't  have  the  money.  Jud 
bought  it  and  refurbished  it  into 
first-class  hotel;  today  an  atrium  an 
restaurant  are  under  constructor 
Despite  $15  million  in  remodehn 
costs,  profits  from  the  270  rooms  hav 
doubled,  he  says,  to  a  likely  $4.5  mil 
lion  this  year. 

About  a  year  ago  Judy  introduce 
air  cargo  services  for  smaller  carrier' 
He  predicts  that  in  fiscal  1988  (endin 
next  Sept.  30)  his  small  carrier; 
freight  operation  will  handle  120  mil 
lion  pounds  of  cargo,  about  10%  of  a] 
Miami  International  cargo,  and  ear 
$3.5  million.  Even  so,  the  small  cai 
riers'  cargo-handling  costs  will  be  re 
duced  by  50%. 

Judy's  aggressive  style,  dict£ 
torial  manner  and  outspoke 
opinions  have  ruffled  feather 
around  southern  Florida,  espe 
cially  the  feathers  of  conces 
sionaires  that  Judy  has  cut  ou 
Not  a  few  people  worry  abou 
his  autonomy  and  the  specuh 
tive  nature  of  some  of  his  use 
of  public  money. 

But  Judy  has  results  on  hi 
side.  Gross  revenues  from  M: 
ami  International's  termim 
concessions — $64  million  i 
1986 — made  up  nearly  half  c 
the  airport's  gross  operating  re\ 
enues  (the  other  half  come 
mainly  from  landing  fees,  ren 
parking  and  taxi  fees).  No  othe 
major  U.S.  airport  even  come 
close.  New  York's  JFK,  for  e? 
ample,  gets  $21  million  in  gros 
revenues  from  concession! 
Miami's  consumer  revenue 
help  Judy  keep  the  airport 
landing  fees  and  airline  rent 
proportionately  lower  tha 
those  of  most  major  airports. 

Judy  quit  playing  golf  be 
cause  he  found  he  played  o 
Wednesdays,  by  lifelong  habit 
workday.  "I'm  suspicious  c 
executive  who  plays  golf,"  h 
says.  Now  he  spends  his  time  worl 
ing.  He  works  12-hour  days  an 
comes  into  the  office  several  houi 
on  both  weekend  days. 

"You  know  why  I  do  that?"  d< 
mands  Judy.  "Because  if  you're  hei 
during  the  peak  times,  you  can  se 
what  your  airport  will  be  like  whe 
it's  running  at  peak  365  days  a  year. 
What  with  passenger  air  traffi 
through  Miami  expected  to  increas 
4.4%  annually  through  1990,  then  b 
3.2%  annually  until  the  end  of  th 
century,  Judy  knows  he'll  have  no  en 
of  opportunities  for  enterprise  in  th 
years  ahead.  ■ 
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Why  important  firms 
are  coming  toTiffany  in  increasing  numbers. 


Tiffany's  Corporate 
Division  offers  a  remarkable 

range  of  services  to 
complement  our  celebrated 
merchandise. 

Back  in  1837,  corporate  leaders 
began  coming  to  Tiffany  &  Co.  to 
purchase  their  business  gifts.  They 
wanted  timeless  and  beautifully 
crafted  merchandise  that  would  be 
well  received.  Today,  150  years  later, 
Tiffany's  Corporate  Division  helps 
countless  Forbes  500  executives 
select  exclusive  business  gifts  of 
unusual  distinction. 

Professionally  designed 
service  recognition 
programs. 

Employee  awards  for  longevity 
of  service  are  a  universally  recog- 
nized management  tool.  And 
Tiffany  has  the  edge. 

Recognition  awards  from 
Tiffany  work  harder.  They  are 
cherished,  not  forgotten.  Tiffany's 


trained  recognition  consultants 
can  custom-tailor  a  special  pro- 
gram for  you  and  provide  a  com- 
puterized customer  support  system 
second  to  none. 


Tiffany's  famous  design 
capability. 

Every  year  Tiffany  creates  hun- 
dreds of  beautiful  one-of-a-kind 
designs.  Most  are  treasured  heir- 
looms. Many  are  in  museums. 
Others,  like  the  Super  Bowl  Tro- 
phy, are  world  famous. 

Tiffany  is  uniquely  equipped  to 
create  custom  designed  retirement 
gifts  or  unique  presents  for  virtually 
any  occasion.  Our  celebrated 
design  staff  can  also  custom  design 
jewelry  or  other  merchandise  that 
incorporates  your  company  logo. 


Sales  incentives:  The 
proven  success  behind  the 
blue  box. 

All  successful  sales  or  dealer  incen- 
tives must  stimulate  the  recipient 


and  earn  the  respect  of  every- 
one. Tiffany's  designs  accomplish 
both  jobs. 

The  blue  box  generates  remark- 
able enthusiasm.  Tiffany  merchan- 
dise is  a  proven  motivator.  With  an 
extensive  variety  of  incentives  to 
choose  from,  you're  sure  to  find  the 
perfect  items  for  your  program. 


Corporate  accessories: 
Giving  your  company  the 
Tiffany  touch. 

An  increasing  number  of  our 
customers  are  turning  to  Tiffany 
for  their  corporate  china,  silver, 
sterling  flatware,  crystal  and  vari- 
ous table  items.  The  Tiffany  touch 
says  so  much  about  your  own 
corporate  image. 


For  information. 

To  open  a  Tiffany  Corporate 
Division  account  and  receive  a 
copy  of  our  corporate  catalog  of 
gifts,  please  call  Tim  Mullen  at 
212-605-4401. 


The  Super  Bowl  Trophy  is  one  of  many  Tiffany's  distinctive  blue  box  generates  an        One  of  the  many  virtues  of  a  Tiffany  design 

unique  sports  trophies  created  and  designed       undeniable  excitement  among  recipients  is  its  stubborn  refusal  to  go  out  of  style, 

by  Tiffany  &  Co.  worldwide. 


Tiffany  &  Co. 
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Faces 

Behind  the  Figures 


Edited  by  Lisa  Gubernick 


Joe  Folkl  remembers 


Finding  a  stockbroker  who  has  sur- 
vived six  decades  at  the  same  bro- 
kerage firm — let  alone  two  market 
crashes — is  like  finding  a  survivor  of 
the  Titanic.  But  just  west  of  St.  Louis, 
at  a  desk  in  the  second-floor  board- 
room of  I.M.  Simon  &  Co.,  a  Clayton, 
Mo.  brokerage  house,  Forbes  turned 
up  80-year-old  Joseph  Folkl,  who  has 
just  witnessed  his  second  stock  mar- 
ket crash. 

Look  familiar?  we  asked  him.  To 
Folkl,  the  reassuring  economic  projec- 
tions emanating  from  Washington 
sound  a  lot  like  assurances  that  were 
made  once  before.  Says  he:  "I  still 
don't  think  anybody  knows  what's 
happening." 

But  Folkl  sees  differences  as  well. 
"This  market  wasn't  as  sad,"  he  says. 
"Everybody  was  gloomy  then,  jump- 
ing out  windows.  Now  all  the  sales- 
men are  joking  around."  Why  the  hu- 
mor? Callow  youth  and  too  much 
money.  "They  took  it  more  seriously 
back  then,"  says  Folkl.  "People  didn't 
have  this  kind  of  money — they're  cra- 
zy with  it  today." 

Folkl  started  in  the  brokerage  busi- 
ness in  1921,  at  age  14,  as  a  board  boy 
taking  stock  prices  off  the  ticker.  And 
even  though  the  first  crash  is  nearly 
six  decades  gone,  Folkl  still  abides  by 
some  of  its  lessons.  He's  still  uncom- 
fortable with  too  much  leverage.  "I 
don't  believe  in  options  and  all  that 
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Stockbroker  Joseph  Folkl 
Surviving  his  second  crash. 


stuff,"  says  Folkl.  "And  just  three  or 
four  of  my  customers  trade  on  margin 
today.  I  learned  about  margin  from 
the  1930s.  And  how  never  to  get  in 
too  deep." 

Did  his  customers  learn,  too?  "I 
don't  know,"  he  says,  "I've  outlived 
most  of  them." — Gretchen  Morgenson 


Banking  on  China 

Rarely,  if  ever,  do  American  busi- 
nessmen sit  down  at  a  corporate 
board  meeting  and  find  a  Chinese 
Communist  government  official  sit- 
ting with  them,  collegially,  at  the  ta- 
ble. Yet  that's  just  what's  happening 
these  days  at  MasterCard  Internation- 
al, the  $94  billion  (1986  revenues) 
credit  card  operation.  In  March  Mas- 
terCard named  Li  Yumin,  vice  chair- 
man of  Beijing's  Bank  of  China,  a  di- 
rector, making  him  the  first  official  of 
the  People's  Republic  of  China  to  sit 
on  the  board  of  a  U.S.  corporation. 
"When  it  comes  to  getting  business  in 
China,"  says  Russell  Hogg,  president 
of  MasterCard,  "Li's  presence  on  our 
board  should  give  us  an  edge." 

MasterCard  moved  into  China  in 
1981.  That  year  it  toted  up  just 
$750,000  in  charges.  Business  is  still 
fairly  small  but  growing  rapidly.  This 
year  MasterCard  expects  to  see  some 
$100  million  worth  of  goods  and  ser- 
vices charged,  and  the  major  cards  are 
now  recognized  by  more  than  1,000 
merchants  in  80  Chinese  cities. 

Though  he  spent  his  teens  as  a  com- 
munist revolutionary,  Li,  57,  ac- 
knowledges the  need  to  use  capitalist 
methods  to  modernize  his  country. 
Li,  a  ruddy-faced  Manchurian,  began 
as  a  London-based  assistant  general 
manager  at  the  Bank  of  China  in  1965 
and  was  appointed  vice  chairman  by 
the  State  Council,  the  equivalent  of 
the  U.S.  Cabinet,  last  year.  He  is  no 
stranger  to  Western-style  capitalism, 
having  done  stints  with  the  bank  in 
London  and  Luxembourg  in  the  Six- 
ties and  late  Seventies. 

Li  was  out  of  the  country  during  the 
worst  part  of  the  Cultural  Revolution, 
but  he  didn't  escape  altogether.  When 
he  returned  to  China  in  the  early  Sev- 
enties, he  was  sent  to  the  countryside 


Bank  of  China 's  Li  Yumin 
Bringing  capitalism  to  Beijing. 

as  a  manual  laborer. 

Today  Li  is  as  relentless  as  an} 
banker  in  his  pursuit  of  profits.  Sincf 
1982  Bank  of  China  assets  have  al 
most  tripled,  to  $93  billion  last  year 
Profits  have  also  nearly  tripled,  tc 
$810  million,  while  deposits  have  ris 
en  to  $41  billion,  more  than  doublinj 
over  the  period.  There  are  now  som< 
250  domestic  branches  and  about  5( 
overseas  offices  in  1 1  countries;  thei 
primary  business  is  bringing  foreigi 
exchange  into  China. 

Isn't  Li  worried  about  creeping  capi 
talism?  Not  at  all,  he  says,  quoting  ai 
adage  coined  by  China's  current  lead 
er,  Deng  Xiaoping:  "It  doesn't  matte 
whether  a  cat  is  black  or  white,  a: 
long  as  it  catches  mice." — Diana  Fong 


Easy  rider 

Last  year  imported  bicycles  raced  t< 
!  capture  nearly  60%  of  the  U.S 
bike  market.  But  Huffy  Corp.  Chair 
man  Harry  A.  Shaw  III,  50,  had  beei 
waiting  for  them.  Despite  imports 
one  out  of  every  four  bikes  sold  in  thi 
U.S.  is  made  by  Huffy  in  its  Celina 
Ohio-based  plant.  That  market  shan 
added  up  to  a  cool  3  million  bikes  las 
year,  accounting  for  two-thirds  o 
Huffy's  $295  million  revenues. 

Shaw  has  spent  the  last  five  year 
sprinting  to  keep  Huffy  from  losin; 
market  share.  In  1982  imports  wen 
just  23%  of  the  market,  but  Shaw 
then  the  newly  named  chief  execu 
tive,  saw  more  coming.  He  closed  tw< 
plants,  laid  off  400  workers,  consoli 
dated  all  bike  manufacturing  into  om 
plant  situated  in  Celina,  and  investei 
more  than  $15  million  in  advance! 
robotics  and  new  equipment.  The  re 
suit:  Capacity  increased  by  5,001 
bikes  a  day,  while  production  cost 
were  cut  by  14%. 

Shaw  didn't  stop  there.  He  knev 
that  in  order  to  survive,  the  then  54 
year-old  Huffy  Corp.  could  not  de 
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id  solely  on  selling  bikes  to  mass 
ailers  like  K  mart  and  J.C.  Penney, 
five  years  ago  Huffy  licensed  the 
narket  British  Raleigh  bike  line  to 
nufacture  in  the  U.S.  and  has  since 
|uired  two  juvenile  products  com- 
lies  that  make  baby  strollers  and 
seats.  By  the  end  of  1986  Shaw  had 
uced  Huffy's  mass-market  bike 
es  to  66%  of  total  revenues,  down 
m90%  in  1981. 

[here's  more.  The  Dartmouth  grad- 
:e,  who  rides  a  Huffy  lightweight 
speed  bike  in  the  company's  quar- 
ly  50-mile  outings,  just  announced 
it  another  $15  million  will  be  spent 
:r  the  next  three  years  to  improve 
nputer-integrated  manufacturing 
the  bike  plant. 

tesults?  Net  income  for  1987 
mid  exceed  $9.5  million,  triple 
55  earnings.  And  though  the  stock, 
ently  at  19  on  the  New  York  Stock 
:hange,  is  trading  10  points  below 
alltime  high,  it  is  still  double 
ere  it  was  last  year. — Kerry  Hannon 


ff}'  Corp.  Chairman  Harry  Shaw 
dating  past  the  imports. 


>sterday's  hero 

,  tiny  death's-head,  carved  atop  an 
L  ivory  binder,  sits  on  Emanuel 
rard's  desk.  The  binder  is  labeled 
Earner  Communications";  the  open 
;e,  a  tiny  press  release,  reads  "Atari, 

c.  8,  1982."  Laughs  Gerard,  "I  keep 
lere  just  in  case  I  get  carried  away." 
ifou  may  remember  Manny  Gerard, 
i  man  who  bought  Atari  for  Warner 
mmunications  while  executive 
e  president  of  the  communications 
nt.  He  oversaw  the  videogame  ma- 
r's fantastic  growth,  then  watched 
[plessly  as  the  business  collapsed 
e  in  1982.  By  the  end  of  1984  Ge- 

d,  his  reputation  tarnished,  re- 
ned  from  Warner. 


Michael  Cluck 


Investment  analyst  Emanuel  Gerard 


Learning  from  Atari. 


Where  has  yesterday's  hero  gone? 
Wall  Street.  Where  else?  After  a  de- 
tour into  consulting,  Gerard,  54,  was 
last  month  named  vice  chairman  of 
Balis  Zorn  Gerard  Inc.,  a  small,  well- 
regarded  Manhattan  brokerage  firm. 
For  Gerard,  it's  like  going  home  again. 
Prior  to  joining  Warner  in  1974,  Ge- 
rard was  one  of  the  hottest  analysts  on 
Wall  Street,  with  a  reputation  for 
quick  thinking  and  sharp  insights. 
His  assignment  at  Balis  Zorn?  Build 
up  and  improve  the  research  depart- 
ment. "I  intend  to  take  it  slowly,"  he 
says.  "I've  learned  just  how  important 
it  is  to  rein  in  growth." 

Yet  Gerard  still  seems  to  have  deal- 
making  in  his  blood.  Among  other 
things,  he  says  he's  trying  to  put  to- 
gether a  deal  for  what  he  will  only 
describe  as  "a  major  electronics  proj- 
ect." Would  he  run  it?  No  way.  "I'd 
sell  and  collect  royalties,"  he  says. 
"What  I've  learned  through  painful 
experience  is  that  I'm  an  entrepre- 
neur, not  a  manager." — Edward  F.  Cone 


Western  wear 

I didn't  know  bras  existed,"  laughs 
Koichi  Tsukamoto,  67,  recalling 
the  founding  of  his  Wacoal  Corp.,  Ja- 
pan's leading  lingerie  maker  (1986 
revenues,  $750  million)  during  the 
early  days  of  the  U.S.  occupation.  Un- 
der their  kimonos  Japanese  women 
wore  juban  and  koshimaki,  wrap- 
around undergarments  of  cotton, 
wool  or  silk.  But,  says  Tsukamoto,  "I 
expected  change." 

Wacoal's  beginnings  were  tough. 
No  professional  models  were  willing 
to  wear  its  skimpy  wares,  so  Tsuka- 
moto hired  strippers  for  the  firm's 
first  fashion  show.  Sales  finally  took 
off  in  the  late  Fifties  as  fashions 


turned  westward. 

From  Japan  Wacoal  expanded  to 
Korea,  Hong  Kong,  Singapore  and 
Thailand.  Tsukamoto  began  looking 
toward  the  U.S.  in  the  1970s,  con- 
vinced that  American  women  want- 
ed better  quality  and  service  than  the 
cluttered  department  store  lingerie 
counters  offered. 

When  he  entered  the  U.S.  in  1983, 
Tsukamoto  targeted  the  upper  end  of 
the  market  with  premium-priced 
products  sold  through  boutiques  in 
classy  department  stores  like  Bloom- 
ingdale's,  Saks  and  I.  Magnin.  Mark- 
down  sales?  Never.  "I  borrowed  this 
method  from  the  cosmetics  indus- 
try," he  says.  "For  women,  intimate 
apparel  is  like  cosmetics — the  pursuit 
of  beauty."  U.S.  sales  ($20  million 
this  year)  have  shown  steady  if  not 
spectacular  growth.  Reason:  competi- 
tion from  lingerie  boutiques  like  the 
Limited's  Victoria's  Secret. 

Success  overseas  is  key  to  Wacoal's 
continued  growth,  as  is  Japanese  tech- 
nology. Technology?  Two  years  ago 
Wacoal  introduced  a  bra  with  "mem- 
ory wire,"  which,  it  claims,  is  more 
comfortable  and  keeps  its  shape  long- 
er than  other  underwire  bras. 

Sales  in  Japan  have  flattened  to  3% 
to  4%  annual  growth.  While  Wacoal 
dominates  the  department  store  lin- 
gerie business,  it  has  been  hurt  by 
catalog  sales,  increasingly  popular 
among  Japanese  consumers.  Wacoal, 
which  trades  here  over  the  counter  as 
an  ADR,  recently  sold  on  the  Tokyo 
stock  exchange  at  a  modest  (for  Japan) 
36  times  earnings. — Hiroko  Katayama 


David  Wade 


Wacoal  Corp 's  Koichi  Tsukamoto 
"I  didn't  know  bras  existed." 
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Dainippon  Ink  &  Chemicals,  Inc. 


has  acquired 


Reichhold  Chemicals,  Inc. 


The  undersigned  acted  as  financial  advisor  to  Dainippon  Ink  &  Chemicals,  Inc. 

and  assisted  in  the  negotiations. 


Salomon  Brothers  Inc 


One  New  York  Plaza,  New  York,  New  York  10004 
Atlanta,  Boston,  Chicago,  Dallas,  Los  Angeles,  San  Francisco,  Zurich. 
Affiliates:  Frankfurt,  London,  Tokyo. 
Member  of  Major  Securities  and  Commodities  Exchanges. 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Market  value  of  Wilshire  5000: 
$2439.2  billion  as  of  10/23/87 


Wilshire  5000  equity  index1 
The  total  price  of  all  stocks  for 
which  daily  quotations  are 
available,  weighted  by  market  value 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 
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was  a  fight,  they  would  have  stopped  it.  But  securities 
rkets  need  to  stay  open — witness  the  day  of  reckoning 
t  Hong  Kong  only  postponed  by  closing  its  trading  for 
r  days.  When  the  final  bell  rang  on  Friday,  Oct.  23,  the 
rket  (as  measured  by  the  Wilshire  index)  was  almost 
k  to  where  it  was  at  the  start  of  the  year  and  was  down 
)%  from  its  Aug.  25  high. 

he  index  has  tumbled  to  17.2  times  latest  12-month 
lings.  Does  that  make  stocks  bargains  now?  Some 


cash-heavy  mutual  fund  managers  are  still  holding  off. 
But  Thomas  Hodgman,  president  of  Chemical  Bank's 
Portfolio  Group,  anticipates  opportunities  in  such  defen- 
sive groups  as  financial  services,  Bell  operating  companies 
and  small  firms  with  good  cash  flow.  "Look  for  cash- 
generating  capabilities  that  could  be  used  either  to  buy 
back  stock  or  to  help  the  firm  weather  any  storm,"  he 
advises.  Hodgman  warns,  however,  that  investors  should 
wait  until  things  settle. 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 


rcent  change 

Wilshire 
5000 

Forbes 
5002 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

last  4  weeks 

-23.0 

-23.1 

-24.1 

-22.3 

-25.5 

-25.7 

last  52  weeks 

0.1 

2.3 

6.5 

1.4 

0.7 

-7.9 

Stock  performance  based  on  six  key  investor  yardsticks 

rcent  change 

Company  size 

Volatility' 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

last  4  weeks 

-23.0 

-22.9 

-27.0 

-12.3 

-28.0 

-20.3 

-12.3 

-24.7 

-27.2 

-16.9 

-22.2 

-23.1 

last  52  weeks 

-0.5 

14.9 

23.7 

7.2 

-5.3 

-6.1 

-3.6 

25.3 

20.9 

-1.0 

-1.0 

10.3 

mire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  2Bascd  on  sales, 
ock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable.  4A  quantitative  evaluation  of  a  stock's 
th  image,  determined  by  Wilshire  Associates. 


e:  All  data  for  periods  ending  10/23/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 


livndi 


Where  the  Action  Is 


Nowhere  to  hide.  Cyclical  stocks  took  the  brunt  of  the 
heavy  selloff,  but  no  group,  including  gold  stocks,  was 
unscathed.  Hardest  hit  were  technology,  capital  goods, 
consumer  durables,  raw  materials  and  transportation. 
These  groups  lost  at  least  a  quarter  of  their  market  value 
in  two  weeks.  IBM  alone  posted  more  than  a  $15  billion 
decline  in  market  value.  The  combined  capitalization  of 


General  Motors,  Ford  and  Chrysler  fell  more  than  $13 
billion.  Energy  and  utilities  were  the  only  two  groups  to 
lose  less  than  20%.  Just  two  weeks  ago  all  nine  Wilshire 
sectors  were  posting  trailing  52-week  gains,  ranging  from 
50%  (capital  goods)  to  5%  (utilities).  Now  only  two  sec- 
tors (raw  materials  and  energy)  are  up  more  than  10%  for 
the  year,  while  four  groups  show  declines. 


\/\  Percent  change  in  last  52  weeks  OO  Percent  change  in  last  2  weeks 
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Consumer  durables 
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What  the  Analysts  Think 


A  floor  or  ceiling?  With  the  sharp  decline  in  stock  prices, 
the  Forbes  Sales  500  are  now  priced  at  16.3  times  latest  12- 
month  earnings  and  9.9  times  estimated  1988  earnings. 


Two  weeks  ago  the  respective  multiples  were  20.4  and 
12.4.  Many  estimates,  however,  don't  reflect  the  market's 
recent  woes.  Prediction:  Estimates  are  headed  lower. 


Forecasting  the  Forbes  Sales  500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.28 

163 

1987  estimates 

2.89 

12.9 

1988  estin 

3.75 

9.9 

Earnings  proicctio 
Estimate  System  (IBi 


Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

1                    Raw  materials 

$2.33 

12.8 

1.27% 

1.17% 

2 

Capital  goods 

2.08 

16.1 

0.65 

0.74 

3 

Consumer  durables 

4.47 

9.9 

0.39 

0.25 

4 

Utilities 

2.37 

10.1 

-0.10 

-0.23 

5 

Technology 

2.50 

13.3 

-0.14 

-0.60 

6 

Consumer  nondurables 

2.32 

13.6 

-0.34 

-0.44 

7 

Energy 

2.46 

15.2 

-0.40 

-0.44 

8 

Transportation 

2.18 

13.5 

-1.41 

-3.64 

Finance 

1.53 

16.5 

-2.16 

-3.00 

from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continually  by  the  Institutional  Brokers 
Tice  of  Lynch,  (one?  &  Ryan,  a  I  iew  v  r   based  brokerage  firm. 


Note:  All  data  for  pei 


ita  Monica,  Calif.;  IBES,  a  service  of  Lynch,  lones  &  Ryan,  New  York. 


DON'T 


NEW 
YOU' 


EVEN  THINK 
BUYING  A 

UNTIL 
READ  THIS! 


ALL 
UHEEL 
□RIVE 


Whether  you're  an  avid  car  buff,  or  just  an  average  car  buyer,  the 
All  Wheel  Drive  Car  Buyer's  Guide  is  an  indispensable  tool  to 
help  keep  you  abreast  of  the  new  All  Wheel  Drive  car  market. 

All  Wheel  Drive  is  the  latest  breakthrough  in  automobile  manu- 
facturing today,  incorporating  the  safety  and  performance  of 
four-wheel  drive  into  a  wider  variety  of  vehicles.  From  luxury  cars 
and  sedans,  to  station  wagons  and  mini-vans,  virtually  every 
auto  maker  in  the  world  today  is  now  manufacturing  All  Wheel 
Drive  vehicles. 

The  All  Wheel  Drive  Car  Buyer's  Guide  is  a  thorough,  easy-to- 
read  publication  exploring  this  exciting  new  automotive  trend, 
and  features  everything  you  need  to  know  to  make  an  educated 
purchasing  decision,  including: 

•  A  how-to  buyer's  guide 

•  Evaluations  of  the  nine  All  Wheel  Drive  manufacturers 

•  Action  photos  and  diagrams 

•  The  latest  technologies  from  Japan  and  Europe 

•  Predictions  for  the  future  of  All  Wheel  Drive 

The  All  Wheel  Drive  Car  Buyer's  Guide  is  the  latest  in  a  series  of 
unique  Four  Wheeler  specials.  And  it's  available  on  newsstands 
now! 


PUBLICATIONS 


mis  COULD 

BE  THE  MOST 
VALUABLE 

BOND  COUPON 

YOU'LL 
EVER  CUR 


,  pi  o  't^s  ?~~s  f~s  ?~^.'t~~s  w  r"5  o'.r 

For  more  information  on  the  Moody's  Investment-Grade 
Corporate  Bond  Index  futures,  fill  out  this  coupon  and 
return  to:       Marketing  Department 

Commodity  Exchange,  Inc. 

Four  World  Trade  Center 

New  York,  N  Y  10048 

Name 


Address 

City 

State 

Z.p 

.  Phone  (Business) 

(Home) 

FOR  MORE        i  Of\i~\ 
INFORMATION  CALL:  l'OU  )  J>S 

3-2900 

93S-7921 

If  you  Ye  interested  in  bonds,  or  simply  exciting 
new  investments,  we  have  some  very  valuable 
news  for  you. 

Soon,  a  futures  contract  based  on  the  Moody's 
Investment-Grade  Corporate  Bond  Index  will  begin 
trading  on  the  floor  of  COMEX. 

The  contract  will  give  investors  an  opportunity 
to  get  in  on  all  the  action  of  the  corporate  bond 
market,  without  having  to  buy  a  single  bond.  And 
it'll  open  a  whole  new  world  of  trading  strategies 
for  portfolio  managers. 

COMEX  has  created  a  range  of  materials  to 
explain  the  contract  in  detail. 

Clip  and  mail  the  coupon,  or  call  and  we'il  give 
you  all  the  rewarding  facts.  ^J^^j^j^^^ 

The  Market  of  Choice 


©  1987  COMEX 


Capital  Markets 

MONEY  &  INVESTMENTS 

Some  buyers  are  frightened  by  Salomons 
dramatic  exit  from  municipals.  They 
shouldn't  be.  Here  are  some  buys. 


BARGAINS  IN 
MUNI  BONDS 


By  Ben  Weberman 


Way  back  in  the  1960s,  John  Gut- 
freund  was  instrumental  in  pulling 
Salomon  Brothers  &  Hutzler,  as  the 
bond  trading  firm  was  then  known, 
into  the  big  time.  With  the  help  of  a 
skilled  trader  named  William  Si- 
mon— before  Simon  went  to  Wash- 
ington— he  built  a  municipal  bond 
trading  desk  second  to  none.  The 
Salomon  style  was  not  to  develop 
large  institutional  or  retail  sales 
staffs.  Instead,  it  took  down  large 
positions  in  an  underwriting  and 
then  traded  them  away. 

When  the  crash  in  the  muni  mar- 
ket came  last  April,  Salomon  was 
following  its  usual  underwriting 
pattern.  Backed  by  its  trading  clout, 
the  firm  could  bid  aggressively  to 
win  state  and  local  issues  sold  com- 
petitively— that  is,  to  the  highest 
bidder  in  public  auction.  That  made 
up  for  its  lack  of  connections  in  the 
who-you-know  business  of  non- 
competitive muni  underwritings, 
the  so-called  negotiated  deals. 

The  firm's  size  and  power  as  a 
competitive  trader  meant  that  it  did 
not  have  to  share  profits.  But  it  also 
meant  that  when  things  went  bad — 
as  they  inevitably  will — the  firm 
had  elephant-size  losses  to  swallow. 

Just  before  the  swift  and  devas- 


Ben  Weberman  is  a  senior  editor  of  Forbes 
magazine. 


tating  April  market  decline,  Salo- 
mon won  and  reoffered  $300  mil- 
lion of  Massachusetts  and  Texas 
general  obligations.  Salomon 
doesn't  disclose  trading  losses,  but 
circumstantial  evidence  from  its 
second-quarter  earnings  says  that 
it  took  as  bad  a  beating  as  some 
other  investment  houses.  Traders 
at  other  firms  assert  that  bonds 
taken  by  Salomon  were  being  re- 
sold within  weeks,  priced  at  deep 
enough  discounts  to  raise  yields 
more  than  1%.  Each  1%  change 
means  a  price  markdown  of  up  to 
10%  on  a  20-to-30-year  maturity. 

With  potential  losses  of  that  size 
and  with  margins  squeezed  by 
heavy  competition,  Salomon  sim- 
ply pulled  out.  Salomon  wasn't  the 
only  one  turned  off.  Seeing  prices 
drop,  individual  investors  dumped 
municipal  bond  fund  shares  by  the 
millions.  They  were  redeeming 
again  during  the  bear  market  of  Sep- 
tember-October. The  small  investor 
said  to  himself:  If  Salomon  can't 
take  the  heat,  how  can  I? 

But  what  is  bad  for  Salomon  is  not 
necessarily  bad  for  investors.  Indi- 
viduals who  buy  sound  credits  and 
hold  to  maturity  can  do  fine  in 
munis.  Yields  are  almost  as  high  as 
on  Treasurys  of  comparable  maturi- 
ties, and  aftertax  yields  are  as  much 
as  50%  higher  than  on  Treasurys  for 
taxpayers  in  the  top  brackets.  (The 
maximum  federal  tax  rate  is  38.5% 
this  year  and  33%  in  1988.  So  a  9% 
tax-free  yield  is  equivalent  to  13%- 
plus  in  a  taxable  Treasury.) 

New  York,  California  and  Texas 
tax-frees  are  sound,  high-yield  in- 
vestments. The  first  two  are  partic- 
ularly attractive  to  residents  of  the 
same  states,  since  state  as  well  as 
federal  taxes  are  avoided.  Texas 


doesn't  have  an  income  tax — yet. 

Among  California  bonds,  noncall- 
able  state  general  obligation  7s  of 
2002  are  trading  at  8  7 'A,  to  yield 
8.5%  to  maturity.  For  anyone  be- 
yond the  lowest  tax  bracket,  that 
beats  the  9.1%  available  on  a  long- 
term  Treasury.  The  GO  bond  also 
seems  better  to  me  than  the  9.1% 
you'd  get  on  a  taxable  bank  deposit. 
To  be  sure,  there  is  more  risk  in  a 
15-year  bond  than  in  a  bank  deposit 
of,  say,  five  years'  duration.  These 
California  bonds,  rated  AAA  by 
Standard  &  Poor's,  came  to  market 
at  98V2  in  the  summer  of  1986  and 
have  lost  11  points  in  little  more 
than  a  year. 

State  general  obligations  are  a 
rare,  precious  breed.  Most  other 
bonds  are  not  so  highly  regarded  and 
consequently  carry  much  higher 
yield.  The  Metropolitan  Water  Dis- 
trict of  Southern  California  63As  of 
2006,  rated  AAA,  are  priced  at  83,  to 
yield  8.6%  to  maturity. 

Unless  you  think  all  of  Texas  is 
going  broke,  A-rated  Houston  sewer 
prior  lien  revenue  8V8S  of  2017  are  a 
good  bet.  They  are  trading  at  only 
91,  down  from  100  when  they  came 
to  market  three  months  ago,  to 
yield  9%  to  maturity. 

Getting  a  bit  riskier,  Brazos  River 
Authority,  Texas  pollution  control 
junk  bonds  backed  by  a  subsidiary 
of  Texas  Utilities  Co.,  look  interest- 
ing. Rated  BBB-plus  by  S&P  but 
AA2  by  Moody's,  the  9%s  due  2017 
are  priced  at  lOO'/i,  to  yield  9.8%. 

New  York  City  Municipal  Assis- 
tance Corp.  6.9s  of  2007  trade  at 
85%,  to  yield  8.4%  to  maturity,  a 
current  return  of  8.1%. 

In  markets  as  volatile  as  those  of 
the  past  six  months,  dealers  will  be 
more  cautious  in  pricing  new  is- 
sues. They  will  also  take  a  bigger 
spread  between  bid  and  asked  in  the 
secondary  market.  Even  so,  a  decent 
return  is  left  for  the  retail  buyer, 
especially  one  who  faces  the  spread 
only  once — on  original  purchase — 
and  holds  to  maturity. 

If  you  are  investing  less  than 
$100,000  in  the  muni  market,  a  mu- 
tual fund  makes  more  sense.  (Why 
$100,000?  You  should  buy  at  least 
ten  issues  for  diversification.  And 
purchases  below  $10,000  suffer  dis- 
proportionate transaction  costs.) 
Returns  on  well-run  funds  are  about 
%%  lower  than  on  the  underlying 
bonds,  so  you  do  give  up  a  fair 
amount  of  yield.  But  your  transac- 
tion costs  at  no-loads  are  nil,  and 
your  liquidity  is  near  absolute.  ■ 


m 


The  Big  Portfolios 
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"The  Club 
that  beats 
the  streets 

needs  a 

hand. 

Yours." 

Edward  James  Olmos 


"Lots  of  kids  run  into  a 
dead  end  on  the  streets.  But 
I  got  a  break  that  helped 
me  beat  the  streets.  I  join- 
ed the  Boys  Club.  And  that 
made  all  the  difference  in 
the  world. 

"Today  more  than 
1,285,000  kids  at  over 
1,100  Boys  Clubs  across 
America  are  beating  the 
streets.  Doing  something 
positive  with  their  lives. 
Because  for  them  the  Club 
is  a  friend. ..a  gym...  a 
school...  a  team...  a  place 
where  they  can  feel  good 
about  themselves.  A  future. 

"Today  kids  need  the 
Boys  Club  more  than  ever. 
And  you  can  help.  Support 
your  local  Boys  Club. 
Because  the  Club  that 
beats  the  streets  needs  a 
hand.  Yours!" 


BOYS  CLUB 


There  s  an  old  saying  on  Wall  Street:  Bulls 
make  money,  and  bears  make  money,  but 
pigs  never.  What  about  chickens? 

COMING  HOME 
TO  ROOST 


By  Susan  Lee 


One  reason  that  the  smart  money  is 
smart  is  that  it  can  make  money  in 
bad  times  as  well  as  good.  Or  so  a 
lot  of  people  think.  By  this  logic, 
then,  a  seesaw  market  shouldn't 
bother  the  smarties:  They  can  be 
long  stocks  when  the  market  is  on 
the  way  up,  and  then  make  money 
shorting  the  same  stocks  when  the 
market  falls.  Right?  Right — but 
only,  it  seems,  if  these  market 
swings  are  of  reasonable  magni- 
tudes. If  the  swings  are  like  the 
recent  ones,  the  smart  money 
turns,  as  one  money  runner  says, 
"chicken." 

Wall  Street  is  a  veritable  chicken 
roost  these  days.  Perched  up  there, 
wings  folded,  are  most  of  the  smart 
money  runners — traders,  hedge 
fund  managers  and  private  inves- 
tors. Much  to  my  astonishment, 
this  bunch  of  (primarily)  cold- 
blooded high  rollers  seems  to  have 
lost  its  nerve. 

First,  consider  the  traders,  that 
group  whose  time  horizon  comes  in 
nanoseconds.  Traders  react  to  the 
news  coming  over  the  tape,  and 
then  they  react  to  the  market's  reac- 
tion. They  make  money  by  lickety- 
split  buying  and  selling — getting  in 
or  out  before  the  rest  of  the  world 


Susan  Lee  is  a  senior  editor  of  FORBES 
magazine. 


even  knows  something  has  hap- 
pened. Presumably,  a  seesaw  mar- 
ket is  tailor-made  for  this  style  of 
investing. 

Presumably.  "Volatility,  volatili- 
ty, volatility!"  complained  one  trad- 
er who  plays  everything  from  pork 
bellies  to  stock  options.  "Trading  in 
this  market  is  a  matter  of  getting 
used  to  much  larger  swings  than 
experience  would  indicate  possible. 
Instruments  that  used  to  move  only 
1%  over  a  few  hours  are  now  mov- 
ing 10%.  And  instruments  that 
used  to  move  10%  in  a  few  hours 
are  now  moving  100%." 

This  kind  of  volatility  is  hard 
even  for  these  instinct  players.  Two 
of  Wall  Street's  favorite  sayings — 
"Go  with  the  flow"  and  "The  trend 
is  your  friend" — are  no  help  at  all  if 
the  trend,  or  the  tape,  keeps  revers- 
ing itself. 

Playing  chicken  doesn't  necessar- 
ily mean  just  sitting  there.  A  big 
bunch  of  traders  are  "going  flat" — 
slang  meaning  they  are  liquidating 
their  positions.  Some  are  driven  by 
fear  that  the  houses  they  clear 
through  will  go  bankrupt.  Others 
are  afraid  that  regulators  will  close 
the  market  in  which  they  are  trad- 
ing, stranding  them,  and  that  con- 
stitutes true  illiquidity,  which,  for  a 
trader,  is  even  worse  than  volatility. 

What  about  the  value  players,  the 
Ben  Graham- Warren  Buffett  types? 
The  people  who  look  at  the  funda- 
mentals, which  can  range  from  an 
extreme  micro  view  of  a  company's 
balance  sheet  to  macro  trends  in  the 
world  economy?  For  these  players, 
too,  the  seesaw  markets  are  just  too 
dicey.  They  realize  that  just  as  a 
rising  tide  lifts  all  boats,  even  the 
most  unseaworthy,  an  ebbing  tide 
can  beach  all  boats,  even  those  most 
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toyant  with  value.  So  the  value 
pes  are  playing  chicken,  too. 
Indeed,  in  these  times,  what  qual- 
es  as  a  really  venturesome  strate- 
is  to  close  out  short  positions  and 
d  to  longs  when  the  market  tanks 
d,  conversely,  when  the  market 
reaks  up,  re-short  the  bads  and  sell 
f  the  good  stuff. 

Extreme  caution  also  goes  for  the 
ird  group — the  private  investors 
10  put  only  their  own  bucks  at 
;k.  Said  one  of  the  few  who  was 
red  enough  with  the  tape  to  come 
the  phone,  "What  am  I  doing? 
athing.  Just  meeting  my  margin 
lis." 

Not  only  are  these  smart  money 
ople  sitting  on  their  hands,  they 
em  to  have  turned  off  their  brains, 
o.  The  closest  thing  to  an  opinion 
e  heard  since  the  beginning  of 
;tober  came  from  a  hedgie  who 
iuctantly  admitted  to  a  touch  of 
ssimism.  He  thought  there  might 

an  economic  slowdown,  in 
nch  case  stocks  still  weren't 
eap  enough.  Pushed  a  little  hir- 
er, he  said  that  it  was  madness  for 
mpanies  to  be  buying  back  their 
3ck.  "If  we  do  have  a  slowdown, 
ey  will  need  that  cash.  It's  like 
iting  a  check  to  cover  a  margin 
11.  We  liquidate  rather  than  in- 
case our  bet,"  he  said. 
Are  none  of  the  pros  doing  any- 
ing?  A  few  are.  This  from  a 
zky — or  prescient — money  man- 
er  who  turned  gloomy  a  year  ago 
d  cashed  out  of  the  market.  He 
d  been  sitting  on  his  pile  of  cash, 
Dodmg,  too  gloomy  to  go  out  to 
ich.  On  Black  Monday  he  started 

a  buying  spree.  "I'm  behaving 
:e  an  index  fund.  I  bought  the 
)w  stocks  at  prices  that  would 
ve  been  bargains  in  1986,  and  I'm 
w  just  sitting  back."  Is  he  still 
ying?  No.  He  adds  that  he's 
rned  off  his  Quotron  and  is  going 
t  to  lunch  again. 

I  did  find  one  chap  who  claims  he 
/ed  the  mid-October  market.  "I'll 
ver  see  a  sweeter  trading  mar- 
t,"  he  says.  He  claims  he  has  been 
iding  in  and  out  of  IBM  on  those 
ige  swings.  "I  can  make  10%  on  it 
len  it  goes  up  before  lunch,  then 
ike  10%  on  it  after  lunch  when  it 
llapses." 

But  others  are  finding  they  need  a 
ighty  strong  stomach  to  swallow 
4-0%  loss  for  the  day,  even  if  it 
[lows  days  when  they  can  savor  a 
%  gain.  For  them,  better  a  live 
icken  than  a  dead  bull  or  a 
ewed-up  bear.  ■ 


Stay  ahead 
of  the  game. 


Successful  investing  takes  a  bold  strategy, 
persistence,  and  above  all,  determination. 
Twentieth  Century  offers  a  family  of  no-load, 
no-minimum  mutual  funds  and  a  record  of 
outstanding  long-term  performance.  In  fact,  two 
of  our  funds,  Growth  and  Select  Investors,  are 
currently  rated  the  #1  and  #2  no-load  mutual 
funds  in  the  country*  So  if  you're  determined  to 
find  a  winning  investment,  look  into  Twentieth 
Century  Investors.  Write  or  call  toll-free  for  an 
Information  Kit  and  Prospectus.  Please  read  the 
Prospectus  carefully  before  investing. 


Call  toll-free:  1-800-345-2021 


For  [he  10-year  period  ending  6-30-87,  as  ranked  by  Lipper  Analytical  Services. 
Past  results  do  not  predict  future  performance. 


Please  send  a  free  Prospectus  to: 

Name: 


Address: 


City: 


State  ZIP 

I   N  \    L  STOks 

No-Load,  No-Minimum  Mutual  Funds 

fbs         PO.  Box  419200,  Kansas  City,  MO  64141-6200 
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Contrarian 

MONEY  &  INVESTMENTS 

Will  those  academics  who  thought  portfo- 
lio insurance  was  harmless  now  say, 
"Back  to  the  old  drawing  board"? 


THANKS, 
PROFESSOR 


By  David  Dreman 


Sure,  the  market  had  gotten  pricey, 
ignoring  rising  interest  rates,  the  de- 
clining dollar  and  the  large  trade 
deficit.  I  advised  readers  to  raise 
cash  near  the  market  peak  in  my 
Sept.  21  column.  Did  I  expect  a 
crash  that  was  almost  twice  as  bad 
as  Black  Tuesday,  1929?  I  did  not. 
We  have  had  overpricing  and  subse- 
quent corrections  again  and  again  in 
the  postwar  period,  but  never  any- 
thing like  this.  What  happened? 

The  answer  is  both  reassuring  and 
disturbing.  Reassuring  because 
there  is  nothing  really  wrong  with 
the  economy  or  the  stock  market. 
Earnings  are  improving,  and  price/ 
earnings  multiples  of  good-quality 
companies  in  many  cases  are  today 
as  low  as  or  lower  than  when  the 
bull  market  began.  The  economy  is 
in  reasonable  shape,  with  an  accom- 
modating monetary  policy. 

Disturbing  because  a  long-over- 
due correction  was  distorted  into 
disaster  by  the  new  computerized 
financial  derivatives,  which  in 
times  of  rapidly  falling  prices  mag- 
nify the  drop  sharply,  as  they  did  on 
Black  Monday.  Result?  A  probable 
100-  or  150-point  correction  in  the 
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Dow  turned  into  a  508-point  panic. 

Let's  look  at  these  new  financial 
instruments  and  then  at  how  they 
operated  on  Black  Monday  to  create 
the  disaster.  The  first  is  portfolio 
insurance,  a  strategy  designed  to 
protect  institutional  portfolios  in 
down  markets  while  giving  them 
almost  all  the  upside  in  rising  ones. 
This  is  done  by  selling  financial  in- 
dex futures,  primarily  the  S&T  500, 
on  the  Chicago  Mercantile  Ex- 
change, although  the  Major  Market 
Index,  the  S&P  100  and  the  Value 
Line  Index  also  are  used. 

Selling  the  futures  hedges  the 
portfolio  in  a  falling  market,  accord- 
ing to  the  theorists,  because  the  loss 
in  stocks  will  be  offset  by  the  gain 
in  the  futures.  But,  if  the  market 
continues  to  rise,  the  holder  will 
profit,  his  profit  only  slightly  re- 
duced by  the  cost  of  the  hedging. 
Institutions,  not  surprisingly,  have 
scrambled  to  protect  their  portfolios 
in  this  manner,  as  costs  are  claimed 
to  be  small.  Presently,  over  $135 
billion  worth  of  portfolios  are  in- 
sured in  this  manner. 

Who  created  this  monster?  Not 
Wall  Street  types  but  academics. 
The  two  largest  insurers  are  Leland 
O'Brien  Rubenstein  Associates  Inc. 
and  Wells  Fargo.  Both  firms'  princi- 
pals in  this  sector  have  academic 
financial  backgrounds,  and  their 
gospel  is  that  markets  are  both  ra- 
tional and  very  efficient. 

No  matter  how  many  contracts 
are  sold  in  the  futures  market,  they 
argue,  if  the  S&.P  500  futures  prices 
move  down  much  from  the  cash 
value  of  the  S&P,  swarms  of  buyers 
will  come  out  of  the  woodwork  to 
profit  from  this  spread  and  bring  it 
back  into  line.  After  all,  they  claim, 
that's  what  efficient  markets  are  all 


about  and  why  these  programs  will 
work  so  effectively. 

Since  all  this  was  profitable  for 
the  participants,  no  shortage  of  con- 
vincing rationalizations  were  creat- 
ed to  justify  the  practice.  A  number 
of  studies  were  commissioned  by 
the  commodity  exchanges,  which 
were  salivating  at  the  gigantic  com- 
missions these  programs  would 
bring.  The  studies  covered  short  and 
relatively  quiet  market  periods  and, 
naturally,  concluded  that  such  trad- 
ing would  not  affect  market  volatil- 
ity. Famous  last  words! 

But  as  I  noted  in  an  earlier  article 
on  this  subject  (Forbes,  Mar.  23), 
"What  looks  good  in  the  lab  can  act 
like  nitroglycerine  when  shaken." 
Unfortunately,  on  Oct.  19  the  nitro 
was  shaken.  Bam!  Crash! 

The  second  important  compo- 
nent of  this  equation  is  computer- 
ized program  trading.  Program  trad- 
ing is  simply  the  arbitrage  between 
the  financial  futures  index  and  the 
underlying  stocks  they  represent.  If, 
for  example,  the  S&P  500  future  is 
at  250  and  the  December  S&P  fu- 
ture is  at  245,  it  pays  the  program 
trader  to  sell  a  parcel  of  stocks 
closely  mirroring  the  S&P  500  and 
at  the  same  time  buy  the  futures  at 
a  discount.  The  transaction  locks  in 
over  1%,  after  costs,  for  holding  the 
position  a  maximum  of  three 
months  and  most  times  for  signifi- 
cantly shorter  periods.  Chicken 
feed?  No,  it's  big  money.  Since  mar- 
gin requirements  are  razor  thin — 
5%  or  8% — 1%  becomes  almost 
20%  on  the  investor's  money.  An- 
nual returns  can  run  up  to  80% . 

Because  the  proper  basket  of 
stocks  requires  thousands  of  calcula- 
tions instantaneously,  sell  programs 
are  completely  computerized  to  re- 
act immediately  to  changes  in  the 
market.  The  computers  also  are  set 
to  trigger  program  trading  automati- 
cally at  various  points  of  decline  of 
the  S&P  500  future  from  the  S&P 
itself.  Thus,  some  programs  might  be 
triggered  at  a  3-point  discount,  oth- 
ers at  4,  5  or  6  points,  and  so  on. 

The  portfolio  insurers  program 
their  computers  in  a  similar  manner 
to  keep  their  portfolios  "delta  neu- 
tral" (the  academic  buzzword  for 
properly  hedged).  Thus,  if  market 
prices  change,  the  computers  re- 
spond very  quickly  to  bring  the 
portfolios  back  into  line. 

Because  the  reaction  time  must 
be  in  split  seconds,  far  too  fast  for 
humans,  the  computers  in  effect 
have  been  programmed  to  make  all 
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the  investment  decisions  for  multi- 
aillions  of  dollars. 

Who  was  selling  on  Black  Mon- 
day? Computers  started  the  process, 
iollowed  by  humans  in  shock. 

After  1929,  rules  were  established 
:o  prevent  a  repeat.  Margin  require- 
ments, 10%  in  the  1920s,  have  long 
?een  50%,  or  even  more.  But  today's 
utures  margins  of  5%  to  8%  are 
ower  than  the  flimsy  10%  margins 
)f  1929,  one  of  the  major  precipita- 
:ors  of  the  Great  Crash.  Speculators 
simply  used  the  commodity  ex- 
:hanges  to  influence  stock  prices  on 
idiculously  thin  margins. 

The  final  part  of  the  equation  is 
:he  enormous  growth  of  financial 
utures  and  options.  Financial  fu- 
mes indexes  last  year  traded  twice 
:he  dollar  volume  daily  of  the 
^JYSE.  Experts  estimate  this  trading 
s  up  substantially  this  year. 

What  everybody  refused  to  recog- 
lize  was  just  how  damaging  these 
orces  could  be  when  they  interact- 
ed. Sharp  declines  caused  by  futures 
xading  had  already  occurred  in  Sep- 
:ember  1986  and  January  1987. 

The  academic  efficient-market 
oiks  claimed  that  none  of  their  the- 
mes could  lead  to  disaster.  They 
daimed  it  was  impossible  for  the 
various  programs  to  feed  on  each 
)ther.  "Liquidity  begets  liquidity," 
:hey  continued.  What  this  mouth- 
ul  means  is  that  the  more  index 
utures  selling  takes  place,  the  more 
ational,  profit-seeking  buyers  will 
;ome  into  the  market. 

Then  came  Black  Monday.  Tor- 
ents  of  portfolio  insurance  selling 
it  the  opening.  This  followed  on  a 
[08-point  Dow  drop  of  the  previous 
:riday.  The  result  was  that  the  S&P 
j00  index  futures  went  to  a  20-point 
hscount  from  the  S&P  itself.  Ac- 
:ording  to  academic  theory,  this  is 
mpossible  because  droves  of  ratio- 
lal  buyers  will  rush  in  if  the  futures 
hscount  reaches  even  4  or  5  points, 
md  it  would  stay  there  for  only 
ninutes.  After  all,  liquidity  begets 
lquidity.  Only  this  time  it  didn't, 
rhe  buyers  who  should  have  bought 
vere  too  damned  scared. 

The  doomsday  scenario  began. 
Program  trading  was  activated  auto- 
matically at  all  levels  because  the 
liscount  on  the  futures  was  so 
iteep.  Buying  the  futures  and  selling 
vave  after  wave  of  stocks  drove 
)rices  down  sharply. 

The  massive  selloff  of  stocks 
irove  portfolio  insurers  to  sell  even 
nore  futures,  frequently  to  rebal- 
ance their  portfolios  to  "delta  neu- 


tral," driving  futures  prices  relent- 
lessly lower.  The  panic  selling  in- 
tensified in  the  afternoon.  Droves  of 
individual  investors  redeemed  mu- 
tual funds.  Liquidity  begets  liquid- 
ity? In  this  case,  there  was  no  li- 
quidity at  all.  Toward  midday  val- 
ue-conscious buyers  came  in,  and 
the  market  rallied.  The  rally  then 
was  shattered  by  the  next  volley  of 
computer-generated  portfolio  insur- 
ance sales  orders.  Again  waves  of 
S&P  500  futures  were  sold. 

What  stopped  the  panic  and  possi- 
ble disintegration  of  the  market?  In 
my  opinion,  some  excellent  crisis 
decision  making  by  John  Phelan  Jr., 
chairman  of  the  New  York  Stock 
Exchange,  who  said,  in  a  speech  last 
year  referring  to  the  dangers  of  such 
futures  trading:  "This  sort  of  thing 
can  lead  to  a  financial  meltdown." 

It  nearly  did. 

When  the  market  opened  on 
Tuesday,  the  computers  started  up 
again,  both  in  portfolio  insurance 
and  program  trading.  To  restore  sta- 
bility Phelan  asked  members  to  re- 
frain from  program  trading  and 
banned  the  use  of  the  exchange's 
crucial  electronic  order  delivery 
system.  By  pulling  the  plug  on  the 
system,  he  effectively  stopped  pro- 
gram trading,  which  finally  ended 
the  rout.  The  ban  is  indefinite. 

This  and  other  actions  after  the 
calamity  were  like  putting  an  auto- 
matic sprinkler  system  into  the 
rums  of  a  large  building  after  a  big 
part  of  it  has  been  destroyed  by  fire. 

In  June  1987,  at  a  University  of 
Rochester  conference,  I  sat  on  a 
panel  along  with  ranking  financial 
academics  and  three  SEC  commis- 
sioners, discussing  the  dangers  of 
program  trading  and  portfolio  insur- 
ance. I  expressed  my  concern  about 
a  potential  crash  through  the  mis- 
use of  these  instruments.  The  pro- 
fessors treated  me  rather  conde- 
scendingly. They  said,  in  effect,  that 
we  Wall  Street  people  just  didn't 
understand  markets. 

What  do  the  professors  say  now? 
Professor  William  Sharp  of  Stan- 
ford, one  of  the  most  important  ad- 
herents of  efficient  markets,  said  re- 
cently: "We're  all  totally  stunned — 
it's  pretty  weird." 

What  do  I  say  now?  That  there 
will  be  further  tremors,  but  the 
stock  market  is  full  of  good  values, 
which  were  cheap  before  the  crash 
and  are  a  lot  cheaper  now.  Such  as 
Aetna  (50),  P/E  7-  Pfizer  (45),  10; 
American  Home  Products  (69),  12; 
Chrysler-  (23),  4;  and  Ford  (67),  4.  ■ 


thrill  of  discovery.  Stroll 
pristine  beaches.  Go  fishing  for 
the  big  ones.  Sun  yourself  by  our 
pool  or  scuba  in  waters  renowned 
for  the  splendor  of  their  tropical 
fish.  On  Forbes  Magazine's 
Laucala  Island,  all  the  choices 
are  yours. 

BUT  JUST  FOR  A  FEW  . . . 
Forbes  loves  its  private  Fiji 
island,  and  we  think  you  will,  too. 
So  we've  put  out  the  welcome 
mat,  but  only  for  a  few  at  a  time. 
We'll  take  up  to  8  guests,  for  7 
nights  and  8  days.  Cost  is  $1,950 
per  person,  which  includes  4 
days  of  tropical  fishing  plus  all 
meals,  lodging  and  a  round-trip 
flight  between  Laucala  and  Nadi 
International  Airport  (on  the 
main  island).  It's  the  "in"  place  to 
go,  away  from  the  cold,  the  traf- 
fic, the  noise,  the  hassle.  Service 
with  a  smile  and  no  tipping. 
For  information  please  write: 
Fiji  Manager,  Forbes  Magazine, 
60  Fifth  Ave.,  New  York,  NY  1 00 1 1 
or  call  212/620-2461. 
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The  market  collapse  was  a  humbling  ex- 
perience, but  it  created  many  bargains. 
Here  are  some — and  a  moral  as  well. 

DIARY  OF  A 
MONEY  MANAGER 


By  Kenneth  L.  Fisher 


Morose  Monday— Oct.  19,  1987, 
7:30  a.m.  West  Coast  time.  I  felt 
pretty  good,  pretty  darn  good.  When 
my  traders  told  me  the  Dow  had 
gap-opened  below  2200,  we  were 
cocky  and  excited.  Our  clients' 
portfolios  had  lots  of  cash.  Our  val- 
ue-oriented, unpopular  stocks  had 
suffered  only  lightly  compared  with 
the  largest-capitalization  stocks. 

By  1 1  a.m.  the  Dow  broke  below 
2000.  Our  war-room  staff  joked 
about  my  Aug.  13  debate  on  The 
McNeil-Lehrer  Report  against  Dan 
Dorfman.  He  was  bullish.  I  was 
bearish,  saying  the  market  was 
grossly  overvalued  and  headed  for  a 
long-term  40%  drop,  taking  the 
Dow  to  perhaps  1700.  I  hadn't  ex- 
pected it  all  so  fast,  but  now  it  was 
here.  Euphoria.  More  cockiness. 

But  our  stocks  were  off  only  8%. 
Throw  in  our  hefty  cash,  and  our 
portfolio  looked  super.  Now  we 
were  getting  ready  to  take  advan- 
tage of  the  drop.  We  planned  to  buy 
from  among  the  most  bloodied  big- 
cap  stocks,  but  only  those  with  the 
most  value.  Ones  like  General  Mo- 
tors at  50,  with  a  $5  dividend,  a  10% 
yield  and  a  P/E  of  5. 

Tuesday— Oct.  20,  6:15  a.m.  West 


Kenneth  L.  Fishei  is  a  Woodside,  Calif -bast ,  I 
money  manager  He  bos  written  two  book  . 
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Coast  time.  We're  positioning  or- 
ders for  the  opening.  Big-cap  names: 
GM,  Exxon,  Sears,  Federated,  Ames 
Department  Stores,  National  Inter- 
group,  Pulte  Home,  Peoples  Energy, 
Inland  Steel,  General  Dynamics, 
United  Technologies,  Nacco  Indus- 
tries, Grumman  and  Fluor.  All  beat- 
up  but  with  strong  balance  sheets 
and  cash  flows  and  low  valuations 
relative  to  sales,  earnings  and  asset 
value.  Our  kind  of  stock  and — 
now — at  our  kind  of  prices.  Then  we 
throw  in  a  few  smaller-cap  old  fa- 
vorites like  those  you  have  seen  in 
my  columns  in  recent  years. 

The  market  opens,  but  many  big- 
cap  stocks  don't  trade.  For  example, 
indications  from  the  floor  show  GM 
at  55  bid,  offered  at  65,  with  a  last 
sale  of  50.  My  traders  say  it  will 
probably  open  about  58.  Now  I'm 
feeling  less  cocky.  Are  they  going  to 
get  away  from  us?  GM  finally  opens 
at  65,  right  at  the  top  of  its  spread. 
En  route,  its  ultra-cheapness  faded. 

Now  we  had  either  to  chase  them 
or  say  good-bye.  We  did  some  of 
both.  By  midmorning  the  Dow  was 
up  200  points,  and  we  ended  up  pay- 
ing much  more  than  we  had  hoped 
before  dawn,  fust  then  stocks  sank 
again.  And  we  were  there  to  catch 
them.  For  example,  we  loaded  up  on 
GM  at  58  and  55.  But  it  roared  right 
through  us  to  51.  Along  the  way  the 
stocks  we  bought  were  now  at 
losses.  But  only  small  losses.  We 
still  felt  pretty  good. 

When  the  key  news  came,  it  bare- 
ly creased  our  consciousness.  They 
had  temporarily  suspended  futures 
trading  in  the  Chicago  market  be- 
cause of  an  order  overflow  (and  pur- 
portedly to  stop  program  traders  and 
portfolio  insurers  from  pummeling 
he  S&P  stocks  with  their  chica- 


ncry).  Sounded  wonderful.  It  wasn't. 
It  was  murder. 

Some  shrewd  program  traders, 
cut  off  from  their  heroin,  figured 
they  could  get  similar  relief  from 
options  on  the  Value  Line  index, 
traded  in  Kansas  City.  The  Value 
Line  includes  900  stocks,  all  equally 
weighted,  so  it  reflects  the  kinds  of 
medium-market-cap  stocks  we  usu- 
ally hold  (see  my  Aug.  24  column). 

Suddenly  the  medium-cap  Value 
Line  stocks  started  collapsing — big. 
The  whole  Value  Line  was  down 
8%  in  minutes — while  the  Dow  and 
the  S&P  were  rising.  The  normal 
owners  of  these  secondary  stocks, 
individuals,  were  paralyzed  with 
fear  from  Monday's  debacle.  There 
were  virtually  no  bids  at  all.  These 
kinds  of  stocks  can't  take  institu- 
tional punishment,  because  they 
aren't  used  to  the  phenomenal  trad- 
ing volume.  The  price  declines  ex- 
tended the  fear  but  broke  the  paraly- 
sis, as  individuals  panicked  into  a 
selling  mode,  dumping  not  only  the 
Value  Line  stocks  but  other  small- 
er-cap issues  as  well. 

Within  minutes,  and  on  light  vol- 
ume, many  of  our  same  stocks, 
which  held  up  so  well  Monday,  fell 
20%  to  40%.  When  the  dust  settled, 
the  Dow  and  S&P  were  up  5%  to 
6%  for  the  day,  while  the  Value 
Line  fell  that  much.  And  we  got 
hurt.  I  sure  didn't  expect  such  pain 
in  these  stocks.  NBI,  for  example, 
fell  32%,  from  7  to  4%.  And  that 
with  $8.50  of  book  value  per  share 
and  a  rock-steady  balance  sheet. 

Printronix  |8,  o-t-c),  Rogers  (20, 
Amex),  TGI  Friday  's  (6),  California  Mi- 
crowave (5,  o-t-c),  Mohasco  (15),  Mur- 
ray Ohio  (17),  Wolverine  World  Wide 
(9)  and  even  Monday's  star,  Dallas 
(11) — all  cheap  and  yet  all  getting 
hammered  down  further. 

Tuesday,  Oct.  20,  11  p.m.  Most 
folks  bemoan  Morose  Monday.  We 
suffer  Terrible  Tuesday.  Until  today 
we  did  great,  and  since  August,  I 
suppose  we  have  done  far  better 
than  most.  So,  we  live  to  fight 
again — but  not  so  cocky  now.  You 
keep  learning — the  hard  way  these 
days.  I  did. 

Every  stock  in  this  column  is  fun- 
damentally too  cheap,  by  a  wide 
margin,  and  is  a  long-term  value. 
This  must  be  a  time  to  buy.  But  I 
learned  that  no  matter  how  well 
you  are  trained,  how  smart  you 
think  you  are,  how  good  your  game 
plan  is  and  how  many  advantages 
you  may  have,  when  a  freight  train 
is  coming,  get  off  the  tracks.  ■ 
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This  depression  started  in  the  developing 
nations  and  has  not  deepened  as  fast  as 
the  one  of  the  1930s,  but  it  is  no  less  real. 

JOHNNY  ONE  NOTE 
SINGS  AGAIN 


By  Ashby  Bladen 


legular  Forbes  readers  will  remem- 
)er  that  for  more  than  seven  years 
his  column  has  been  sounding  the 
ilarm.  It  warned  against  national 
:conomic  policies  based  on  the 
Ceynesian  idea  that  we  can  borrow 
ind  spend  ourselves  rich.  It  pointed 
)ut  that  such  policies  were  encour- 
iging  the  American  people  to 
)lunge  far  too  heavily  into  debt.  It 
iredicted  that  sooner  or  later  our 
lebts  would  cause  a  financial  disas- 
er  similar  to  that  of  the  early  1930s. 

You  also  recall  that  Editor  Jim 
Michaels  decided  I  was  becoming  a 
ohnny-One-Note,  and  that  my  col- 
lmn  should  be  suspended  until  the 
lisaster  I  had  so  long  predicted  be- 
;an  to  happen.  Of  course,  I  had  been 
larping  on  that  one  note  because  I 
hought  it  the  most  important  thing 
hat  you  needed  to  hear.  I  have  been 
vaiting  ever  since  to  discover  what 
Michaels'  idea  of  a  disaster  is.  When 
le  called  me  the  morning  after 
$lack  Monday,  I  found  out. 

Meanwhile,  I  have  been  working 
>n  a  book  that  will  try  to  explain 
he  fundamental  causes  of  the  de- 
'eloping  financial  disaster.  We 
Americans  have  borrowed  far  too 
nuch  at  home  to  be  able  to  service 
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our  debts  without  accelerating  in- 
flation. And  we  have  borrowed  too 
much  abroad  to  be  able  to  service 
our  foreign  debt  without  a  falling 
dollar  and  a  corresponding  fall  in 
the  American  standard  of  living. 

Does  that  mean  we  are  on  the 
brink  of  another  depression?  Not  in 
terms  of  domestic  unemployment. 
We  have  had  fairly  substantial  un- 
employment during  the  last  several 
years,  when  the  overvaluation  of  the 
dollar  damaged  American  industry's 
ability  to  compete.  Now  the  declin- 
ing international  creditworthiness 
of  the  American  people  has  caused 
the  foreign  exchange  value  of  the 
dollar  to  fall,  and  the  flip  side  of  that 
coin  is  that  America's  ability  to 
compete  is  recovering. 

Of  course,  if  you  look  at  the  world 
as  a  whole,  you  will  see  that  the 
second  depression  of  the  20th  cen- 
tury began  in  1982  in  the  developing 
countries.  It  has  not  spread  and 
deepened  as  fast  as  the  first  one — 
1929 — did  because,  in  the  mean- 
time, political  pressure  is  forcing 
lenders  to  throw  good  money  after 
bad — which  they  did  not  do  during 
the  1930s.  But  the  flip  side  of  that 
coin  is  that  the  burden  of  unrepay- 
able  debt  has  continued  to  rise  long 
after  everybody  knew  in  his  bones 
that  the  debts  were  unrepayable. 
The  result  is  not  deflation,  as  in  the 
last  depression,  but  runaway  infla- 
tion in  the  countries  that  are  al- 
ready in  depression. 

The  same  thing  will  happen  in 
this  country:  runaway  inflation. 
The  phasing  out  of  the  tax  deduct- 
ibility of  interest  on  anything  ex- 
cept a  mortgage  means  that  nowa- 
days, when  consumers  borrow,  they 
secure  the  loan  with  a  lien  on  their 
houses.  The  next  downturn  is  not 


yet  in  sight,  but  it  will  come,  and 
when  it  does,  home  equity  loans 
will  be  defaulted  by  the  thousands. 

Since  mass  foreclosures  are  no 
longer  politically  tolerable,  politi- 
cians are  likely  to  decide  that  they 
must  bail  us  all  out  of  our  financial 
mistakes  at  the  expense  of  the  tax- 
payers. That  will  turn  the  presently 
risky  business  of  borrowing  to  buy 
inflation  hedges  into  a  riskless 
game  of  heads  I  win,  but  tails  the 
taxpayers  lose.  Borrowing  and 
spending  will  go  through  the  roof — 
and  so  will  inflation. 

The  bailing  out  won't  happen 
right  away.  During  the  next  15 
months  the  political  fight  between 
a  Democratic  Congress  and  a  dis- 
credited Republican  Administra- 
tion will  make  a  major  new  policy 
initiative  impossible.  Nothing  will 
be  done  about  the  budget  deficit, 
and  the  congressionally  unautho- 
rized adventure  in  the  Persian  Gulf 
is  likely  to  become  nearly  as  divi- 
sive as  was  the  one  in  Indochina. 
The  U.S.  is  in  no  financial  condition 
to  get  into  even  a  little  war. 

The  fact  is  that  if  we  wish  to 
become  a  totalitarian  democracy  in 
which  the  government  bails  out  ev- 
erybody, we  need  to  scrap  our  18th- 
century  Constitution.  It  was  in- 
tended to  restore  financial  responsi- 
bility after  the  hyperinflation 
caused  by  the  irresponsible  financ- 
ing of  the  Revolution,  fought  in  or- 
der to  preserve  liberty.  But  today  I 
fear  that  we  are  willing  to  swap  lib- 
erty for  a  bailout,  even  though  it 
also  means  runaway  inflation. 

To  avoid  the  inflationary  disaster 
that  will  be  caused  by  the  simple 
compounding  of  interest  on  our 
debts,  we  would  have  to  stop  bor- 
rowing and  spending  to  maintain  a 
higher  standard  of  living  than  we 
are  earning  by  our  productive  ef- 
forts. We  would  have  to  produce 
more  than  we  consume  and  use  the 
excess  to  pay  down  our  debts.  But 
no  American  politician  has  suggest- 
ed that  we  do  anything  of  the  sort. 
The  crisis  will  intensify  during  the 
next  15  months,  when  we  are  least 
able  to  do  anything  about  it,  and  we 
will  see  new  peaks  of  interest  rates, 
above  those  of  the  early  1980s. 

So  what  should  you  do  with  your 
savings?  I  still  recommend  FDIC- 
insured  bank  deposits  and  U.S. 
Treasury  bills.  And  if  you  have  a 
floating-rate  mortgage,  paying  it  off 
might  be  the  best  investment  you 
ever  made — especially  if  you  sell 
some  stock  to  raise  the  money.  ■ 
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AFFILIATED  PUBLICATIONS,  INC.  N 

BOSTON,  MA. — October  15,  1987— Affiliated  Publica- 
tions, Inc.  today  reported  that  1987  third  quarter  income 
from  continuing  consolidated  operations  was  $13,678,000 
or  $.39  per  share  versus  $10,519,000  or  $.30  per  share  for 
the  third  quarter  of  1986.  Income  from  continuing  consoli- 
dated operations  for  the  first  nine  months  of  1987  was 
$41,891,000  or  $1.19  per  share  versus  $28,337,000  or  $.79 
per  share  in  1986. 

Income  from  continuing  operations  for  the  third  quarter 
was  $123,213,000  or  $3.51  per  share  versus  $8,938,000  or 
$.25  per  share.  Income  from  continuing  operations  for  the 
first  nine  months  was  $146,918,000  or  $4.17  per  share 
versus  $26,756,000  or  $.75  per  share  in  1986. 

Net  income  for  the  third  quarter  was  $123,213,000  or 
$3.51  per  share  versus  $9,098,000  or  $.26  per  share  in 
1986.  Net  income  for  the  first  nine  months  was 
$206,297,000  or  $5.86  per  share  versus  $25,943,000  or 
$.73  per  share  in  1986. 

Income  from  continuing  operations  in  the  third  quarter 
was  affected  by  a  one-time  credit  of  approximately 
$120,000,000  or  $3.42  per  share.  This  credit  represents  the 
Company's  share  of  the  increase  in  shareholders'  equity  of 
our  44.4%  owned  affiliate,  McCaw  Communications  Com- 
panies, Inc.,  resulting  from  the  recent  public  offering  by 
McCaw's  subsidiary,  McCaw  Cellular  Communications,  Inc. 

Income  from  continuing  operations  was  also  affected  by 
our  cellular  telephone  and  paging  joint  venture  with  McCaw 
Cellular  Communications,  Inc.  and  by  our  share  of  McCaw's 
operating  losses.  Equity  in  losses  of  continuing  operations 
of  affiliates  reduced  income  from  continuing  operations  by 
$10,465,000  or  $.30  per  share  in  the  third  quarter  and  by 
$14,973,000  or  $.44  per  share  for  the  first  nine  months  of 
1987. 

Net  income  for  the  nine  months  of  1987  included 
Affiliated's  share  of  the  second  quarter  gain  on  the  sale  of 
the  discontinued  cable  operations  of  McCaw  of  $41,500,000 
or  $1.18  per  share  and  the  related  extraordinary  credit  of 
$17,879,000  or  $.51  per  share. 

Revenues  for  the  third  quarter  were  $125,819,000  com- 
pared with  $98,774,000  for  the  third  quarter  of  1986. 
Revenues  for  the  first  nine  months  of  1987  were 
$354,543,000  versus  $290,849,000  for  the  same  period  a 
year  ago. 

A  portion  of  the  percentage  increases  in  revenues  and 
expenses  for  the  periods  is  attributable  to  the  inclusion  of 
results  of  operations  of  Billboard  Publications,  Inc  from 
May  1,  1987. 

The  Boston  Globe's  total  advertising  volume  for  the  third 
quarter  was  1,093,495  inches,  a  gain  of  50,303  inches  or 
4.8%  over  the  same  period  a  year  ago.  For  the  first  nine 
months,  advertising  volume  was  3,355,916  inches,  a  gain 
of  186,685  inches  or  5.9%  over  the  comparative  period  last 
year. 

Affiliated  Publications,  Inc.  is  the  parent  company  of 
Globe  Newspaper  Company,  publisher  of  The  Boston 
Globe.  Affiliated  owns  45%  of  the  voting  stock  of  McCaw 
Communiations  Companies,  Inc.,  Kirklanci,  Washington, 
which  has  interests  in  cellular  telephone  and  paging  sys- 
tems. In  addition,  Affiliated  through  its  joint  venture  with 
McCaw,  operates  ten  cellular  and  nine  paging  systems 
throughout  the  country. 

Affiliated  is  also  the  parent  company  of  Billboard  Publi- 
cations, Inc.,  a  leading  publisher  ot  specialty  magazines 
and  books  for  the  arts,  design,  photography,  music  and 
entertainment  markets.  In  addition.  Affiliated  owns  The 
Globe  Pequot  Press  Inc.,  publisher  and  retailer  of  books. 


AFFILIATED  PUBLICATIONS,  INC. 
Consolidated  statement  of  operations 

(All  amounts  in  thousands  except  share  and  per  share  amounts) 


— Third  Quarter —      — Year  to  Dal 

9/27/87     9/28/86     9/27/87  9/i 


—Third  Quarter- 


— Year  to  Date 


Operating  revenues: 
Advertising 
Circulation 
Other 

Operating  expenses: 
Direct  costs  of 

production 
Selling 
General  and 

administrative 
Depreciation  and 

amortization 

Operating  Income 
Other  income  (expense) 
Interest  expense 
Interest  income 
Minority  interest 
Other,  net 

Income  from  continuing 
consolidated  operations 
before  income  taxes 

Provision  lor  income 
taxes 

Income  from  continuing 
consolidated  operations 

Equity  in  income/doss)  of 
continuing  operations  of 
affiliates,  net  of  related 
income  tax  benefits  in- 
cluding a  gain  on  the 
issuance  of  common 
stock  of  approximately 
$120,000  in  the  third 
quarter  ol  1987 

Income  from  continuing 
operations 

Discontinued  operations; 
Equity  in  gain  on  sale  of 
discontinued  operations 
of  affiliates,  net  of 
related  income  taxes 
Equity  in  income/doss)  of 
discontinued  operations 

Income  before  equity  in 
extraordinary  credit  of 
affiliate 

Equity  in  extraordinary  credit 
of  affiliate 

Net  income 

PER  SHARE  INFORMATION 
Income  from  continuing 

consolidated  operations 
Equ  ty  in  income'(loss)  ot 

continuing  operations  of 

affiliate 


Q/9Q/BC 

y/z  iioi 

$  98,283 

$80,291 

$284,537 

$236,723 

21,381 

17,827 

59,272 

52,423 

6,155 

656 

10,734 

1.703 

125,819 

98.774 

354,543 

290,849 

52,817 

40,740 

146,296 

123,165 

24,906 

21,110 

72,443 

63,199 

16,155 

11.087 

43,163 

33,380 

5,637 

4,141 

15,826 

12,348 

99,515 

77,078 

277,701 

232,092 

26.304 

21,696 

76,842 

58,757 

(1,518) 

(947) 

(2,366) 

(2,774) 

385 

285 

2  130 

364 

(122) 

(195) 

81 

13 

439 

(119) 

(1,174) 

(649) 

8 

(2,529) 

25,130 

21,047 

76,850 

56,228 

11,452 

10,528 

34,959 

27,891 

13,678 

10,519 

41,891 

28,337 

109,535 

(1,581) 

105,027 

(1,581) 

123,213 

8,938 

146,918 

26,756 

41,500 

160 

(813) 

123,213 

9,098 

188,418 

25,943 

17,879 

$123,213  $  9,098 

$206,297  $  25,943 

$.39 

$30 

$1.19 

$79 

3.12 

(05) 

2.98 

(04) 

Income  from  continuing 

operations 
lncome/(loss)  from 

discontinued  operations 
Income  before  equity  in 

extraodnnary  credit  ot 

affiliate 
Equity  in  extraordinary 

credit  of  affiliate 
Net  Income 
Cash  dividends 


3.51 


4.17 
1.18 


3.51 


5.35 
.51 


$3.51  $.26 


$.08  $.055 


$5.86 
$24 


Shares  used  in  per  share 

calculations  35,108,221   35.313.008     35,221,606  3 


LINE  OF  BUSINESS  INFORMATION: 
Revenues 

Newspaper  $109,060  $98,236      $325,914  $ 

Specialty  publishing*  16.759        538  28,629 

$125,819  $98,774      $354,543  $ 


Operating  income: 
Newspaper 
Specialty  publishing* 
General  corporate 


$25,829  $22,445  $76,894 
1,612  (102)  3,321 
(1,137)       (647)  (3,373) 


$26,304    $21,696  $76,842 


'Includes  the  operations  ol  Billboard  Publications.  Inc  from  May  1,  1! 

(Contact:  Daniel  Orr,  Vice  President,  Affiliated  Public. 
Inc.  135  Morrissey  Boulevard,  Boston,  MA  02107.  I 
(617)  929-3035) 


AMETEK,  INC. 

AMETEK  EARNINGS  UP  28%  ON 
RECORD  THIRD  QUARTER  SALES 
Stock  Split  and  Share  Buy-Back  Programs  Appro' 

Paoli,  PA  (October  22,  1987)— AMETEK,  Inc.  (nys 
AME)  reported  today  that  its  third  quarter  net  i 
increased  28  percent  to  $9.8  million  or  44  cents  per 
earned  on  sales  that  were  an  all-time  record  for  any  c 
in  the  industrial  manufacturer's  history  at  $156.6  mill 
the  three  months  ended  September  30  last  year,  AMI 
net  income  totalled  $7.6  million  or  35  cents  per 
earned  on  third  quarter  sales  of  $138.9  million  in  1! 

Including  the  current  period's  results,  AMETEK  ha: 
ed  three  consecutive  quarterly  sales  records  this 
bringing  nine-month  sales  totals  to  a  new  high  of ! 
million,  which  produced  net  income  of  $30.6  mill 
$1.39  per  share,  15  percent  ahead  of  last  year's  pro 
the  first  nine  months  of  1986,  AMETEK  earned  $26.7  i 
or  $1.21  per  share  on  sales  of  $426.5  million. 

While  all  four  of  the  company's  operating  groups  s 
third  quarter  sales  growth,  AMETEK  president  Rol 
Noland  said  that  the  most  significant  increase  was  re 
in  the  company's  two  largest  businesses  where  dem* 
Lamb  Electric's  motors  and  U.S.  Gauge's  instrument 
tinued  to  grow.  "Overall  profit  margins  for  the  nine 
period  have  improved,"  Noland  said,  "partially  re: 
from  last  year's  shutdown  of  unprofitable  plants  ai 
continued  automation  of  manufacturing  operations.' 

On  September  30,  AMETEK  announced  that  its  be 
directors  had  approved  a  2-for-l  stock  split  as 
percent  stock  dividend  on  the  company's  outstandinj 


(For  further  advertising  information,  call  Sarah  Madison  (505)  275-1282/3 
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res.  Stockholders  of  record  at  the  close  of  business 
Tiber  4  will  be  mailed  the  additional  shares  on 
r  19.  The  company's  stock  was  split  on  a  2-for-l 
1983. 

!K  also  said  that  the  board  of  directors  would 
a  dividend  increase  on  the  split  stock  at  its  regular 
r  board  meeting.  AMETEK  has  increased  its  annual 

payment  every  year  for  the  past  37  consecutive 
1  will  consider  paying  a  15  cent  per  share  quarterly 
on  the  new  split  stock,  equivalent  to  a  rate  of  30 

share  quarterly  on  the  current  stock,  on  which  the 

has  paid  a  dividend  of  25  cents  per  share  in  each 

st  three  quarters  of  this  year. 

•  this  week  AMETEK  announced  that  its  board  of 

had  approved  a  continuation  of  the  company's 
f-back  program.  Under  this  authorization  manage- 
I  continue,  from  time  to  time,  to  purchase  AMETEK 
s  it  has  each  year  since  1983. 

Three  months  ended  September  30 


1987  1986 

$156,552,000  $138,948,000 

9,794,000  7,638,000 

r  Share                                .44  .35 

er  Share                               .25  25 

ires  Outstanding          22,057,912  21,950,566 

Nine  months  Ended  September  30 

1987  1986 

$455,746,000  $426,488,000 

30,577,000  26.689,000* 

f  Share                               1.39  121 

er  Share                               .75  .75 

ires  Outstanding          22,001,102  22,035,438 


■etax  gain  from  sale  of  securities  and  property  totalling  $6  3  million 
>  of  $4.3  million  for  equipment  writedowns  and  consolidations  of 
lufacturmg  operations  recorded  in  the  second  quarter. 

past  four  consecutive  quarters,  AMETEK  earnings 
fl.84  per  share 

ict:  Oarrah  Ribble,  AMETEK,  Inc.,  Station  Square 
li,  PA  19301.  Phone:  (215)  647-2121.) 


\IN  DEVELOPMENT  CO.  LTD.  AT 
UN  REPORTS  STRONG  RECOVERY  IN  CASH  FLOW 

NTON,  Oct.  21— Chieftain  Development  Co.  Ltd. 
evenues  of  $52  million,  cash  flow  of  $22  million 
income  of  $5.6  million  for  the  nine  month  period 
iptember  30,  1987. 

ng  third  quarter  brought  cash  flow  to  $22,135,000 
ne  month  period  compared  with  $19,635,000  in  the 
iod.  Cash  flow  per  common  share,  after  payment  of 
share  dividends,  was  $0.88  compared  with  $0.75 
st  nine  months  of  1986. 

revenues  were  $52,400,000  for  the  nine  month 
ended  September  30,   1987  compared  with 

000  in  the  similar  period  of  1986.  Net  income  for 
months  was  $5,641,000  compared  with  $4,557,000 
)86  period,  net  income  per  common  share  for  the 
iths,  after  payment  of  preferred  dividends,  was  five 
1987  compared  with  minus  one  cent  in  the  similar 

1986. 

he  three  months  ended  September  30,  1987, 

1  showed  a  126%  increase  in  cash  flow  to 
00  (37  cents  per  share)  from  $3,951,000  (12  cents 
;)  for  the  comparable  period  of  1986.  Third  quarter 
advanced  43%  to  $19,233,000  from  $13,439,000 
omparable  quarter  of  1986.  In  view  of  the  third 
recovery  and  the  current  outlook  for  the  fourth 
Chieftain  anticipates  that  financial  results  for  the 


full  year  will  be  significantly  better  than  those  reported  for 
1986. 

Chieftain  achieved  a  76%  drilling  success  ratio  during 
the  first  nine  months  of  1987.  Of  55  wells  drilled,  42  are  oil 
or  gas  producers  or  cased  for  evaluation.  Recent  exploration 
highlights  include  acquisition  of  111,000  gross  (68,000  net) 
acres  in  Alberta's  Kakwa-Cutbank  area,  where  a  multi-well 
drilling  program  is  underway,  and  a  gas  discovery  on  the 
Gulf  of  Mexico  West  Cameron  Block  187  in  which  Chieftain 
has  a  one-third  interest. 

Chieftain's  oil  and  NGL's  production  averaged  3,613 
barrels  per  day  (bpd)  for  the  nine  month  period  in  1987,  an 
increase  of  30%  from  2,770  bpd  in  the  comparable  period  of 
1986.  Natural  gas  production  increased  to  30.5  milion  cubic 
feet  (mmcf)  per  day  for  an  increase  of  16%  from  26.2  mmcf 
per  day  during  the  first  nine  months  of  1986. 

(Contact:  Tom  Campbell,  Chieftain  Development  Co.  Ltd., 
1201  Toronto  Dominion  Tower.  Edmonton  Centre,  Edmonton, 
Alberta,  Canada  T5J  2Z1.  Phone:  (403)  425-1950.) 


COMPUTER  TASK  GROUP,  INC.  N 

Buffalo,  NY,  October  19,  1987— Computer  Task  Group, 
Inc.  (CTG)  today  announced  its  results  for  the  Third  Quarter 
ended  September  30,  1987. 

Revenues  were  $43  million  or  18%  over  the  same  period 
in  1986,  while  Operating  Income  of  $2.3  million  was  up 
16%  vs.  1986  and  Earnings  Per  Share  were  $.17,  as 
compared  to  $.16  in  the  Third  Quarter  of  1986. 

On  a  comparable  year  to  date  basis,  Revenues  were  $124 
million,  up  18%,  Operating  Income  was  $6.8  million,  up 
7%,  while  Earnings  Per  Share  were  $.50,  as  compared  to 
$.51  for  the  first  nine  months  of  1986. 

In  discussing  the  earnings  for  the  quarter,  David  N. 
Campbell,  Chairman  of  the  Board  and  Chief  Executive 
Officer,  indicated  that  "the  results  reflect  improvements  in 
controllable  expenses  and  improved  utilization  over  prior 
quarters  along  with  the  impact  of  additional  business 
volume.  Conversion  Services  also  continued  to  add  to  the 
overall  results  of  the  organization."  Campbell  also  stated 
that  "though  it  did  not  have  a  significant  impact  on  the 
quarter,  the  signing  of  a  $25  million  Systems  Integration 
contract  with  the  U.S.  Steel/Posco  consortium  in  California 
was  a  major  event  for  the  organization." 

Computer  Task  Group,  Inc.  is  one  of  the  largest  compa- 
nies in  the  United  States  specializing  in  software  develop- 
ment of  information  systems  for  commercial  application.  It 
employs  over  3,000  people  through  a  network  of  50  branch 
offices  located  in  the  United  States,  Canada  and  the  United 
Kingdom. 

CTG  shares  are  traded  publicly  through  the  New  York 
Stock  Exchange  under  the  symbol  "TSK." 

(Contact:  William  P.  Adamucci,  Executive  Vice  President, 
Computer  Task  Group,  Inc.,  800  Delaware  Avenue,  Buffalo, 
New  York  14209.  Phone:  (716)  882-8000.) 


TELEFLEX  INCORPORATED  A 

Teleflex  Income  and  Revenues  Increase  in  Third  Quarter 

LIMERICK,  PA— October  15— Teleflex  Incorporated  today 
reported  that  net  income  for  the  third  quarter  ended 
September  27,  1987  increased  by  21%  to  $4,147,000 
compared  to  $3,428,000  for  the  same  three  months  last  year. 
Revenues  increased  18%  to  $63,652,000  for  the  quarter 
versus  $53,993,000  for  the  same  period  in  1986.  Earnings 
per  share  advanced  19%  to  $.38  from  $.32  last  year. 
Net  income  for  the  first  nine  months  of  1987  increased 


20%  to  $14,092,000  or  $1.28  per  share  compared  to 
$11,787,000  or  $1.09  per  share  in  1986.  Revenues  rose 
25%  to  $196,010,000  compared  to  $157,009,000  last  year. 
COMPARATIVE  SUMMARY  OF  REVENUES  AND  EARNINGS 
(Unaudited) 

Three  Months  Ended  Nine  Months  Ended 

Sept.  27,         Sept  28,         Sept  27,         Sept  28. 
1987  j986  1  987  1986 

Revenues  $63,652,000      S53.993.000    $196,010,000  S157.0O9.O0O 

Net  Income  V4.147.000       $3  428.000    $  14,092,000  S11.787.OO0 

Earnings  per  share  $.38  $32  $1.28  109 

Common  shares  outstanding  10,829,000  10.669.000 

Teleflex  Incorporated  is  a  company  which  solves  engineering  problems  by  the 
development  and  application  of  specialized  technologies. 

(Contact:  John  H.  Remer  or  John  F.  Schoenfelder,  Teleflex 
Incorporated,  155  South  Limerick  Road,  Limerick,  PA  19468. 
Phone  (215)  948-5100.) 


UNITED  TELECOMMUNICATIONS,  INC.  N 

KANSAS  CITY,  MO.  (Oct.  20)— United  Telecommunica- 
tions, Inc.  earnings  per  share  were  23  cents  in  the  third 
quarter  of  1987,  president  William  T.  Esrey  announced 
today.  "As  expected,  our  third  quarter  results  were  much 
improved  over  the  first  two  quarters  of  1987,"  Esrey  said. 

Esrey  said  both  the  company's  telephone  operations  and 
complementary  businesses  had  solid  performances  in  the 
third  quarter  and  that  US  Sprint  has  made  considerable 
progress  in  reducing  its  operating  losses. 

The  earnings  of  23  cents  per  share  compared  to  49  cents 
in  the  third  quarter  of  1986.  For  the  nine  months  ended 
Sept.  30,  1987,  United  Telecom  had  a  loss  of  84  cents  per 
share,  compared  to  income  of  $1.53  in  the  first  three 
quarters  of  1986.  The  current  year  results  include  a  special 
one-time  charge  of  $1.09  per  share  related  to  US  Sprint 
Communications  Company  in  the  second  quarter. 

Net  income  from  telephone  operations  increased  6  per- 
cent to  $253  million  in  the  first  nine  months  of  1987  from 
$237  million  in  the  same  period  in  1986.  United  Telephone 
System  revenues  were  up  2  percent  to  $1.8  billion  in  the 
first  three  quarters. 

"We've  had  substantial  growth  in  our  telephone  business 
this  year,"  Esrey  noted.  "Long  distance  calling  volume  is  up 
12.1  percent  over  1986  levels  and  we're  adding  access  lines 
at  an  annualized  3.9  percent  growth  rate." 

United  Telecom's  complementary  businesses  had  net 
income  of  $7.6  million  in  the  first  three  quarters  of  1987, 
compared  to  $3  million  in  the  similar  period  in  1986. 
Revenues  and  sales  increased  11  percent  to  $489  million 
from  $440  million  in  the  first  nine  months  of  1986. 

US  Sprint  reported  revenues  of  $685  million  in  the  third 
quarter,  up  10  percent  from  $622  million  prior  to  billing 
adjustments  in  the  second  quarter  of  1987  and  up  24 
percent  from  $552  million  in  the  third  quarter  of  1986. 
United  Telecom's  equity  in  the  third  quarter  loss  of  US  Sprint 
was  $44.7  million,  after  tax. 

US  Sprint's  improvement  over  previous  quarters  reflects 
both  its  continuing  revenue  growth  and  the  cost  savings 
resulting  from  the  movement  of  most  of  its  traffic  to  its 
nationwide  fiber-optic  network.  At  the  end  of  the  third 
quarter  74  percent  of  US  Sprint's  calls  were  being  carried  on 
the  fiber-optic  network,  compared  to  15  percent  at  the  end 
of  1986  By  year-end  the  new  network  will  be  carrying  90 
percent  of  the  company's  traffic  volume. 

"The  superior  quality  of  its  network,  and  the  commitment 
of  its  people  to  be  the  premier  provider  of  service  has  given 
US  Sprint  a  strong  competitive  position  in  the  long-distance 
market,"  Esrey  said.  "We  expect  US  Sprint  to  continue  its 
significant  progress  in  the  fourth  quarter  and  beyond." 

(Contact:  Don  Forsythe,  United  Telecommunications 
Inc.,  P.O.  Box  11315,  Kansas  City,  MO.  64112.  Phone  (913) 
676-3343.) 
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AFFILIATED  PUBLICATIONS,  INC.  N 

BOSTON,  MA. — October  15,  1987 — Affiliated  Publica- 
tions, Inc.  today  reported  that  1987  third  quarter  income 
from  continuing  consolidated  operations  was  $13,678,000 
or  $.39  per  share  versus  $10,519,000  or  $.30  per  share  for 
the  third  quarter  of  1986.  Income  from  continuing  consoli- 
dated operations  for  the  first  nine  months  of  1987  was 
$41,891,000  or  $1.19  per  share  versus  $28,337,000  or  $.79 
per  share  in  1986. 

Income  from  continuing  operations  for  the  third  quarter 
was  $123,213,000  or  $3.51  per  share  versus  $8,938,000  or 
$.25  per  share.  Income  from  continuing  operations  for  the 
first  nine  months  was  $146,918,000  or  $4.17  per  share 
versus  $26,756,000  or  $.75  per  share  in  1986 

Net  income  for  the  third  quarter  was  $123,213,000  or 
$3.51  per  share  versus  $9,098,000  or  $.26  per  share  in 
1986.  Net  income  for  the  first  nine  months  was 
$206,297,000  or  $5.86  per  share  versus  $25,943,000  or 
$.73  per  share  in  1986. 

Income  from  continuing  operations  in  the  third  quarter 
was  affected  by  a  one-time  credit  of  approximately 
$120,000,000  or  $3.42  per  share.  This  credit  represents  the 
Company's  share  of  the  increase  in  shareholders'  equity  of 
our  44.4%  owned  affiliate,  McCaw  Communications  Com- 
panies, Inc.,  resulting  from  the  recent  public  offering  by 
McCaw's  subsidiary,  McCaw  Cellular  Communications,  Inc. 

Income  from  continuing  operations  was  also  affected  by 
our  cellular  telephone  and  paging  joint  venture  with  McCaw 
Cellular  Communications,  Inc.  and  by  our  share  of  McCaw's 
operating  losses.  Equity  in  losses  of  continuing  operations 
of  affiliates  reduced  income  from  continuing  operations  by 
$10,465,000  or  $.30  per  share  in  the  third  quarter  and  by 
$14,973,000  or  $.44  per  share  for  the  first  nine  months  of 
1987. 

Net  income  for  the  nine  months  of  1987  included 
Affiliated's  share  of  the  second  quarter  gain  on  the  sale  of 
the  discontinued  cable  operations  of  McCaw  of  $41,500,000 
or  $1.18  per  share  and  the  related  extraordinary  credit  of 
$17,879,000  or  $.51  per  share. 

Revenues  for  the  third  quarter  were  $125,819,000  com- 
pared with  $98,774,000  for  the  third  quarter  of  1986. 
Revenues  for  the  first  nine  months  of  1987  were 
$354,543,000  versus  $290,849,000  for  the  same  period  a 
year  ago. 

A  portion  of  the  percentage  increases  in  revenues  and 
expenses  for  the  periods  is  attributable  to  the  inclusion  of 
results  of  operations  of  Billboard  Publications,  Inc.  from 
May  1,  1987. 

The  Boston  Globe's  total  advertising  volume  for  the  third 
quarter  was  1,093,495  inches,  a  gain  of  50,303  inches  or 
4.8%  over  the  same  period  a  year  ago.  For  the  first  nine 
months,  advertising  volume  was  3,355,916  inches,  a  gain 
of  186,685  inches  or  5.9%  over  the  comparative  period  last 
year. 

Affiliated  Publications,  Inc.  is  the  parent  company  of 
Globe  Newspaper  Company,  publisher  of  The  Boston 
Globe.  Affiliated  owns  45%  of  the  voting  stock  of  McCaw 
Communiations  Companies,  Inc.,  Kirkland,  Washington, 
which  has  interests  in  cellular  telephone  and  paging  sys- 
tems. In  addition,  Affiliated  through  its  joint  venture  with 
McCaw,  operates  ten  cellular  and  nine  paging  systems 
throughout  the  country. 

Affiliated  is  also  the  parent  company  of  Billboard  Publi- 
cations, Inc.,  a  leading  publisher  of  specialty  magazines 
and  books  for  the  arts,  design,  photography,  music  and 
entertainment  markets.  In  addition,  Affiliated  owns  The 
Globe  Pequot  Press  Inc.,  publisher  and  retailer  of  books. 


AFFILIATED  PUBLICATIONS,  INC. 
Consolidated  statement  of  operations 

(All  amounts  in  thousands  except  share  and  per  share  amounts) 


— Third  Quarter —  — Year  to  Dati 

9/27/87     9/28/86     9/27/87  9/21 


—Third  Quarter 


-Year  to  Date 


9/27/87 

9/28/86 

9/27/87 

9/28/86 

Operating  revenues: 

Advertising 

1   Qfl  Oftl 

»  30,/OJ 

jt).  /  /  J 

Circulation 

21,381 

17,827 

59,272 

52,423 

Other 

6,155 

656 

10,734 

1,703 

1  ?C  Q1Q 

Qfi  774 

00,1  /  I 

290  849 

Operating  expenses 

Direct  costs  ot 

production 

52,817 

40,740 

146,296 

123,165 

Selling 

24,906 

21,110 

72,443 

63,199 

General  and 

administrative 

16,155 

11,087 

43,163 

33,380 

Depreciation  and 

amortization 

5,637 

4.141 

15,826 

12,348 

99,515 

77,078 

277,701 

232,092 

Operating  Income 

26,304 

21,696 

76,842 

58,757 

Other  income  (expense) 

Interest  expense 

(1,518) 

(947) 

(2,366) 

(2,774) 

Interest  income 

385 

285 

2,130 

364 

Minority  interest 

(122) 

(195) 

Other,  net 

81 

13 

439 

(119) 

1 1  1 741 
\  1 , 1  /**/ 

IRAQ! 
(0431 

o 

Income  trom  continuing 

consolidated  operations 

before  income  taxes 

25  130 

21  047 

7C  OCA 
/  0.C3U 

56  228 

Provision  for  income 

axes 

1 1  452 

10  528 

97  flQl 

it ,03  i 

Income  trom  continuing 

consolidated  operations 

13,678 

10,519 

41,891 

28.337 

Equity  in  income/floss)  ol 

continuing  operations  of 

affiliates,  net  of  related 

income  tax  benefits  in- 

cluding a  gain  on  the 

issuance  of  common 

stock  of  approximately 

$120,000  in  the  third 

quarter  of  1987 

109,535 

(1,581) 

105,027 

(1.581) 

Income  from  continuing 

operations 

123,213 

8.938 

146.918 

26,756 

Discontinued  operations 

Equity  in  gain  on  sale  of 

discontinued  operations 

of  affiliates,  net  of 

related  income  taxes 

41,500 

Equity  in  income/floss)  of 

discontinued  operations 

160 

(813) 

Income  before  equity  in 

extraordinary  credit  of 

affiliate 

123,213 

9,098 

188.418 

25,943 

Equity  in  extraordinary  credit 

of  affiliate 

17,879 

Net  income 

$123,213  ! 

9.098 

$206,297 

$  25,943 

PER  SHARE  INFORMATION 

Income  from  continuing 

consolidated  operations 

$.39 

$.30 

$1.19 

$79 

Equity  in  income'(loss)  of 

continuing  operations  of 

affiliate 

3.12 

(05) 

2.98 

(04) 

Income  from  continuing 

operations 
Income/doss)  from 

discontinued  operations 
Income  before  equity  in 

extraodnnary  credit  of 

affiliate 
Equity  in  extraordinary 

credit  of  affiliate 
Net  Income 
Cash  dividends 

Shares  used  in  per  share 
calculations 


3.51 


4.17 
1.18 


3.51 


5.35 
.51 


$3.51        $.26  $5.86 


$.08  $.055 


$24 


35,108.221  35.313.0 


35,221,606  35 


UNE  OF  BUSINESS  INFORMATION: 
Revenues 

Newspaper  $109,060  $98,236      $325,914  $2 

Specialty  publishing*  16,759        538  28,629 

$125.819  $98,774      $354,543  $2 


Operating  income: 
Newspaper 
Specialty  publishing* 
General  corporate 


$25,829  $22,445  $76,894 
1.612  (102)  3,321 
(1,137)        (647)  (3.373) 


$26,304     $21.696         $76,842  S 


'Includes  the  operations  of  Billboard  Publications,  Inc.  from  May  1.  19: 

(Contact:  Daniel  Orr,  Vice  President,  Affiliated  Publica 
Inc.  135  Morrissey  Boulevard,  Boston,  MA  02107.  P 
(617)  929-3035) 


AMETEK,  INC. 

AMETEK  EARNINGS  UP  28%  ON 
RECORD  THIRD  QUARTER  SALES 
Stock  Split  and  Share  Buy-Back  Programs  Approv 

Paoli,  PA  (October  22,  1987)— AMETEK,  Inc.  (nyse 
AME)  reported  today  that  its  third  quarter  net  in 
increased  28  percent  to  $9.8  million  or  44  cents  per 
earned  on  sales  that  were  an  all-time  record  for  any  qt 
in  the  industrial  manufacturer's  history  at  $156.6  milli 
the  three  months  ended  September  30  last  year,  AME 
net  income  totalled  $7.6  million  or  35  cents  per 
earned  on  third  quarter  sales  of  $138.9  million  in  191 

Including  the  current  period's  results,  AMETEK  has 
ed  three  consecutive  quarterly  sales  records  this 
bringing  nine-month  sales  totals  to  a  new  high  of  $■ 
million,  which  produced  net  income  of  $30.6  millii 
$1.39  per  share,  15  percent  ahead  of  last  year's  profi 
the  first  nine  months  of  1986,  AMETEK  earned  $26.7  it 
or  $121  per  share  on  sales  of  $426.5  million. 

While  all  four  of  the  company's  operating  groups  sf 
third  quarter  sales  growth,  AMETEK  president  Robi 
Noland  said  that  the  most  significant  increase  was  rec 
in  the  company's  two  largest  businesses  where  demai 
Lamb  Electric's  motors  and  U.S.  Gauge's  instruments 
tinued  to  grow.  "Overall  profit  margins  for  the  nine  r 
period  have  improved,"  Noland  said,  "partially  res 
from  last  year's  shutdown  of  unprofitable  plants  an 
continued  automation  of  manufacturing  operations.'' 

On  September  30,  AMETEK  announced  that  its  bo; 
directors  had  approved  a  2-for-l  stock  split  as  ; 
percent  stock  dividend  on  the  company's  outstanding 


(For  further  advertising  information,  call  Sarah  Madison  (505)  275-1282  3 
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ires.  Stockholders  of  record  at  the  close  of  business 
imber  4  will  be  mailed  the  additional  shares  on 
er  19.  The  company's  stock  was  split  on  a  2-for-l 
1983. 

EK  also  said  that  the  board  of  directors  would 
■  a  dividend  increase  on  the  split  stock  at  its  regular 
er  board  meeting.  AMETEK  has  increased  its  annual 
I  payment  every  year  for  the  past  37  consecutive 
id  will  consider  paying  a  15  cent  per  share  quarterly 

I  on  the  new  split  stock,  equivalent  to  a  rate  of  30 
ir  share  quarterly  on  the  current  stock,  on  which  the 
y  has  paid  a  dividend  of  25  cents  per  share  in  each 
rst  three  quarters  of  this  year. 

ir  this  week  AMETEK  announced  that  its  board  of 
>  had  approved  a  continuation  of  the  company's 
ty-back  program.  Under  this  authorization  manage- 

II  continue,  from  time  to  time,  to  purchase  AMETEK 
is  it  has  each  year  since  1983. 

Three  months  ended  September  30 


1987  1986 

$156,552,000  $138,948,000 

!                              9,794,000  7,638,000 

er  Share                                .44  .35 

Per  Share                               .25  25 

lares  Outstanding          22,057,912  21.950,566 

Nine  months  Ended  September  30 

1987  1986 

$455,746,000  $426,488,000 

!  30,577,00  0  26,689,000* 

er  Share                               1.39  1.21 

Per  Share                               .75  75 

lares  Outstanding          22,001,102  22.035,438 


pretax  gain  from  sale  of  securities  and  property  totalling  $6  3  million 
es  of  $4.3  million  for  equipment  writedowns  and  consolidations  of 
nufartunng  operations  recorded  in  the  second  quarter 

;  past  four  consecutive  quarters,  AMETEK  earnings 
$1.84  per  share 

act:  Darrah  Ribble,  AMETEK,  Inc.,  Station  Square 
Dli,  PA  19301.  Phone:  (215)  647-2121.) 


AiN  DEVELOPMENT  CO.  LTD.  AT 
AIN  REPORTS  STRONG  RECOVERY  IN  CASH  FLOW 

)NTON,  Oct.  21— Chieftain  Development  Co.  Ltd. 
revenues  of  $52  million,  cash  flow  of  $22  million 
income  of  $5.6  million  for  the  nine  month  period 
eptember  30,  1987. 

)ng  third  quarter  brought  cash  flow  to  $22,135,000 
line  month  period  compared  with  $19,635,000  in  the 
riod.  Cash  flow  per  common  share,  after  payment  of 
d  share  dividends,  was  $0.88  compared  with  $0.75 
rst  nine  months  of  1986. 

;  revenues  were  $52,400,000  for  the  nine  month 
ended  September  30,  1987  compared  with 
;,000  in  the  similar  period  of  1986.  Net  income  for 
months  was  $5,641,000  compared  with  $4,557,000 
986  period,  net  income  per  common  share  for  the 
nths,  after  payment  of  preferred  dividends,  was  five 
1987  compared  with  minus  one  cent  in  the  similar 
1  1986. 

the  three  months  ended  September  30,  1987, 
n  showed  a  126%  increase  in  cash  flow  to 
D00  (37  cents  per  share)  from  $3,951,000  (12  cents 
re)  for  the  comparable  period  of  1986.  Third  quarter 
s  advanced  43%  to  $19,233,000  from  $13,439,000 
:omparable  quarter  of  1986.  In  view  of  the  third 
recovery  and  the  current  outlook  for  the  fourth 
Chieftain  anticipates  that  financial  results  for  the 


full  year  will  be  significantly  better  than  those  reported  for 
1986. 

Chieftain  achieved  a  76%  drilling  success  ratio  during 
the  first  nine  months  of  1987.  Of  55  wells  drilled,  42  are  oil 
or  gas  producers  or  cased  for  evaluation.  Recent  exploration 
highlights  include  acquisition  of  1 1 1,000  gross  (68,000  net) 
acres  in  Alberta's  Kakwa-Cutbank  area,  where  a  multi-well 
drilling  program  is  underway,  and  a  gas  discovery  on  the 
Gulf  of  Mexico  West  Cameron  Block  187  in  which  Chieftain 
has  a  one-third  interest. 

Chieftain's  oil  and  NGL's  production  averaged  3,613 
barrels  per  day  (bpd)  for  the  nine  month  period  in  1987,  an 
increase  of  30%  from  2,770  bpd  in  the  comparable  period  of 
1986.  Natural  gas  production  increased  to  30.5  milion  cubic 
feet  (mmcf)  per  day  for  an  increase  of  16%  from  26.2  mmcf 
per  day  during  the  first  nine  months  of  1986. 

(Contact:  Tom  Campbell,  Chieftain  Development  Co.  Ltd., 
1201  Toronto  Dominion  Tower,  Edmonton  Centre,  Edmonton, 
Alberta,  Canada  T5J  2Z1.  Phone:  (403)  425-1950.) 


COMPUTER  TASK  GROUP,  INC.  N 

Buffalo,  NY,  October  19,  1987— Computer  Task  Group, 
Inc.  (CTG)  today  announced  its  results  for  the  Third  Quarter 
ended  September  30,  1987. 

Revenues  were  $43  million  or  18%  over  the  same  period 
in  1986,  while  Operating  Income  of  $2.3  million  was  up 
16%  vs.  1986  and  Earnings  Per  Share  were  $.17,  as 
compared  to  $.16  in  the  Third  Quarter  of  1986. 

On  a  comparable  year  to  date  basis,  Revenues  were  $124 
million,  up  18%,  Operating  Income  was  $6.8  million,  up 
7%,  while  Earnings  Per  Share  were  $.50,  as  compared  to 
$.51  for  the  first  nine  months  of  1986. 

In  discussing  the  earnings  for  the  quarter,  David  N. 
Campbell,  Chairman  of  the  Board  and  Chief  Executive 
Officer,  indicated  that  "the  results  reflect  improvements  in 
controllable  expenses  and  improved  utilization  over  prior 
quarters  along  with  the  impact  of  additional  business 
volume.  Conversion  Services  also  continued  to  add  to  the 
overall  results  of  the  organization."  Campbell  also  stated 
that  "though  it  did  not  have  a  significant  impact  on  the 
quarter,  the  signing  of  a  $25  million  Systems  Integration 
contract  with  the  U.S.  Steel/Posco  consortium  in  California 
was  a  major  event  for  the  organization." 

Computer  Task  Group,  Inc.  is  one  of  the  largest  compa- 
nies in  the  United  States  specializing  in  software  develop- 
ment of  information  systems  for  commercial  application.  It 
employs  over  3,000  people  through  a  network  of  50  branch 
offices  located  in  the  United  States,  Canada  and  the  United 
Kingdom. 

CTG  shares  are  traded  publicly  through  the  New  York 
Stock  Exchange  under  the  symbol  "TSK." 

(Contact:  William  P.  Adamucci,  Executive  Vice  President, 
Computer  Task  Group,  Inc.,  800  Delaware  Avenue,  Buffalo, 
New  York  14209.  Phone:  (716)  882-8000.) 


TELEFLEX  INCORPORATED  A 

Teleflex  Income  and  Revenues  Increase  in  Third  Quarter 

LIMERICK,  PA— October  15— Teleflex  Incorporated  today 
reported  that  net  income  for  the  third  quarter  ended 
September  27,  1987  increased  by  21%  to  $4,147,000 
compared  to  $3,428,000  for  the  same  three  months  last  year. 
Revenues  increased  18%  to  $63,652,000  for  the  quarter 
versus  $53,993,000  for  the  same  period  in  1986  Earnings 
per  share  advanced  19%  to  $.38  from  $.32  last  year. 
Net  income  for  the  first  nine  months  of  1987  increased 


20%  to  $14,092,000  or  $1.28  per  share  compared  to 
$11,787,000  or  $1.09  per  share  in  1986.  Revenues  rose 
25%  to  $196,010,000  compared  to  $157,009,000  last  year. 
COMPARATIVE  SUMMARY  OF  REVENUES  AND  EARNINGS 
(Unaudited) 

Three  Months  Ended  Nine  Months  Ended 

Sept  27,         Sept.  28.         Sept  27,         Sept  28, 
1987  M6  1987  ]986 

Revenues  $63,652,000      $53,993,000    $196,010,000  (157.009.000 

Net  Income  $4,147,000       S3.428.000    $  14,092,000  (11.787.000 

Earnings  per  share  $.38  $.32  $1.28  1 09 

Common  shares  outstanding  10.829,000  10.669.000 

Teleflex  Incorporated  is  a  company  which  solves  engineering  problems  by  the 
development  and  application  of  specialized  technologies. 

(Contact.  John  H.  Remer  or  John  F.  Schoenfelder,  Teleflex 
Incorporated,  155  South  Limerick  Road,  Limerick,  PA  19468. 
Phone  (215)  948-5100.) 


UNITED  TELECOMMUNICATIONS,  INC.  N 

KANSAS  CITY,  MO.  (Oct.  20)— United  Telecommunica- 
tions, Inc.  earnings  per  share  were  23  cents  in  the  third 
quarter  of  1987,  president  William  T.  Esrey  announced 
today.  "As  expected,  our  third  quarter  results  were  much 
improved  over  the  first  two  quarters  of  1987,"  Esrey  said. 

Esrey  said  both  the  company's  telephone  operations  and 
complementary  businesses  had  solid  performances  in  the 
third  quarter  and  that  US  Sprint  has  made  considerable 
progress  in  reducing  its  operating  losses. 

The  earnings  of  23  cents  per  share  compared  to  49  cents 
in  the  third  quarter  of  1986.  For  the  nine  months  ended 
Sept.  30,  1987,  United  Telecom  had  a  loss  of  84  cents  per 
share,  compared  to  income  of  $1.53  in  the  first  three 
quarters  of  1986.  The  current  year  results  include  a  special 
one-time  charge  of  $1.09  per  share  related  to  US  Sprint 
Communications  Company  in  the  second  quarter. 

Net  income  from  telephone  operations  increased  6  per- 
cent to  $253  million  in  the  first  nine  months  of  1987  from 
$237  million  in  the  same  period  in  1986.  United  Telephone 
System  revenues  were  up  2  percent  to  $1.8  billion  in  the 
first  three  quarters. 

"We've  had  substantial  growth  in  our  telephone  business 
this  year,"  Esrey  noted.  "Long  distance  calling  volume  is  up 
12.1  percent  over  1986  levels  and  we're  adding  access  lines 
at  an  annualized  3.9  percent  growth  rate." 

United  Telecom's  complementary  businesses  had  net 
income  of  $7.6  million  in  the  first  three  quarters  of  1987, 
compared  to  $3  million  in  the  similar  period  in  1986. 
Revenues  and  sales  increased  11  percent  to  $489  million 
from  $440  million  in  the  first  nine  months  of  1986. 

US  Sprint  reported  revenues  of  $685  million  in  the  third 
quarter,  up  10  percent  from  $622  million  prior  to  billing 
adjustments  in  the  second  quarter  of  1987  and  up  24 
percent  from  $552  million  in  the  third  quarter  of  1986. 
United  Telecom's  equity  in  the  third  quarter  loss  of  US  Sprint 
was  $44.7  million,  after  tax. 

US  Sprint's  improvement  over  previous  quarters  reflects 
both  its  continuing  revenue  growth  and  the  cost  savings 
resulting  from  the  movement  of  most  of  its  traffic  to  its 
nationwide  fiber-optic  network.  At  the  end  of  the  third 
quarter  74  percent  of  US  Sprint's  calls  were  being  carried  on 
the  fiber-optic  network,  compared  to  15  percent  at  the  end 
of  1986.  By  year-end  the  new  network  will  be  carrying  90 
percent  of  the  company's  traffic  volume. 

"The  superior  quality  of  its  network,  and  the  commitment 
of  its  people  to  be  the  premier  provider  of  service  has  given 
US  Sprint  a  strong  competitive  position  in  the  long-distance 
market,"  Esrey  said.  "We  expect  US  Sprint  to  continue  its 
significant  progress  in  the  fourth  quarter  and  beyond." 

(Contact:  Don  Forsythe,  United  Telecommunications 
Inc.,  P.O.  Box  11315,  Kansas  City,  MO.  64112.  Phone  (913) 
676-3343.) 


Wall  Street  Irregular 


MONEY  &  INVESTMENTS 

Hoiv  did  the  best-performing  investment 
letters  do  in  protecting  their  followers 
against  the  Great  Crash? 

THE  ACID  TEST 


By  Mark  Hulbert 


Any  investment  letter  that  claims 
to  have  predicted  Oct.  19's  record 
508-point  drop  in  the  DJI  is  lying. 
But  some  had  their  subscribers  bet- 
ter situated  than  others. 


Overall,  the  experience  has  rein- 
forced my  conviction  that  it  makes 
most  sense  to  follow  the  letters 
with  proven  long-term  records.  Of 
the  six  long-term  Dow-beaters  I  dis- 
cussed earlier  this  fall  (Forbes,  Sept. 
7),  no  less  than  half  held  their  own 
or  better  on  Black  Monday. 

A  few  other  letters  did  make  nota- 
ble calls.  One,  Dow  Tljeory  Letters, 
edited  by  Richard  Russell,  had  come 
closer  than  probably  any  other  ad- 
viser to  catching  the  bottom  of  the 
1973-74  bear  market.  So  many  as- 
tute investors  took  note  when  he 
downgraded  his  opinion  of  the  mar- 
ket's primary  trend  from  bullish  to 
neutral  in  late  August.  Russell  sub- 
sequently gave  the  parameters  of  an 
allout  sell  signal,  which  occurred  on 
Thursday,  Oct.  15,  enabling  close 
followers  of  Russell's  letter  to  get 
out  in  time.  Ironically,  Russell  had 
earlier  mentioned  1500  as  a  possible 
bear  market  low— not  too  far  off 
Black  Monday's  close. 

Also  noteworthy:  The  Elliott  Wave 
Theorist,  which  has  been  the  Hulbert 


Mark  Hulbert  is  the  editor  of  the  Washing- 
ton, D  C -based  Hulbert  Financial  Digest. 


Financial  Digest's  top-rated  stock 
market  timer  for  the  past  2'/>  years. 
In  his  newsletter,  which  we  re- 
ceived on  Oct.  7,  Editor  Robert 
Prechter  advised  "traders"  and  "in- 
vestors" to  sell  stocks  and  go  into 
cash.  Then,  in  an  Oct.  15  special 
bulletin,  Prechter  recommended 
that  both  groups  should  become 
100%  invested  if  the  DJI  fell  below 
2299,  with  a  stop  at  2170.  But  along 
with  other  subscribers,  we  did  not 
receive  this  advice  until  Monday's 
mail  delivery,  by  which  time  the 
market  was  below  the  stop.  Thus, 
by  a  combination  of  judgment  and 
luck,  Prechter  avoided  the  crash. 

But  Prechter's  letter  does  not  rec- 
ommend specific  stocks,  and  Rus- 
sell's record  in  the  seven  years  I 
have  followed  him  has  not  been  dis- 
tinguished. So,  let's  move  on.  How 
did  the  six  letters  with  the  top-per- 
forming portfolios  do? 

Only  two  were  outright  bullish  in 
September:  Richard  Fabian's  Tele- 
phone Switch  Letter  and  Al  Frank's 
Prudent Speculator.  Fabian's  39- week 
moving  average  system  got  him  out 
of  the  market  in  time:  He  an- 
nounced a  sell  on  his  telephone  hot- 
line after  the  close  on  Thursday, 
Oct.  15.  This  allowed  his  subscrib- 
ers to  get  out  on  Friday,  Oct.  16 — 
suffering  that  day's  108-point  drop 
but  avoiding  Black  Monday's 
smash.  Fabian  will  stay  out  of  diver- 
sified equity  funds,  probably  until 
the  market  crosses  its  39-week 
moving  average,  now  about  2300. 

Al  Frank  of  Prudent  Speculator,  the 
number-one  performer  prior  to  The 
Massacre,  was  heavily  margined 
and  thus  suffered  appallingly.  Black 
Monday  alone  probably  cost  him 
about  half  the  gains  made  in  the  last 
seven  years.   Frank  now  advises 


holding.  He  predicts  the  DJI  will  be 
in  the  mid-2500s  by  year-end. 

In  September  three  top  newslet- 
ters could  best  be  described  as  "bull- 
ish-but."  One  of  them  negotiated 
the  Oct.  19  crash  extremely  well. 
The Zweig Forecast  (Martin  Zweig)  is 
more  short-term-oriented  tban 
most  of  the  advisers  we  monitor, 
rarely  offering  any  long-term  fore- 
casts. But  he  was  a  bullish  90%  in- 
vested in  August.  By  early  October, 
however,  Zweig  was  down  to  20% 
in  stocks,  and  also  was  recommend- 
ing a  small  position  in  OEX  Index 
puts  as  a  hedge.  These  puts  were 
enough  to  give  him  a  near- 10%  gain 
on  Black  Monday.  Zweig  is  now  out 
of  the  market,  which  he  has  de- 
scribed as  "a  wounded  tiger,  not 
worth  messing  with."  As  usual,  he 
is  eschewing  long-term  predictions, 
but  has  said  a  "buying  opportunity" 
might  develop  later  this  year. 

Another  "bullish-but"  newsletter 
in  my  September  survey  was  Dan 
Sullivan's  The  Chartist  This  newslet- 
ter had  more  or  less  the  same  stance 
going  into  October,  though  with  a 
higher  cash  position  that  must  have 
offered  some  protection.  Sullivan 
had  also  stressed  continuously  that 
those  who  had  not  initiated  posi- 
tions by  last  January  or  February 
should  stay  out  of  the  market. 

The  last  "bullish-but"  letter  was 
Market  Logic,  edited  by  Norman  Fos- 
back  and  Glen  Parker.  Market  Logic 
has  said  for  some  time  that  the  bull 
was  in  its  final  phase,  and  it  has 
been  20%  in  cash  since  April.  This 
remains  its  posture.  But  on  a  tele- 
phone hotline  following  the  crash, 
Fosback  predicted  calmly  that  the 
bull  market  was  still  alive  and  that 
new  highs  would  be  forthcoming. 

The  sixth  newsletter  was  classi- 
fied as  "outright  growling  bear." 
Charles  Allmon's  Growth  Stock  Out- 
look has  been  only  20%  invested  in 
stocks  for  over  a  year,  with  80% 
safely  in  cash.  So  his  subscribers 
emerged  from  the  debacle  with  only 
minor  scrapes  and  bruises. 

But  Allmon's  faithful  followers 
missed  out  on  the  intervening  bull 
market.  For  example,  a  hypothetical 
investor  who  bought  shares  of  the 
NYSE  Composite  on  Jan.  1,  1986 
still  had  a  gain  of  nearly  28%  left 
after  Oct.  19.  Allmon's  allocation 
advice,  divided  between  shares  of 
the  NYSE  Composite  and  T  bills, 
would  be  ahead  by  only  14.4%. 

Black  Monday  was  bad  all  right — 
but  remember,  it  came  after  an  un- 
precedented bull  market.  ■ 


FORBES,  NOVEMBER  16,  1987 
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xurious  Contemporary  Custom  Homes 
at  retail  for  $17.00/sq.  ft. 

oaem  technology,  excellent  craftsmanshp,  and  Ameri- 
ingenuity  has  resulted  in  a  housing  design  with  stan- 
features  not  found  in  homes  selling  at  twice  the  once 


ly  Insulated  •  SullWn  Computer  Center 

•rmo  Pane  Windows  which  allows  the  home 

hedral  Ceilings  to  perform  many  fgnc- 

srlor  Decks  tlons  for  the  occupants. 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


E'S  NEST  HOMES  is  seeking  district  representatives  to  establish  retail  sales 

Defined  Territory 

Factory  Training 

Unlimited  Income  Potential 
lual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home 
i  may  be  lived  in  or  used  as  an  office. 


No  Real  Estate  License  Required 
Investment  Secured  by  Model  Home 


Call  Mr.  Farb 
Phone  #  (404)  479-9700 
P0.  Drawer  1569,  Canton,  GA  30114-1569 


REAL  ESTATE 


j  CREEK — Own  your  own  spring 
id  a  mile  of  the  Ruby  River  on  its 
)lific  stretch.  All  of  this  plus  a  5500 
bot  lodge  and  4-1000  square  foot 
ibins— all  new  and  constructed  of 
nd-peeled  logs.  Owners  have  filed 
ational  use  of  these  waters  and  they 
ed  to  the  public.  Property  lies  in- 
:  national  forest  and  currently 
as  an  Orvis  approved  fly  fishing 
truly  one  of  a  kind— less  than  an 
m  Ennis  or  Dillon,  Montana.  Con- 
lusive  Agent  for  the  Sellers:  Hall 
,  Inc.,  P.O.  Box  1924,  Billings, 
03  (406)  252-2155. 


your  own  40  acres. 
■  of  game  in  these  hills! 
IX)  and  up.  1%  down, 
lancing. 

:all  303-379-3263 

:s  Wagon  Creek  Ranch 

Box  303 
Garland,  CO  81133 


ELLANEOUS  FOR  SALE 

STMENT  GEMSTONES! 
tANTEED  LIQUIDITY!!! 

ilesale  catalog.  Satisfaction  Gtd 

ars!  Member: 

Jewelers  Board  of  Trade 

Chamber  Commerce. 
HOUSE  OF  ONYX 

No.  One  Main  Street 
eenville,  Kentucky,  42345 
LL  FREE  1-800-626-8352 


FORBES 
WET/CLASSIFIED 

lished  in  the  first  issue  of 
■nonth.  Advertising  clos- 
te  is  one  month  preced- 
te  of  issue. 

^uency  discounts  avail- 
Payment  must  accom- 
order  unless  from  ac- 
id agency. 

ADDITIONAL  INFORMATION 
WRITE  OR  CALL: 

UNDA  LOREN 
ES  MARKET/CLASSIFIED 

i  Avenue/New  York,  NY  10011 
212)  620-2440 


EXCEPTIONAL  INDIVIDUAL  REQUIRED 
For  An  Extremely  High  Income 
Potential  Business  Opportunity 

.  .  .  If  you  have  a  sound,  successful 
business  background  with  high  past 
earnings,  can  easily  and  confidently 
communicate  with  business  leaders 
and  you're  in  a  position  to  call  your  own 
shots.  Utilize  your  talents  to  the  utmost 
in  a  fast  mov;ng,  challenging,  profes- 
sional business.  We  are  seeking  only 
that  individual  who  can  relate  to  earning 
$250,000  and  more  per  year  Complete 
training  and  continuous  support  pro- 
vided. We  are  a  17-year-old  international 
loan  finance  corporation  seeking  direc- 
tors $9,800  refundable  deposit  will  be 
required.  Principals  only. 

Call  813-924-6415 


BE  THE  BOSS 

Own  a  Sir  Speedy  Printing  Center  fran- 
chise. Over  700  others  have,  ask  them 
Call  today  for  free  information. 

Speedy* 

23131  VERDUGO  DRIVE 
LAGUNA  HILLS,  CA  92653-1342 
CALL  1-800-854-3321 


15,000  BUSINESSES 
WEBOGW  FROM  COAST 

tB^SPC  TO  COAST 

No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
M*\     Toll  Free  800-327-9630 
VjP/  in  Fla  call  800-533-4663 


FRANCHISING 


FRANCHISE 


Your  Business 


FRANCHISE  CONSULTING  GROUP.  INC 

101  Derby  Street,  Hmgham.  MA  02043 
In  Mass  (617)  740-221  1 
Outside  Mass  (800)  358-801 1 


COMPUTER  SOFTWARE 


QUANTix  Portfolio  Evaluator 

3.0  Version.  5  Quantitative  Valuation 
Models  Cash  Flow,  Diversification, 
uyhat-lf  Analysis.  Track  Performance, 
Commissions.  Sold  Positions  Down- 
load/Upload Data  Multiple  Portfolios 
IBM/Clones  $69.    |800)  247-6354. 

5900  N.  Port  Washington  Rd., 
Milwaukee.  Wisconsin  53217 


WINE  CELLARS 


WINE  CELLARS 


WlNECELLARS-USA 

#1  Seller  •  Original  American  Handmade 

Retail  YourCost 

440  Bottle  (Pictured)  $2495  $1495 

700  Bottle  2  French  Doors  3495  1995 

880  Bottle  Twin  Unit   4495  2795 

220Bottle  Vertical  1995  1195 

296BottleCredenza(2door)  2495  1495 

40  BottleGlassdoor  (not  handmade)  499 
Wood  Construction  •  Oak  Exterior  •  Redwood  Racks 
Modular  wine  racks  from  1 2  to  20,000  bottles.  Request  our  wines 
&  cellar  catalog.  Lifetime  guaranty  on  racks,  5  yr  on  compressor. 

Olympic  Sales  C  O.  Since  1947 

839S.LaBreaAve.,  Los  Angeles,  C  A  90036  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    »    We  Ship  Anywhere. 


FINANCIAL  SERVICES 

IMMEDIATE  CASH 
FOR 

ACCOUNTS  RECEIVABLE 

EQUIPMENT  LEASE 
FINANCING 

FINANCIAL  GUARANTEES 
AND 

LETTERS  OF  COMMITMENT 
LB0 

LEVERAGED  BUYOUT 
FUNDS 
AVAILABLE 

Fast  Approval  •  Brokers  Protected 


TFC 


TOWERS 

FINANCIAL 

CORPORATION 

\n()TCCnni|>an> 

417  Fifth  Avenue 
New  York,  NY  10016 

212-696-0505 
 —J 

SALES/TRAINING 


■  ■  ■  ■ 

Sales  Presentations 
Training  •  Meetings 
a  ■  ■  ■ 


CUSTOM  SLIDES/OVERHEADS 
VISUAL  HORIZONS 

1 80  METRO  PARK 
48  PAGE  FULL         ROCHESTER  N  Y  14623 
COLOR  CATALOG  (7 16)424  5300 


FREE 


BRAZIL-U.  S.  based 
consulting  firm  will  assist 
you  to  open  your  Brazilian 
operation.  Government 

financing  available. 
Call:  (214)869-3337 
DREXEL-MELLON  MGT  SVS. 


CORPORATE  SPECIALTIES 


Embroidered 
Caps 

•  Shirts 
•Jackets 

5  Pf  * 

Call  for  FREE  Catalog 

TOLL  FREE  (800)  792-2277 
In  Calif.  (800)  826-8585 
San  Francisco  Embroidery  Works 

3952  Point  Eden  Way  •  Hayward,  CA  94545 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  old  friends 
We'll  narrow  your  closet 
classics  to  a  stylish  3  'AT  |or 
state  widttil  Great  birth- 
day or  Christmas  gift 
Send  SI3  50  for  each  set 
of  3  ties  to: 
SUM  TIES  CO. 
44  Monterey  Blvd .  Oept  O 
San  Francisco.  CA  94 1 3 1        |41  S)  54S-41 00 


GOURMET  FOODS 


GOURMET  COFFEES  Teas 

Relax  with  a  great  cup  of  coffee  or  tea. 
Sampler  Package,  12oz  each  of  Hawai- 
ian Kona  Fancy,  Mocha/Java,  Scandina- 
vian Ground  Coffee  Beans  plus  100 
Gourmet  tea  bags.  Send  $19.99  to  the 
Gourmets  Delight,  Inc.,  POB  1353, 215F 
Averyville,  Lake  Placid,  NY  12946 
Because  you  deserve  the  best. 


LITERS 


Radio  /hack -TANDY 


Our  10th  year  of  DISCOUNTS 
COMPUTERS  &  CELLULAR  PHONES 

Fgt.  Prepaid  Save  Tax 
~,        Toll  Free  800-231-3680 

Im  (TlflRYmflC  INDUSTRIESINC 

22511  Katy  Fwy. 
Katy  (Houston)  TX  77450 
1-713-392-0747  Telex:  774132 


Forbes: 
Capitalist  Tool 


® 


Streetwalker 


Edited  by  Thomas  Jaffe 


Fishing  season? 

There  will  come  a  time,  no  one 
knows  when,  when  bottom-fish- 
ing season  will  open  in  the  stock  mar- 
ket. Getting  ready  for  that  season, 
Streetwalker  has  culled  its  lists  for 
the  12  months  preceding  the  crash 
and  assembled  a  list  of  25  stocks  it 
cited  that  look  especially  good  at  re- 
cent prices.  They  are  listed  in  the  ta- 
ble below.  ("Issue  date"  in  the  table 
refers  to  the  Forbes  issue  wherein  the 
company  was  mentioned.) 

At  PepsiCo,  for  example,  the  earn- 
ings outlook  continues  to  improve 
steadily.  Dean  Foods,  like  many  food 
stocks,  is  a  classic  recession  hedge. 
American  Home  Products,  with  its 
large  cash  flow,  estimated  at  $6.50  a 
share  this  year,  is  positioned  to  buy  in 


shares  and/or  make  an  acquisition. 
King  World  Productions  and  General 
Host,  too,  are  cash-laden.  Dreyfus  is 
cash-rich,  has  a  strong  bond  portfolio 
and  runs  highly  regarded  bond  funds. 
Both  B.F.  Goodrich  and  International 
Minerals  &.  Chemical  have  undergone 
restructurings  that  are  proceeding 
successfully. 

Takeover  activity  has,  to  put  it 
mildly,  subsided.  But  keep  an  eye  on 
13-d  filings.  Since  last  summer,  real 
estate  tycoon  Howard  Kaskel  has  tak- 
en a  position  in  Kansas  City  Southern, 
and  Odyssey  Partners  in  Amfac.  Kop- 
pers  and  Southdown  remain  interest- 
ing asset  plays  with  good  earnings  po- 
tential. As  the  result  of  a  merger,  U.S. 
Bancorp  of  Oregon  stands  to  emerge 
as  a  strong  regional  bank  in  the 
Northwest. 

Several  utilities  also  look  good  at 


these  prices:  Tampa-based  Teco,  oi 
of  the  best-run  electric  utilities  in  tl 
U.S.;  and  NUI  and  Michigan  Ener, 
Resources,  which  also  operate  attra 
tive  nonutility  businesses,  includu 
several  cable  TV  franchises.  CRS  S 
rine  represents  a  turnaround  that 
solidly  under  way.  Morton  Thiok 
also  should  be  able  to  pull  throuj 
nicely  because  of  its  balance  of  bu: 
nesses.  Northern  European  Oil  Roy; 
ty  Trust  is  a  high-yield  way  to  pi 
the  dollar  falling  against  the  deutscl 
mark.  Rounding  out  our  list  is  a  han 
ful  of  solid  growth  companies:  A 
plied  Magnetics,  Shorewood  Packa 
ing,  Gtech,  C3  and  Brand  Cos. 

These  25  have  the  look  of  survivo: 
Even  if  the  prices  drop  further,  , 
investor  buying  them  around  the 
prices  should  come  out  well  ahe 
long  term.  ■ 


The  look  of  survivors 

Business 

Price  in 
Forbes 

12-month 
high 

Crash-week 
low 

10/27/87 
price 

American  Home  Products/8/24/87 

drugs 

89'/2 

963/4 

65  Vi 

70 

Amfac/4/20/87 

real  estate,  hotels,  food 

28% 

40% 

27% 

25'/8 

Applied  Magnetics/3/23/87 

computer  peripherals 

27  Va 

41% 

25 

20% 

Brand  Cos/3/9/87 

asbestos  removal 

16 

29 

10% 

8% 

CRS  Sirrine/10/5/87 

construction 

13% 

17 

IOVa 

10% 

C3/9/21/87 

computer  systems 

15 

15% 

8>/8 

7% 

Dean  Foods/6/15/87 

food 

30 

38V4 

24 

23% 

Dreyfus/6/29/87 

financial  services 

33 

45>/2 

19% 

22% 

General  Host/4/20/87 

nurseries,  rock  salt 

11% 

16% 

m 

7% 

BF  Goodrich/8/10/87 

polyvinyl  chloride,  tires 

52% 

65 

34'/2 

30'/4 

Gtech/1/26/87 

lottery  systems 

1VA 

28% 

17'/2 

15 

International  Minerals  &.  Chemical/9/21/87 

medical  products,  fertilizers 

46  Vi 

53 

30  Vi 

29 

Kansas  City  Southern/ 11/ 17/86 

railroad,  communications 

48 

79% 

37 

38 

King  World  Productions/2/9/87 

TV  program  syndication 

17% 

33  W 

16  I  4 

15 

Koppers/4/27/87 

construction  materials,  chemicals 

37 

50% 

32!/2 

30% 

Michigan  Energy  Resources/10/20/86 

gas  utility,  cable  TV 

23 

26% 

191/: 

18'/2 

Morton  Thiokol/7/27/87 

aerospace,  spec,  chem.,  salt 

44 

54% 

34J6 

35 

Northern  European  Oil  Royalty  Trust/2/9/87 

European  gas 

23 

26*4 

16% 

16  to 

NUI/2/9/87 

gas  utility 

21% 

'  28% 

19% 

18% 

PepsiCo/3/9/87 

soft  drinks,  fast  food 

31 

42  V* 

31 

31 

Shorewood  Packaging/10/5/87 

specialty  packaging 

13  Vi 

14% 

7% 

7% 

Southdown/7/13/87 

cement 

39 

51 

32% 

28% 

Teco/5/4/87 

electric  utility 

20  Vi 

25% 

24  Vi 

23  Va 

Teledyne/3/9/87 

conglomerate 

321 

390 

270 

261 

US  Bancorp,  Oregon/6/29/87 

regional  banking 

27 

31'/4 

21  Vi 

20Va 
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WHICH  GIFT  WILL 
THEY  REMEMBER 
NEXT  YEAR? 

If  you're  looking  for  "just  the  right  gift"  this  year,  here's  an  idea 
that's  economical,  easy,  and  exactly  what  those  special  people  on  _  W 
your  list  would  like.  .  .AMERICAN  HERITAGE. 

It's  a  great  present  enriched  by  the  past .  .  .  enlivened  by  a  sense 
of  continuity— and  a  sense  of  humor.  Enlightening  as  it  is 
entertaining. 

There  are  so  few  gifts  that  give  as  much  style  and  substance  for  so 
little  money  as  AMERICAN  HERITAGE. 

...AT  SPECIAL  HOLIDAY  GIFT  RATES,  » 


To  celebrate  the  holidays  we  are  making  this  very  special  offer: 
your  first  gift  subscription  (or  your  own  subscription)  is  $24;  all 
additional  one-year  gift  subscriptions  are  only  $18  each— that's  a 
savings  of  50%! 


We  will  also  send  a  handsome  gift-announcement  card  dir 
to  each  recipient  on  your  list.  To  order,  just  call 
TOLL  FREE  1-800-341-1522  (in  Maine  call  collect  236-2896). 


r 


Forbes  /  Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


Acorn  Fund  36 

Advance  Publications  (The New  Yorker)   120 

Aetna  Life  &  Casualty  314 

H.F.  Ahmanson    167 

Airbus    184 

Allegis   12 

Allcgis  (United  Air  Lir>es|  327 

Allis-Chalmcrs    14 

Allstate  Insurance   258 

Altos  Computer  Systems   100 

American  Home  Products   314,  322 

American  Television  Communications    74 

Ames  Department  Stores   316 

Amfac   322 

Amnion  258 

AMR  |American  Airlines)   184,  295 

Anderson,  Clayton   258 

Anheuser-Busch    186 

Apple  Computer   162 

Applewood  Books   18 

Applied  Magnetics   322 

Fred  Arbogast   290 

Aspitarte  y  Cia    108 

Associated  Press  22 

Atlantic  Richfield    130 

Avon  Products   186 

Balis  Zorn  Gerard  305 

Banco  do  Brasil   60 

Bank  of  China  304 

Bankers  Trust   22 

George  Banta    120 

Barns  Industries    194 

Basic  Books  242 

B.A.T  Industries  |Saks)  305 

Bayou  Steel    156 

BCM  Technologies  258 

L.L.  Bean    124,  262 

Bear,  Stearns    130 

Mitchel  Beck    1 10 

Benihana    186 

Billinghurst  290 

Boeing    184,  327 

Borneo  International  Furniture   90 

Bowne    120 

Bowser  Growth  Fund   1 13 

Bowser  Report   113 

Brand  Cos   322 

Brazos  River  Authority   311 

Bristol-Myers  40 

Burlington  Northern   80 

Businessland   100,  162 

CalFed   167 

California  bonds   311 

California  Microwave   316 

Capezio   270 

W.I.  Can   90 

Casa  Fuentes    108 

CBS    156 

The  Chartist   320 


Chemical  New  York   307 

Chicago  Review  Press   19 

Chrysler    282,  308,  314 

Church's  Fried  Chicken   136 

CNW  (Chicago  &  North  Western 

Transportation)  80 

Colt  Industries    172 

Community  Psychiatric  Centers    194 

Compaq  Computer    100,  162 

Conde  Nast  270 

Continental  Casualty    130 

Convergent  Technologies   162 

Coopers  &  Lybrand   65,  130 

Cray  Research   36 

Cross  Market  Opportunity  Fund    113 

CRS  Sirrine  322 

C3  322 

Daewoo  90 

Dai-Ichi  Life    104 

Dallas  316 

Dart  &  Kraft   262 

Data  Resources  34 

Dataquest    162 

Dean  Foods   322 

Del  Monte   270 

Diamond  Shamrock    156 

Digital  Equipment    162 

Walt  Disney  36 

R.R.  Donnelley  &  Sons   120 

Dow  Jones   194 

Dow  Theory  Letters   320 

Dreyfus    194,  322 

Dreyfus  Fund   48 

Eagle  Affiliates   262 

Eastman  Kodak    36,  74,  242 

Educational  Testing  Service   246 

El  Chico   186 

Electromagnetic  Sciences    194 

77x>  Elliott  Waiv  Theorist  320 

Enron   8 

Equitable  Life  Assurance    104,  156 

Exxon    130,  316 

Facts  on  File  Publications    19 

Federated  Department  Stores   316 

Federated  Department  Stores 

(Bloomingdale's;  I.  Magninl   305 

Fidelity  funds    36,  38,  48 

Financial  Corp  of  America   65 

Findings  6  Forecasts   113 

First  Albany  65 

First  Boston    156,  258 

Fluor  316 

Foodmaker   136 

Ford  Motor   40,  48,  142 

274,  282,  308,  314 

Franklin  Savings  Association    180 

GE    27,  80,  184 

GE  IKidder,  Peabody)    180 

General  Dynamics    172,  316 


General  Host   32 

General  Mills    If 

General  Motors    41,  80,  282,  308,  31 

General  Nutntion  Centers   27 

Glaxo   2S 

Go-Video  2i 

Golden  West  Financial   1( 

Goldman,  Sachs    li 

B.F.  Goodrich  31 

Goodyear  Tire  &.  Rubber    1 

Government  National  Mortgage 

Association    It 

Great  Western  Financial    1( 

Greenway  Fund    11 

Growth  Stock  Outlook  32 

Growth  Stock  Outlook  Trust  40,  1 1 

Grumman   3) 

GTE  „  12 

Gtech   32 

Guess   1* 

Clyde  Harbin   25 

Harcourt  Brace  Jovanovich   2e 

Health  Science  Center   2f 

Hearst   12 

James  Heddon     Sons   25 

Hewlett-Packard    100,  1< 

Holiday    1 

Home  Federal  Savings  &  Loan    1< 

Houston  Biotechnology  21 

Houston  bonds   31 

Huffy  34 

Hulbert  Financial  Digest   113,  3! 

Humana   < 

E.F.  Hutton   2J 

Hyundai   5 

IBM    48,  100,  162,  308,  31 

Industrial  Bank  of  Japan  ! 

Industrial  Equities  (Pacific)    li 

Inland  Steel  Industries    142,  3! 

Intel  H 

Interbank  Aruba   2! 

International  Airport  Hotel 

Systems   2! 

International  Minerals  &.  Chemical   32 

Isuzu  Motors   21 

Jackpot  Enterprises    I 

Japan  Air  Lines    II 

Jordache  Enterpnses   1' 

K  mart   36,  146,  3( 

Kabul  ! 

Kansas  City  Southern   32 

Art  and  Scott  Kimball  2! 

Miles  Kimball   12 

King  World  Productions   32 

Knight-Ridder   i 

Kobbs  &  Brady  2( 

Koppers   32 

Kraft  (Celestial  Seasonings)    II 

Kroll  Associates    1' 
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William  O'Neil    194 

Richard  W.  Oliver  Auction  Gallery    290 

Oppenheimer  Management  38 

Osborne  Computer  65 

Over-The-Counter  Securities  Fund  36 

PaineWebber  35,  65 

Pantheon  Books   19 

Paw  Paw  Bait  290 

PCL  DiversiFund   113 

Peat  Marwick  Main   65 

J.C.  Penney   304 

Pennsylvania  Mutual   36 

Peoples  Energy   316 

PepsiCo  322 

Pfizer  314 

Pfleuger  290 

Phoenix  Data  Systems   65 

Picada  Libertad   108 

Pillsbury  (Burger  King]    136 

Piper  Jaffray  &  Hopwood  35 

Playboy  Enterprises   120 

Premark  International    262 

Prentice-Hall  Press  295 

Princeton  Review   246 

Printronix   316 

Prudent  Speculator   113,  320 

Prudential  Insurance    104,  156 

Pulte  Home   316 

Qantas   184 

Quick  &  Reilly  35 

Ralston  Purina   136 

Reebok    270 

Reis  Reports    12 

Resorts  International    12 
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Frank  Shakespeare, 


U.S.  Ambassador  to  the  Holy  See, 
Insight  reader 


Most  newsweeklies  reach  the  public-al 
large.  But  Insight  magazine  gives  you  a 
distinct  edge  in  reaching  the  influential 
few.  People  like  Frank  Shakespeare,  U.S. 
Ambassador  to  the  Vatican. 

According  to  a  Simmons  survey,  Insigt 
reaches  the  highest  concentration  of 
affluent  readers  of  any  national  news- 
weekly. 

And  with  a  circulation  of  over  a  millioi 
it's  read  by  nearly  four  million  people 
each  week. 

Here's  why  Ambassador  Shakespeare 
reads  it. 

"Generally,  the  newsmagazines  are  a 
rehash  of  news  that  has  already  occurred 
old  news.  And  that's  useful.  But  the  esser 
tial  thing  about  Insight  is  that  it  gives  you 
new  material.  And  I  find  that  especially 
helpful." 

If  you  want  your  advertising  to  be  seer 
in  high  places,  ask  your  agency  about 
Insight.  Or,  if  you're  with  an  agency,  call  u 


In  New  York,  our  representative  is  Jacl 
Mandable  at  212/599-1730.  In  Chicago, 
call  Dick  Weithas  at  312/346-8810.  In 
Detroit,  call  Jon  Stitle  at  313/651-2770. 
In  Los  Angeles,  call  Bill  Bauer  at  213/ 
820-1550.  And  in  Washington,  D.C.,  call 
Tim  Hutchens  at  202/636-8870. 


Insighl 


Talk  to  the 
powers  that  be. 


Public 


Flashbacks 


Edited  by  Dero  A.  Saunders 
"The  more  things  change. . . ."  Items  from  past  issues  of  Forbes 


v  grassland  fanning  equipment  on  a  large  alfalfa  farm  in  the  late  1920s 


sty  years  ago  in  Forbes 

mi  the  issue  of  November- 15.  1927) 

here  is  no  line  of  human  endeavor 
the  U.S.  where  the  inefficient  by 
d  human  labor  may  'get  by'  as 
ely  as  in  farming.  Unlike  the  labor- 
in  the  city  who  loses  his  job,  he  is 
rays  sure  of  a  shelter  over  his  head, 
is  sure  of  something  to  eat  and  fuel 
m  his  woodlot  to  keep  him  warm, 
s  equally  true  that  there  is  no  type 
industry  in  America  where  the  re- 
rds  for  the  economic  use  of  land, 
or,  capital  and  management  are  so 
at  as  in  farming.  ..." 

an  must  work.  That  is  as  certain  as 
:  sun.  But  he  may  work  grudgingly 
he  may  work  gratefully.  He  may 
rk  as  a  man,  or  he  may  work  as  a 
chine.  There  is  no  work  so  rude 
t  he  may  not  exalt  it;  no  work  so 
passive,  that  he  may  not  breathe  a 
d  into  it;  no  work  so  dull  that  he 
y  not  enliven  it."  — Henry  Ford 

i  the  last  six  years  one  of  every 
ht  banks  in  the  U.S.  has  been 
iged  to  suspend  operations — more 
in  3,800  in  all.  That  is  a  deplorable 
ord." 


fty  years  ago 

>m  the  issue  of  November  15,  1937 J 

illions  of  workers  have  been  com- 
led  to  hand  over  part  of  their  pay 
the  express  purpose  of  enabling  the 
fernment  to  build  up  gigantic  re- 
ve  funds  to  provide  for  them  pay- 
nts  when  unemployed  and  pay- 
:nts  of  old  age  pensions.  But  the 
fernment  is  buncoing  them.  The 
fernment  is  collecting  from  each 
noil  right  along.  But,  instead  of  set- 
g  aside  the  money  thus  collected,  in 


order  to  meet  unemployment  and  pen- 
sion payments,  it  is  spending  every 
cent  as  fast  as  it  is  received.  It  is  build- 
ing up  no  reserve,  no  surplus,  to  meet 
its  looming  obligations  to  workers." 


Netv  1937  development  was  an  anti- 
freeze spray  to  prevent  propeller  icing 


"While  air  express  is  booming,  one 
commercial  airline  late  in  October  re- 
ported the  completion  of  20,000 
coast-to-coast  passenger  flights  in  ten 
years  of  service.  The  United  Air  Lines' 
anniversary  flight  was  a  scheduled 
coast-to-coast  trip  in  less  than  17 
hours.  The  twin-motored  ships  made 
three  stops  for  refueling  and  carried  21 
passengers.  In  1927,  transcontinental 
flights  required  33  hours.  .  .  ." 


Twenty-five  years  ago 

(From  the  issue  of  November  15,  1962) 

"The  Keogh  Bill,  loudly  heralded  as 
an  answer  to  the  self-employed  man's 
retirement  prayers,  was  finally  signed 


into  law  last  month.  It  permits  an 
estimated  9  million  self-employed 
persons — farmers,  doctors,  dentists, 
small  businessmen — to  set  up  tax- 
sheltered  retirement  funds." 

"Even  approval  of  every  proposed  is- 
sue [in  the  November  elections],  say 
bond  dealers,  would  have  made  little 
difference  to  the  bond  market,  so 
strong  was  demand.  Said  a  municipal 
bond  specialist  in  Louisiana,  where 
voters  apparently  approved  $60  mil- 
lion in  highway  bonds  while  rejecting 
$20  million  for  aid  to  segregated  pri- 
vate schools,  'Economy-minded  vot- 
ers are  holding  down  the  supply  of 
new  municipal  issues.  In  a  market 
that  is  already  very  tight,  this  means 
supply  will  not  catch  up  with  demand 
for  a  long  time.'  " 


Ten  years  ago 

(From  the  issue  of  November  15,  1977) 

"Saudi  Arabian  King  Khalid's  new  air- 
plane, the  world's  biggest  executive 
jet,  is  becoming  a  reality.  The  Boeing 
Co.  signed  the  papers  last  month  for 
1979  delivery  of  a  747SP  (for  'Special 
Performance'),  a  shorter  version  of  the 
jumbo  with  superlong  range.  .  .  .  The 
price  is  a  royal  secret,  but  the  airline 
versions  run  about  $36  million  a  copy, 
and  the  king's  flying  barge  will  boast 
extensive — and  expensive — extras. 
The  interior  will  feature  wood  finish- 
ing, plush  carpets,  special  lavatories 
plus  medical  facilities  for  the  travel- 
ing monarch,  who  underwent  heart 
surgery  in  1972." 


King  K/xi/id  of  Saudi  Mahia 


Everything  under  the  sun  is  work. 
Sweat,  even  in  our  sleep. 
Georg  Buchner 


The  world  is  full  of  willing 
people,-  some  willing  to  work, 
the  rest  willing  to  let  them. 
Robert  Frost 


If  the  building  of  a  bridge  does  not 
enrich  the  awareness  of  those  who 
work  on  it,  then  that  bridge 
ought  not  be  built. 
Frantz  Fanon  , 


Thinking  is  the  hardest  work 
there  is,  which  is  the  probable 
reason  why  so  few  engage  in  it. 
Henry  Ford 


If  you  do  things  by  the  job,  you  are 
perpetually  driven:  the  hours  are 
scourges.  If  you  work  by  the  hour, 
you  gently  sail  on  the  stream  of 
time,  which  is  always  bearing  you 
on  to  the  haven  of  pay,  whether 
you  make  any  effort,  or  not. 
Charles  Dudley  Warner 


All  work  and  the  enjoyment 
of  its  fruits  must  be 
in  common. 
Francois-Noel  Babeuf 


Most  people  perform  essentially 
meaningless  work.  When  they 
retire  that  truth  is 
borne  in  upon  them. 
Brendan  Francis 


A  good  horse  should  be 
seldom  spurred. 
Thomas  Fuller 


My  father  taught  me  to  work;  he 
did  not  teach  me  to  love  it. 
Abraham  Lincoln 


Honest  labor  bears 
a  lovely  face. 
Thomas  Dekker 


Thoughts 

on  the  Business  of  Life 


Dr.  Winslow  Taylor,  the  father  of 
sc  ientifii  management,  found  that 
only  one  man  out  of  a  large  number 
icas  capable  of  development  into  a 
first-class  pig-iron  carrier.  Those 
few  men  thrived  and  grew  strong  and 
happy  under  carrying  47  tons  of  pig 
iron  a  day.  while  those  who  were  not 
hi  tilt  for  that  sort  of  work  soon  went 
muler  Are  you  lining  the  kind  of  'work 
yon  were  built  for.  so  that  you  can 
expect  to  be  able  ti>  do  very  large 
amounts  of  that  kind  and  thrive 
under  it''  Or  are  you  doing  a  kind 
of  which  you  can  do  comparatively 
littler' 

B.C.  Forbes 


It  is  easier  to  appear  worthy  of 
positions  that  we  have  not  got, 
than  of  those  that  we  have. 
La  Rochefoucauld 


So  much  of  what  we  call 
management  consists  in  making 
it  difficult  for 
people  to  work. 
Peter  Drucker 


A  great  many  people  have  asked 
how  I  manage  to  get  so  much 
work  done  and  still  keep 
looking  so  dissipated. 
Robert  Benchley 


There  are  certain  natures 
to  whom  work  is  nothing, 
the  act  of  work  everything. 
Arthur  Symons 


More  than  6.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York. 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Labor  is  the  curse  of  the  world, 
and  nobody  can  meddle  with 
it  without  becoming 
proportionately  brutified. 
Nathaniel  Hawthorne 


Most  people  like  hard  work. 
Particularly  when  they  are 
paying  for  it. 
Franklin  P.  Jones 


Work  and  play  are  words  used 
to  describe  the  same  thing 
under  differing  conditions. 
Mark  Twain 


If  a  thing  is  worth  doing, 
it  is  worth  doing  badly. 
G.K.  Chesterton 


All  one's  work  might  have  been 
better  done;  but  this  is  the  sort  of 
reflection  a  worker  must  put  asidi 
courageously  if  he  doesn't  mean 
every  one  of  his  conceptions  to 
remain  forever  a  private  vision, 
an  evanescent  reverie. 
Joseph  Conrad 


A  Text . .  . 

Whatsoever  thy  hand  rinded 
to  do,  do  it  with  thy  might; 
for  there  is  no  work,  nor 
device,  nor  knowledge,  nor 
wisdom,  in  the  grave, 
whither  thou  goest. 
Proverbs  28:11 

Sent  in  by  Rian  Malan,  Los  Angeles,  Calii 
What's  your  favorite  text'  The  Forbe 
Scrapbook  of  Thoughts  on  the  Business  c 
Life  is  presented  to  senders  c 
texts  used. 


Work  is  the  greatest  thing  in  the 
world,  so  we  should  always  save 
some  of  it  for  tomorrow. 
Don  Herold 


He  had  insomnia  so  bad  that 
he  couldn't  sleep  when 
he  was  working. 
Arthur  Baer 
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It's  happening  now.  It's  hanging  fast.  It's  economic  growth  and 
business  opportunities  * « J  it's  all  happening  in  the  nine  Southeastern 
states  of  the  BellS^'1  region. 

Inthen^  ^en  years,  population  will  boom  at  a  rate  44%  faster  than 
the  re*  i  Gl  the  nation;  new  jobs  will  be  created  at  a  rate  20%  faster  than 
■  e  national  average. 

In  the  next  ten  years,  there  will  be  over  4  million  new  housing  starts 
and  about  4  million  new  jobs.  Real  personal  income  in  the  region  will 
rise  by  2.9%  per  year,  compared  to  2.7%  for  the  nation. 

The  BellSouth  management  team  is  prepared  to  capitalize  on  this 
growth.  They're  committed  to  forward-looking  business  strategies  and 
new  technologies.  And  they're  determined  to  stay  ahead  of  the  grow- 
ing need  for  state-of-the-art  products  and  services  to  meet  customer 
needs  in  an  expanding  marketplace. 

Selective  acquisitions  are  a  part  of  BellSouth's  growth  plans. 
BellSouth  is  already  involved  in  new  business  opportunities  that  will 
lead  to  even  greater  revenues  nationally  and  internationally 

BellSouth  not  only  is  in  the  midst  of  the  action  but  is  helping  to 
make  it  happen. 


The  BellSouth  family  of  companies  provides  tele- 
communications, information  systems  and  publishing 
services  through  South  Central  Bell,  Southern  Bell. 
BellSouth  Services  and  BellSouth  Enterprises, 


BELLSOUTH 


Shaping  the  future  of  telecommunications. 


©1987  BellSoulhCc 


It's  amazing  what 
opens  whenyou  put 
the  customer  first. 


At  American  Airlines,  we've  always  believed 
in  putting  the  customer  first.  Now,  in  an  indepen- 
dent survey,  frequent  fliers  have  just  returned  the 
compliment. 

North  American  frequent  fliers  select 
American  #1  in  the  world. 

In  October  1987,  the  International  Foundation 
of  Airline  Passenger  Associations  (IFAFA)  completed 
what  is  probably  the  most  comprehensive  survey  of 
airline  passengers  ever  conducted. 

When  North  American  frequent  fliers 
were  asked  which  airline  they  preferred  most,  they 


selected  American  Airlines  as  #1  in  the  world? 
Once  again,  quality  pays  off. 

Obviously  our  efforts  to  maintain  the  highest 
standards  of  quality  in  the  commercial  airline  industry 
have  not  gone  without  notice.  There  is  a  difference 
between  airlines. 

You  expect  more  from  American  Airlines.  And 
we  work  hard  to  consistently  provide  it.  We're  pleased 
that  so  many  frequent  fliers  have  noticed  our  dedica- 
tion to  being  the  best. 

At  American  Airlines,  we've  always  believed 
that  when  you're  something  special,  people  know  it. 


AmericanAirlines 

Something  special  in  the  air 


•Based  on  a  1987  independent  survey  of  28,000  frequent  fliers,  conducted  by  the  International  Foundation  of  Airline  Passenger  Associations,  Geneva,  Switzerland 


Wt$5m  a  luxury  car 
Ihould  move  you,— 

Few  cars  in  the  world  have  the  ability  to  overwhelm  your  senses. 
This  is  one  of  them. 

Ttie.!988-Town  Car  still  possesses  that  kind  of  emotional  power 
because  it  still  possesses  the  enduring  virtues  of  this 
automotive  class. 

Undiminished  size.  Uncompromised  comfort. 
And  an  unmistakable  road  presence  that  separates  it 
.dramatically  from  the  rest  of  the  field. 

That  kind  of  distinctiveness  alone 
is  enough  to  move  many  to  Town  Car. 
Yet  Town  Car  has  substantial 
credentials  in  other 
areas  as  well 


....  ' 


A  5.01  V-8  engine 
with  sequential  mufti-port  fuel  -in  lection. 
A  trunk  that  can  honestly  carry  the  name.  Along  with 
lots  of  luggage.  An  available  1 2-speaker 
Ford  JBL  Audio  System  that  can  be  further  enhanced  by 
the  addition  of  a  compact  digital  disc  player.  If  those  are  the 
things  that  move  you  in  a  luxury  car,  we  invite  you  to  consider 
I  IK  |O^V|  K  I  the  1988  Lincoln  Town  Car.  An 

Lll  N  v^^y  LI  X     automobile  that  shares  your  view 

What  a  luxury  car 
should  be. 

For  more  information,  call  l  800  822-9292.  Buckle  up-together  we  can. save  lives. . 
Lincoln-Mercury  Division  C^^C) 
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Does  the  economy  follow  the  stock  market? 
Sometimes 

The  reader  will  find  in  this  issue  both  pessimism  and  optimism 
about  the  economy  and  markets.  In  a  time  like  this,  it  is  naive  to 
think  one  has  all  the  answers.  Which  is  why  Forbes  editors  are 
amused  when  some  of  our  competitors  deliver  sage  lectures  to 
the  White  House  on  how  to  turn  the  stock  market  around. 
Would  that  life  were  that  simple.  So,  instead  of  pontificating, 
we  expose  our  read- 
ers to  a  wide  range  of 
intelligent  views. 

In  "Why  the  mar- 
ket crash  won't 
cause  a  recession," 
Susan  Lee  and  Chris- 
tie Brown  argue  that 
booms  and  busts  do 
not  die  of  old  age  or 
from  market  fluctu- 
ations. What  does  bring  them  to  an  end?  And  why  doesn't 
Keynesian  fine-tuning  work?  Turn  to  page  120. 

Jack  Willoughby,  in  "The  stock  market  is  a  lousy  economic 
forecaster,"  examines  eight  bad  stock  market  busts  like  the 
recent  one.  How  many  were  followed  by  depression  or  reces- 
sion? Answers  on  page  32. 

Are  we  now  in  a  full-scale  bear  market?  Columnist  Mark 
Hulbert  examines  the  question  on  page  256.  And  starting  on  page 
126,  investment  philosopher  Philip  Fisher  explains  to  Tom  Jaffe 
why  the  so-called  defensive  stocks  may  not  be  the  best  refuge  in 
uncertain  times  like  this.  Fisher  also  tells  why  he  finds  the 
current  market  exceptionally  perplexing. 

Whether  it's  over  or  just  beginning,  the  market  crash  has 
shattered  a  few  myths.  In  "Deja  vu  all  over  again,"  Richard  Stern 
discusses  the  consequences.  Page  35. 

In  "Bargains  and  apparent  bargains,"  Ralph  King  Jr.  shows  how 
to  tell  the  Thoroughbreds  among  S&Ls  from  the  nags.  Page  46. 

A  debased  product? 

Peter  Brimelow  recounts  how  a  whole  town  in  13th-century 
England  was  once  punished  because  it  dared  to  call  a  couple  of 
scholars  to  account  for  murder.  In  "The  untouchables,"  he  says 
that  the  academic  community  is  getting  away  with  murder 
again  today — figuratively  speaking.  If  anyone  questions  the 
cost-effectiveness  of  the  roughly  $100  billion  national  expendi- 
ture on  higher  education,  the  academics  wrap  themselves  in 
scholarly  garments  and  plead  for  immunity  from  ordinary  stan- 
dards. Cutting  through  the  hypocrisy,  Brimelow  points  out  that 
much  of  the  university  community  is  simultaneously  raising 
prices  and  debasing  the  product.  Page  140. 

The  87-ers 

Gold  is  a  bit  down  from  its  recent  highs,  but  that  hasn't  slowed 
Nevada's  gold  rush.  Howard  Rudnitsky  and  Jonathan  Clements 
tell  what's  behind  the  boom — and  who  is  profiting.  "There 
really  is  gold  in  them  thar  hills"  starts  on  page  156. 

L^S  Editor 
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Follow-Through 


The  IRS 
mess 

Nov.  16,  1 987 


During  the  last  two  weeks  agents 
and  officials  of  the  Internal  Reve- 
nue Service  have  rushed  to  give  their 
superiors  statements  denying  that 
they  talked  to  Forbes  regarding  our 
story  about  possible  corruption  in  the 
Los  Angeles  office  of  the  IRS. 
Yet  scarcely  was  our  article  in 
readers'  hands  than  IRS  Com- 
missioner Lawrence  Gibbs 
rushed  out  his  own  statement  con- 
firming the  article's  most  important 
revelation — that  a  secret,  top-level 
corruption  investigation  of  the  agen- 
cy's Los  Angeles  office  was  already 
under  way. 

Forbes  reported  that  two  of  the  top 
IRS  officials  in  Los  Angeles— Crimi- 
nal Investigation  Division  Chief  Ron- 
ald Saranow  and  his  former  deputy, 
branch  chief  Howard  Emirhanian — 
were  believed  to  have  received  job 
offers  from  the  Marciano  brothers  of 
Guess,  Inc.,  the  world's  hottest  de- 
signer jeans  label.  This  happened  not 
long  after  the  Marcianos  began  tip- 
ping Saranow's  office  about  possible 
tax  fraud  by  their  bitter  enemies  at 


ne  VjU 

% 


Jordache  Enterprises,  the  Nakash 
brothers. 

As  we  reported,  Emirhanian  left  the 
IRS  in  the  summer  of  1986,  joining 
the  Marcianos  at  Guess  in  a  specially 
created  position  for  which  he  had  lit- 
tle training  or  experience:  director  of 
security.  He  landed  the  job  through  a 
personal  recommendation  from  his 
IRS  boss,  Saranow. 

In  a  sworn  deposition,  Emirhanian 
refused  to  say  whether,  once  on  the 
Guess  payroll,  he  had  ever  discussed 
the  company's  business  affairs  with 
officials  at  the  IRS.  The  1978  Ethics  in 
Government  Act  makes  it  a  crime, 
punishable  by  a  $10,000  fine 
and  two  years  in  prison,  for  fed- 
eral officials  leaving  govern- 
ment service  to  represent  any- 
one before  the  government  during  the 
following  two  years. 

In  the  wake  of  the  Forbes  story,  a 
Guess  lawyer  told  the  Los  Angeles 
Times  that  Emirhanian  was  hired  after 
an  electronic  eavesdropping  device 
had  been  discovered  on  the  Guess 
premises.  But  in  his  earlier  deposi- 
tion, Emirhanian  himself  had  said  he 
knew  of  no  bugging  devices  at  Guess 
and  had  not  searched  for  one. 

Further  embarrassment  for  the  IRS 
arises  from  an  IRS  raid  on  Jordache  in 
New  York  in  1986.  As  we  reported, 
there  is  evidence  that  the  raid  was 
launched,  in  part  at  least,  on  the  basis 
of  information  supplied  by  the  Mar- 
cianos against  the  Nakashes.  But  the 


Glitter  and 
dirt 

Oct.  7,  1985 


Yuba  Natural  Resources,  Inc.  in  San 
Diego  had  1984  revenues  of  only 
$1.96  million  and  :  .ided  over-the- 
counter  in  1985  for  $3.25  per  share.  But 
the  firm  owned  10,000  acres  near  the 
Mother  Lode  and  claimed  they  could 
hold  one  of  the  largest  gold  bonanzas  of 
recent  times.  Yet  getting  the  gold  out  of 
Yuba's  "mine"  required  dredging.  Yu- 
ba's dredge  was  built  in  1937.  A  joint 
venture  with  Fluor  Corp.  's  St.  foe  Gold, 
which  ran  the  mine,  had  produced  only 
20,000  ounces  of  gold  in  1984  and  was 
losing  money.  Forbes  cautionec  read- 


ers not  to  invest. 

Investors  who  listened,  it  seems, 
were  wise.  Revenues  rose  in  fiscal 
1986  (ended  Mar.  31,  1986),  to  $2.9 
million,  but  the  company  lost 
$603,000.  Results  look  to  be  far  worse 
in  fiscal  1987.  In  the  first  nine 
months,  ended  last  December,  Yuba 
lost  about  $3.1  million  on  revenues  of 
less  than  $1  million.  Yuba  has  yet  to 
report  for  the  full  year — never  mind 
the  first  half  of  fiscal  1988— but  it 
seems  unlikely  things  have  improved 
much.  After  the  market  contraction 
the  stock  was  trading  at  2. 

Once  voluble  on  Yuba's  potential, 
Chief  Executive  Richard  Silberman 
now  prefers  not  to  talk  to  Forbes.  One 
way  of  getting  Yuba's  gold  was  ex- 
tracting it  from  silica  quartz,  of  which 
Yuba  owns  huge  amounts.  To  make 
that  profitable,  Yuba  must  make  a 
major  investment,  but  its  silica  min- 
ing partner,  Combustion  Engineer- 
ing's Georgia  Kaolin,  pulled  out,  sell- 


raid  has  produced  no  indictments 
against  anyone  at  Jordache.  Keith 
Kuhn,  the  top  Washington  official  di- 
recting the  corruption  investigation, 
said  this  of  his  IRS  colleagues:  "It 
looks  like  a  lot  of  people  in  New  York 
were  duped." 

So  what  has  the  IRS  done  with  this 
information?  Months  before  the 
Forbes  story  was  published,  there 
were  signs  that  the  IRS  was  actually 
trying  to  bury  the  Los  Angeles  investi- 
gation. Said  Russell  Davis,  a  Los  An- 
geles-based IRS  internal  security  in- 
spector handling  the  investigation 
day  to  day,  "I  had  to  put  the  case  aside 
for  a  while  because  of  other  things." 

But  now  that  the  messy  affair  is  in 
full  public  view,  the  IRS  suddenly 
seems  a  lot  more  eager  to  act.  Com- 
missioner Gibbs  has  directed  an  As- 
sistant Commissioner,  John  Rankin 
Jr.,  to  look  closely  into  the  matter  and 
to  report  back  to  him  "as  promptly  as 
possible." 

Yet  the  big  question  here  is  this: 
Is  the  Internal  Revenue  Service  ca- 
pable of  effective  self-policing?  U.S. 
Senator  David  Pryor,  chairman  of 
the  Senate  subcommittee  on  IRS 
oversight,  offers  little  encourage- 
ment. Said  he  during  hearings  last 
spring  on  the  need  for  more  over- 
sight, ".  .  .  It  is  like  what  Churchill 
said  when  he  described  the  Soviet 
Union  as  a  mystery  wrapped  inside 
an  enigma.  .  .  .  We  don't  know  how 
the  IRS  operates." — Richard  Behar 


ing  its  share  of  the  venture  back  to 
Yuba  in  October.  (Yuba  claims  it 
made  $5.8  million  by  leasing  the  oper- 
ation to  Dallas'  Centex  Corp.) 

Also,  Fluor  sold  St.  Joe  Gold  to  Aus- 
tralia's Alan  Bond  for  $500  million. 
Yuba  had  begun  legal  action,  claiming 
that  it  had  the  right  of  first  refusal  for 
the  acquisition  of  St.  Joe's  share  of  the 
joint  venture.  But  court  cases  are  no 
substitute  for  gold  production — less 
than  20,000  ounces  again  in  St.  Joe's 
fiscal  1986,  at  $362  an  ounce. 

In  hopes  of  increasing  production, 
Yuba's  Canadian  subsidiary  has  raised 
$4.5  million  from  private  placements 
in  Canada  and  Europe  and  plans  to 
raise  at  least  another  $8  million.  But 
even  with  more  money,  will  Yuba 
ever  be  a  big  mine?  Probably  not. 
"People  have  been  at  it  in  the  same 
spot  since  the  1850s,"  says  an  officer 
at  another  California  mine.  "Yuba  is 
hardly  world  class." — Alyssa  A.  Lappen 
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NUTRIPLEXX 
THINNING  HAIR 
SUPPLEMENT 


A  SURVIVAL  STRATEGY 
FOR  THINNING  HAIR 

It  can  help  you  keep  fuller,  thicker,  healthier 
looking  hair  for  as  long  as  possible. 

FACT: 

Penetrates  to  energize  and  revitalize  scalp 
and  follicles  from  which  hair  grows. 

FACT: 

n  laboratory  findings,  65%  of  men  tested 
reported  their  hair  looked  and  felt  thicker 
after  90  days. 

FACT: 

No  hormones.  No  prescription  drugs. 
No  medical  supervision.  No  twice-a-day 
applications. 

FACT: 

The  sooner  you  start,  the  sooner  you  see 
benefits.  The  longer  you  use  it, 
the  longer  benefits  continue. 

Important:  NUTRIPLEXX*  treatment 
does  not  cure  or  prevent  baldness  or 
restore  lost  hair.  But  it  can  give  you  fuller, 
thicker,  healthier  looking  hair 
for  its  entire  natural  life  span. 

To  order,  call  toll  free 

1-800-345-3454 

24  hours  a  day,  7  days  a  week. 

Please  specify 
81-101  for  30  day  supply. 
81-100  for  90  day  supply. 


ARAMIS  LAB  SERIES  •  FRAGRANCE  FREE 
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He's  an  engineer,  you  know,  the  practical  type. 
But  with  a  soft  spot  for  me. 

So  when  he  saw  the  Mariner,  he  smiled.  When  he  saw 
what  was  engraved  on  the  back,  he  blushed. 


I  like  you,  really  I  do,"  was  about 
jetic  as  he  ever  g,ot. 
At  least  in  terms  of  what  he  said  to 
He  was  of  the  school  that  believes 
>ns  speak  louder  than  words. 
Every  time  I  brought  up  the  sub- 
of  the  future  he'd  smile  and  say 
in&. 

[nstead,  he'd  reach  out  and  touch 
ace  or  just  look  deep  into  my  eyes 
those  incredible  eyes  of  his. 
So,  after  a  year  of  seeing  him  just 
it  every  second  day,  I  thought  it 
time  to  celebrate  the  longevity  of 
^omance. 

\nd  perhaps  try  and  prompt  him 
revealing  his  future  plans,  if  in 
he  had  any. 

t  was  at  one  of  the  most  celebrated 
ller's  stores  in  the  city  that  the 
behind  the  counter  suggested  a 
ion  to  my  woes. 

[f  you  £>ive  him  a  beautiful  time- 
3  he  will  immediately  understand 
you  are  every  bit  as  concerned 
t  tomorrow  as  you  are  about  to- 
the  salesman  said. 
But  it  will  need  to  be  something 
■  special,"  I  replied,  "because  he's 
i^ineer  and  knows  a  lot  about  de- 
and  technology." 

rhe  salesman  went  straight  to  a 
:ord  display  cabinet,  unlocked  it, 
withdrew  a  single  watch.  It  was 
d  the  Concord  Mariner  SG? 
rhis  is  a  masterpiece  of  design, 
rtigjht  to  five  atmospheres,  and  ex- 
•dinarily  thin,  which  makes  it  by 
le  most  exquisite  choice  you  could 


make  for  an  engineer,"  he  continued. 

The  textured  face  featured  simple 
£>old  bars  to  indicate  the  hours.  The 
bezel  was  solid  .585  Swiss  plum  g,old 
according,  to  the  hallmark. 

The  bracelet  was  so  beautifully  en- 
gineered that  you'd  swear  it  was  held 
together  by  mag,ic. 

This  was  indeed  the  £,ift  for  a  man 
of  science  and  action. 

I  left  it  until  after  dinner,  walking 
home  through  the  cool  autumn  ni£,ht, 
before  I  confronted  my  engineer. 

"What  time  should  we  meet  tomor- 
row?" I  enquired  innocently. 

He  stopped  and  turned  to  face  me. 

Before  he  could  respond  I  reached 
into  my  handbag,  pulled  out  the  pack- 
age and  presented  it  to  him. 

He  opened  it  quietly  and  carefully. 

Lifting,  the  hinged  lid  of  the  case, 
the  timepiece  was  revealed.  He  moved 
beneath  a  streetlight  to  inspect  my  g,ift. 

And  that's  when  he  saw  the  mes- 
sage engraved  on  the  back. 

"You  are  very  beautiful.  And  this  is 
very  beautiful.  I  think  we  should  talk 
about  next  summer." 

And  that's  all  he  said  before  taking, 
me  in  his  arms. 
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Sultan  of  Beverly  Hills 

The  Sultan  of  Brunei  is  rumored  to 
have  fallen  so  in  love  with  his  new 
real  estate  purchase — the  Beverly 
Hills  Hotel — that  he  is  considering 
closing  it  to  the  public  and  using  it  as 
his  Los  Angeles  pad.  He  reportedly 
bought  the  pink  palace  from  Marvin 
Davis  in  October  for  more  than  $200 
million,  but  neither  side  is  talking. 

If  somebody  doesn't  stop  the  Sul- 
tan, Hollywood  could  be  devastated. 
Starlets  would  be  forced  to  display 
their  wares  at  another  hotel's  pool, 
and  where  else  could  megamovie 
deals  get  made  if  the  Polo  Lounge 
closes?  Please,  Your  Majesty:  Privati- 
zation can  go  too  far. 

Quack,  quack 

Ravi  Batra's  timing  seems  exquisite. 
The  India-born  professor  of  econom- 
ics is  riding  high  on  the  market  crash. 
His  quackish  book  The  Great  Depres- 
sion of  1990  is  now  Number  1  on  the 
New  York  Times  bestseller  list.  That  the 
book  is  economic  and  statistical  gar- 
bage doesn't  seem  to  matter  either  to 
the  book's  publisher,  Simon  &  Schus- 
ter, or  to  the  people  who  run  those 
talking  head  shows  on  TV.  Seems  eco- 
nomic innocents  are  persuaded  by  Ba- 
tra's argument  that  the  poor  are  get- 
ting poorer  and  the  rich  richer,  and 
that  such  concentrations  of  wealth 
account  for  economic  depressions. 
(He  also  claims  that  he  can  foresee  the 
economic  future  and  that  his  Indian 
guru  has  the  solution  to  all  the 
world's  problems.) 

Batra's  argument  basically  rests  on 
a  distortion  of  economic  statistics 
contained  in  a  1986  study  released  by 
the  Joint  Economic  Committee  of 
Congress  examining  wealth  concen- 
tration in  America.  He  fixes  on  the 
percentage  of  national  wealth  held  by 
the  top  1%  of  the  population  and  says 
it  increased  from  31 .6%  in 
1963  to  34.3%  in  1983  (his 
figures  are  that  old).  But 
he  has  the  numbers 
wrong,  according  to  syndi- 
cated columnist  Warren 
Brookes:  The  correct  fig- 
ure for  1963  was  32.8%. 
So,  he'd  have  us  believe 
that  a  1.5  percentage  point 
increase  in  wealth  con- 
centration coi  se  a 
Depression. 


Actually,  Batra's  market  timing 
wasn't  as  good  as  it  looked.  He  wrote 
the  book  in  1984,  publishing  it  him- 
self. Two  years  later  S&S  published  it 
under  the  present  title.  The  year  Batra 
wrote  the  book  the  Dow  ranged  be- 
tween 1100  and  1200;  after  the  crash 
last  month  it  was  still  close  to  2000. 

Cover  boy 

Forget  about  trade  figures,  interest 
rates  or  the  money  supply.  Here's  a 
new  indicator  that's  100%  reliable  in 
predicting  market  collapses:  If  George 
Soros,  the  rich,  immensely  conceited 
and  famous  Hungarian-born  money 
manager,  appears  beside  a  gushing 
headline  on  the  cover  of  a  business 
magazine,  sell  your  stocks.  It  doesn't 
happen  very  often,  fortunately,  but 
it's  lethal  when  it  does.  For  example, 
he  appeared  on  a  national  magazine 
cover  back  in  June  1981,  when  Institu- 
tional Investor  ran  a  story  entitled 
"The  World's  Greatest  Money  Mana- 
ger." The  market  then  sank  18%  in 
the  next  three  months. 

Then,  on  Sept.  28,  with  the  Dow  at 
around  2600,  Soros  made  a  magazine 
cover  again.  Fortune  carried  a  photo  of 
Soros  and  this  headline:  "George 
Soros,  who  may  be  Wall  Street's  most 
successful  investor,  thinks  the  vola- 
tile market  could  climb  a  lot  more." 
Just  keep  off  the  cover  of  Forbes, 
please,  George. 

Mogul  hits  a  snag 

William  Dean  Singleton  made  the 
pages  of  People  magazine  after  an- 
nouncing in  September  that  he  would 
purchase  the  Houston  Post  for  $150 
million  and  the  Denver  Post  for  $95 
million;  $245  million  in  two  weeks. 
But  one  of  his  deals  may  be  unravel- 
ing. Singleton's  privately  held  Me- 
diaNews  Group  Inc.  didn't  close  on 
the  Houston  Post  in  early  November, 
as  was  expected.  Company  sources 
say  that,  by  mistake,  necessary  finan- 
cial statements  weren't 
filed  on  time.  Come  on, 
folks:  The  paperwork  in- 
volved in  the  Houston 
Post  buyout  shouldn't  be 
more  onerous  than  usual. 

The  real  story,  we  gath- 
er, is  this:  The  paper's 
paid  circulation  for  the 
nine  months  ending  Sept. 
30,  just  out,  was  a  pathet- 
ic 301,100,  well  down 
from  last  year's  307,484. 


At  $150  million, 
Singleton  would  be 
paying  approximately   $500  per 
reader,  a  high  price  given  Hous- 
ton's ailing  economy.  The  guessing 
is,  Singleton  wants  the  sellers  to  cut 
the  price  accordingly. 

A  nobody  at  Dean  Witter 

Since  the  crash,  a  former  Dean  Witter 
client  has  been  seen  pacing  on  the 
sidewalk  in  front  of  his  brokerage 
house's  Brooklyn,  N.Y.  office.  The 
gentleman  carries  a  sign  that  reads: 
"Don't  use  this  office — they'll  liqui- 
date you  when  they  panic."  This  in- 
vestor had  his  options  position  sold 
out  and  his  account  closed,  uncere- 
moniously, by  the  office  manager  in 
the  October  panic.  Dean  Witter  was 
well  within  the  law  in  thus  protecting 
itself  during  the  unprecedented  crash, 
but  the  picketing  won't  do  much  for 
its  walk-in  business. 

On  the  margin 

Much  of  the  blame  for  the  recent  car- 
nage in  over-the-counter  stocks  rests 
on  the  o-t-c  marketmakers  who  were 
too  scared  to  make  respectable  bids 
and  askeds  on  their  stocks.  But  there 
is  another,  less  talked  about  reason 
why  o-t-c  stocks  sank  so  low  in  early 
November.  It  has  to  do  with  margin. 
Today,  there  are  3,328  o-t-c  stocks 
trading  on  Nasdaq  that  are  margina- 
ble,  three  times  as  many  as  ten  years 
ago.  Margin  is  risky  enough  in  big, 
liquid  Big  Board  stocks,  but  when  you 
deal  with  small  stocks  and  thin  floats, 
margin  is  lethally  dangerous. 

Wall  Street's  dead  beats 

We  all  know  about  Charles  Schwab  & 
Co.'s  $22  million  loss,  taken  because 
a  big  option  customer  couldn't  make 
good  on  a  major  league  trade  or  two. 
Was  Schwab  the  only  firm  to  get 
caught  in  the  massacre?  Not  by  far. 

Stifel  Financial  Corp.,  the  St.  Louis- 
based  parent  of  Stifel  Nicolaus  bro- 
kerage, faces  a  $1.5  million  loss  from 
option  trading.  Even  though  Stifel 
was  to  have  been  bought  by  another 
firm  in  late  October  for  $59.8  million, 
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3r  $16.50  a  share,  its  stock  now  trades 
it  8.  The  market  believes  the  losses 
:ould  go  deeper,  and  the  deal  scuttled. 

Meanwhile,  brokerage  firms  with 
big  unsecured  debits  are  busy  evaluat- 
ing their  options.  What  can  a  firm  do 
to  collect  money  from  clients  who 
lave  reneged  on  trades  or  owe  more 
money  than  their  stockholdings  could 
3e  sold  for?  In  truth,  there's  not  much 
they  can  do.  "If  a  house  has  a  really 
trig  unsecured  debit,"  says  one  broker- 
age firm  source,  "first  they'll  try  to 
work  out  a  payment  schedule  with 
the  customer.  If  that  doesn't  get  re- 
sults, they  can  sue  to  attach  his  assets 
3r  wages.  Naturally,  this  drags  on  for 
^ears."  And,  if  the  client  files  for 
bankruptcy,  the  firm  may  never  re- 
:over  its  losses. 

Message:  Brokerage  stocks,  for  the 
:ime  being,  are  only  for  those  who 
iren't  afraid  of  unpleasant  surprises. 

rwilight  zone 

What's  the  market  like,  post-crash? 
loo  calm,  say  brokers  in  various  parts 
)f  the  country. 

"I'm  getting  calls  from  customers 
who  weren't  even  in  the  market  be- 
ore  the  crash,"  says  one  Midwestern 
tiroker.  "They're  looking  for  fast 
trades.  They  think  now's  their  last 
:hance  to  get  in  on  the  big  bull  mar- 
ket." A  New  York  broker  agrees: 
'People  are  not  as  afraid  as  they 
should  be.  They  figure  it's  the  oppor- 
:unity  they  were  waiting  for.  But  it 
eels  eerie  to  me,  like  I'm  in  the  Twi- 
ight  Zone."  And  another  customer's 
nan  says:  "I'd  feel  more  certain  that 
we'd  seen  the  bottom  if  I  was  having 
:rouble  selling  stocks.  But  I'm  having 
10  trouble  at  all." 

Japan  bashing  in  D.C. 

apan's  refusal  to  join  the  U.S.'  embar- 
go on  oil  from  Iran  has  Energy  Secre- 
:ary  John  Herrington  steaming  mad. 
so  mad,  in  fact,  that  a  new  round  of 
apan-bashing  may  soon  sweep  Washi- 
ngton. Before  our  embargo,  says  Her- 
'ington,  "We  were  financing  the  ene- 
my." As  he  and  most  others  in  the 
\dministration  see  it,  Japan  still  is. 
riven  though  it  gets  only  6%  of  its  oil 
:rom  Iran,  Japan  accounts  for  15%  of 
ian's  exports. 

Herrington  feels  that  the  Ayatollah 
won't  calm  down  unless  his  flow  of 
/en  for  oil  is  cut  off.  If  the  Japanese 
:ontinue  to  stonewall  the  U.S.  in 
:urbing  this  fanatic,  they  could  be 
providing  ammunition  for  the  folks  in 
Congress  who  want  protectionist  leg- 
islation. The  two  issues  aren't  direct- 
ly related — but  in  politics  such  things 
ion't  matter. — Howard  Banks 
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Why  your  toothbrush 
needs  its  own  Hartmann. 


 — •-VSf- 



Hartmann's  Travel  Kits 
are  as  ingeniously  designed  as 
our  luggage,  only  smaller.  They 
feature  lined,  water  resistant 
pockets.  Zippers  that  won't 
jam.  Even  a  special  pocket  for 
your  toothbrush.  We  patiently 
handcraft  our  travel  kits  to 
carry  all  the  little  things  you'd 
never  travel  without.  So  why 
travel  without  one? 

MM 

We  don't  cut  corners.™ 


Du  Pom  TtFLON  *  ujier  &  sum  repettcr 
Send  (or  a  list  of  your  nearest  Hartmann  dealers,  Dept  L1I46 ,  Lebanon,  Tennessee  37087 


c  1986  Hartmann  Luggage 
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TRANS-AMAZON 
RALLYE 


NEW  ORLEANS  - 
RIO  DE  JANEIRO 

April  1 0-May  4.  Join  the  Adventure  of 
a  Lifetime:  the  FISA  sanctioned 
Trans/Amazon  Rallye  1988. 

Amateur  participants  from  20  countries 
have  registered  with  motorcycles, 
autos  and  trucks  to  challenge  the  exotic 
Amazon  region,  the  ancient  Andes, 
the  deserts  of  Peru  and  Chile,  the  Chaco 
of  Argentina  and  Paraguay,  the 
glamour  of  Buenos  Aires  and  Rio 
at  the  end  of  an  8,500  mile 
odyssey!  Full  package  registration 
now  available.  .  .very  limited! 
Join  the  Adventurer's  Club.  $25 
membership  includes 
Adventure  Passport  and  VISA 
newsletters,  Travel  Service  and 
full  Rallye  registration  package. 

Send  name,  address,  telephone  number 
with  check,  Visa,  MC,  or  AMEX 
(number  and  expiration  date)  to: 

Exploration  Society  of  America,  Inc.,  1912  St.  Charles 
Avenue,  New  Orleans,  LA  70130. 


13 


Readers  Say 


NEWS  LOOKS 
GOOD  ON  MEAD. 


16  hard  to  dismiss  the 
impact  of  a  letter  when  its 
pnnted  on  Mead  Bond," 
the  best  business  paper  for 
even  the  worst  news. 

Business  Papers 

Mead  ftper/Courthousc  Plaza'Dayioa  Ohio  45463 
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Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
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Puffing  problems 

Sir:  Thanks  for  the  nice  wnteup 
about  my  enjoyment  of  cigars  (Fact 
and  Comment,  Oct.  26),  but,  boy,  it  sure 
gets  harder  and  harder. 

— Arthur  Ocbs  Sulzberger 

Fublislyer, 

New  York  Times 

New  York,  NY. 


Party  time 

Sir:  Re  your  remarks  about  the  "Ten 
Little  Indians"  and  the  Democratic 
presidential  candidates  ( Fact  and  Com- 
ment, Oct.  19).  You  got  it  90%  right. 
However,  I  think  the  last  line  goes 
"And  then  there  was  Nunn." 
— Peter  Daley 
Glen  Ellyn,  III. 

Sir:  Thanks  for  the  Sept.  7  issue  of 
Forbes  with  the  Fact  and  Comment 
on  the  Democrats'  strongest  hopes. 

I   value  your  support  and  your 
friendship — and  your  patience. 
—Bill  Bradley 
U.S.  Senator 
Washington.  D  C. 

Sir:  Is  it  surprising  to  you  that  some- 
one steeped  in  the  wisdom  of  Chair- 
man Malcolm  should  beat  the  likes  of 
George  Bush  and  Bob  Dole  in  Michi- 
gan and  Iowa  (I  'act  and  Comment,  Nov. 
2)1  As  a  good  Scot,  where  is  your 
pride? 

I  believe  your  son  may  be  a  better 
economist  than  you,  but  there  is  no 
question  that  you  have  more  fun. 

— Marion  Gordon  (Fat)  Robertson 
Chesapeake.  Va. 


Fast  forwarding 

Sir:  You  wished  you  could  fast-for- 
ward live  TV  viewing  (Fact  and  Com- 
ment, Sept.  21).  MIT  scientist  Alan  Kay 
is  quoted  as  saying,  "The  only  way  I 
watch  television  is  if  it's  been  video- 
taped." 

If  you  could  bear  to  wait  an  hour  or 
so,  perhaps  you  could  have  your  vid- 
eotape fast-forward  after  all. 

— Dorothy  Nash 
Menlo  Park,  Calif 

Sir:  The  technology  already  exists  to 
put  delay  in  live  broadcasts.  To  make 
it  work,  a  video  recorder  with  two 
heads  (one  for  recording  and  one  for 


playbackl  with  a  loop  in  between  is 
needed. 

Imagine,  start  watching  Dallas  20 
minutes  late  and  still  see  it  all  by  10 

o'clock. 

— Henry  Keultjes 
Mansfield,  Ohio 

Sir:  The  most  reasonable  way  to  put 
the  broadcast  in  people's  hands  is  to 
"burst"  broadcast  a  highly  condensed 
form,  and  then  time-expand  it  for 
viewing. 

By  varying  the  coefficient  of  time- 
expansion,  fast-forward,  slow  motion 
and  freeze  can  be  achieved.  A  hun- 
dredfold improvement  would  enable  a 
30-minute  broadcast  to  be  condensed 
to  18  seconds. 
— Eric  Young 
/Resident, 
Eta  Software  Corp 
Kalamazoo,  Mich 


Undervalued 

Sir:  Your  article  ("List  of  opportuni- 
ty?" Nov.  16]  reports  that  Telerate's 
market  value  went  from  S2.3  billion 
to  S633  million  on  Bloody  Monday. 

Actually,    you    undervalued  the 
company  by  100%  because  you  failed 
to  take  into  account  our  recent  2-for-l 
stock  split. 
— Neil  S.  Hirsch 
/'resident, 
Telerate,  Inc 
New  York,  N.Y. 


Foreign  currency 

Sir:  Re  your  article  on  the  Forbes 
Amazon  expedition  (Oct  19).  Perhaps 
the  farmer  who  was  reluctant  to  ac- 
cept a  "wad  of  cruzeiros"  from  Mr. 
Forbes  would  have  been  more  im- 
pressed by  a  wad  of  cruzados.  The 
switch  from  cruzeiros  to  cruzados 
was  made  in  early  1986.  One  cruzado 
equals  1,000  cruzeiros. 
— Vince  Ciricola 
I  tica,  Mich 


Airmail 

Sir:  Re  your  comments  about  carrier 
pigeons  (Fact  and  Comment,  Sept.  21). 
Pigeons  are  released  each  week  from 
distant  towns  and  return  at  an  average 
of  75km  per  hour.  During  the  battle  of 
Arnhcm  in  1944,  a  Royal  Signals  pi- 
geon, William  of  Orange,  flew  from 
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Arnhem  to  England,  a  distance  of  260 
miles,  in  4  hours  and  25  minutes, 
including  135  miles  over  open  sea. 
William  is  one  of  the  few  pigeons  dec- 
orated with  the  Dickin  Medal  for 
heroism. 

— Lionel  D.  St  James 
Brussels,  Belgium 


Honor  roll  company 

Sir:  It  was  quite  an  honor  for  our 
company  to  be  included  in  the  "Best 
small  companies  in  America"  list. 
However,  your  listing  indicates  that 
we  were  not  on  last  year's  list.  We 
were  on  the  list  last  year  and  also  in 
previous  years. 
— Martin  Lerner 
President, 

American  List  Corp. 
Greak  Neck,  NY. 

American  List  would  also  have  made 
the  'Best  of  the  best"  list  of  honor  roll 
companies — Ed  . 


Power  play 

Sir:  Re  your  comments  on  cheap  Ca- 
nadian electricity  (Fact  and  Comment, 
Oct.  19).  The  provincial  neighbors  of 
Quebec  are  about  to  launch  into  large- 
scale  construction  of  nuclear  power 
plants.  Many  Canadian  environmen- 
talists are  saying  "why,"  given  the 
availability  of  relatively  cheap,  near- 
by hydropower  from  Quebec. 

If  I  were  Canadian,  I  would  certain- 
ly want  inexpensive,  local  hydro- 
power  for  my  electrical  source  over 
not-yet-built,  likely-to-be-expensive 
nuclear  power  plants. 
— Thomas  H.  Clarke  Jr. 
Chief  Financial  Officer, 
TurboEnergy  Systems  Inc. 
Los  Altos,  Calif. 


McTrademark 

Sir:  Your  "McMad  as  hell"  (Informer, 
Nov.  2)  missed  mentioning  McTravel 
Travel  Services  as  one  of  the  many 
businesses  being  badgered  by  McDon- 
ald's for  the  use  of  the  Scottish  prefix 
"Mc."  McDonald's  claims  the  exclu- 
sive use  of  "Mc"  in  all  applications, 
even  in  areas  outside  of  the  food  ser- 
vice industry. 

I  believe  the  Scots'  reputation  for 
frugality  came  before  the  establish- 
ment of  the  restaurant. 
— Vickie  Dolicb 
McTravel  Travel  Services 
Chicago,  III. 


FORBES,  NOVEMBER  30,  1987 


We  think  yo^fa^;seca*wim  you. 


is  something  you 


Our  business  accessories  are  made  of  exquisite 
materials  and  are  invaluable  on  your  way  up  Not  just  because  they  fit 
into  any  space.  But  because  they  fit  into  any  style. 

They  now  come  in  luxurious  leather,  too 


Success  you  can 
carry  with  youT" 


(Parte  i%}tiralwe  .<<-■  r-  -  u  t'£Umi. , 


This  map,  drawn  by  the  French  engineer  Charles  Joseph  Minard  in  1869,  portrays  the  losses 
suffered  by  Napoleon's  army  in  the  Russian  campaign  of  1 8  i  z.  Beginning  at  the  left  on  the  Polish- 
Russian  border  near  the  Niemen,  the  thick  band  shows  the  size  of  the  army  (412,000  men)  as  it 
invaded  Russia.  The  width  of  the  band  indicates  the  size  of  the  army  at  each  position.  In  September, 
the  army  reached  Moscow  with  100,000  men.  The  path  of  Napoleon's  retreat  from  Moscow  in 
the  bitterly  cold  winter  is  depicted  by  the  dark  lower  band,  which  is  tied  to  a  temperature  scale. 
The  remains  of  the  Grande  Armee  struggled  out  of  Russia  with  only  10,000  men.  Minard  displayed 
six  dimensions  of  data  on  the  two-dimensional  surface  of  the  paper. 
(Two-color  poster,  $10  postpaid,  £6  postpaid.) 

The  Visual  Display  of  Quantitative  Information 

EDWARD  R.  TUFTE 

'A  truly  splendid  volume. ..so  much  care  in  its  writing,  illustration,  typography,  and 
production.  It  is  among  the  best  books  you  will  ever  see.'  DATAMATION 

'A  visual  Strunk  and  White.'  BOSTON  GLOBE 

'Original,  beautifully  presented,  sharp  and  learned,  this  book  is  a  work  of  art. 
The  art  here  is  a  cognitive  art,  the  graphic  display  of  data.'  SCIENTIFIC  AMERICAN 

'Required  reading. ...A  wealth  of  information.'  THE  NEW  YORK  TIMES 

$34  (£20)  postpaid.  Multiple  copies,  $27  (£16)  per  copy.  Order  directly  from  publisher,  enclosing  check: 
Graphics  Press    Box  430    Cheshire,  Connecticut  06410 
Graphics  Press  UK    P.O.  Box  8    Godalming    Surrey    GU7  3HB 
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DELTA  88.  THINK  OF  IT  AS 
A  TECHNOLOGICALLY  SUPERB  ROAD  CAR 
THAT  JUST  HAPPENS  TO  SEAT  6. 


"This  car  is  engineered  from  the  inside  out.  It  seems  incredible, 
but  the  interior  room  is  almost  identical  to  what  it  was  ten  years  ago." 


'WeVe  developed  three  distinctly  different 
suspension  geometries  for  this  car,  ranging  from  the 
traditional  boulevard  ride  to  the  more  responsive, 
firmer,  sport  lever 

"With  tuned  intake  manifolds 
and  larger  diameter  exhaust  piping,  back 
H|  pressure  has  been  reduced  and  engine  power 

■  increased  in  the  newGM  3.8  SFI 3800  V6.  built 

ft ,  at  GM's  powertrain  facility  in  Flint,  Michigan." 


"The  Teves  electronic  anti-lock 
braking  system  is  available  on  the 
Delta  88.  During  hard  braking,  brake 
pressure  corrects  as 
conditions  require, 
providing  smooth,  anti- 
lock  braking  power" 


"All  Delta  SB's  feature  a 
front-seat  safety  belt  svsterr. 
that  works  automatically.  Just 
close  the  door,  and  you're 
belted  in.  No  more  fumbling 
with  straps,  or  fussing  with 
buckles.  An  inflatable 
restraint  system  wii  Live 
belts  is  also  available 

"The  to 
cargo,  ana 


,:f , 1  Let's  get  it 
,  ]  J  .together... 

^.««n«^JbuckleuP- 

i  OC  1  Jeaier  for  the  terms  and 
■  -  '  j a  .varranty 


"This  car's  so  solid, 
it's  backed  by  a  6-year  or 
60,000-mile  powertrain 
warranty,  and  outer-body 
rust-through  protection 
is  up  to  6  years  or  a 
hundred  thousand  miles" 

opacity,  including  passengers, 
ment  of  a  properly-equipped 
Delta  88  can  be  as  much  as 
CO  pounds." 


From  the  engineers  at 
Oldsmobile...the  essence  of 
quality  in  the  big,  solid  Delta  88. 

For  more  information  on  this 
remarkable  automobile,  send 
for  a  free  catalog.  Write:  Olds 
Delta  88  Catalog,  RO.  Box  14238, 
Lansing,  Michigan  48901 . 


n 

OLDSMOBILE  QUALITY 
FEEL  IT 


'With  all  thy  getting  get  understanding" 


Fact  and  Comment 


By  Malcolm  S.  Forbes,  Editor-in-Chief 


WITH  EVERYONE  TALKING  ABOUT  HOOVER  AND  THE  1932 


presidential  election,  it's  high  time  people  get  their  facts 
straight  about  that  momentous  event. 

By  the  time  Franklin  Roosevelt  was  sworn  in  on  Mar. 
4,  1933,  Herbert  Hoover  already  had  implemented  some 
elements  that  became  key  parts  of  the  New  Deal,  such 
as  the  Reconstruction  Finance  Corp.  and  the  Federal 
Farm  Board,  for  emergency  relief  to  financial  institutions 
and  farmers. 

As  the  Democratic  candidate  for  President,  Franklin 
Roosevelt  pounded  hapless  Hoover  about  the  federal  defi- 
cit and  repeatedly  vowed  he'd  end  government  red  ink  and 
balance  the  budget. 

It  wasn't  until  after  FDR  had  been  sworn  in  as  President 


that  he  began  launching  the  vast,  challenging  programs 
that  history  calls  the  New  Deal. 

With  the  country  and  the  world  three  years  into  the 
worst  depression  ever  known,  with  one  in  every  four 
jobless  and  the  globe's  financial  and  economic  machinery 
in  collapse,  any  Democratic  presidential  candidate  would 
have  been  swept  into  office  no  matter  what  he  said  he 
would  or  wouldn't  do. 

And  if  the  nation's  economy  is  in  a  pratfall  next  fall,  any 
Democratic  nominee  will  win  in  1988. 

But  if  we  don't  heavily  raise  taxes  and  impose  high 
tariffs,  we  won't  be  in  a  recession,  and  just  any  Democratic 
candidate  won't  be  the  winner. 


From  Forbes,  June  1,  1987:  "TEXAS  'JUSTICE'  GETS  MORE  BIZARRE" 

And  with  the  rejection  of  Texaco's  appeal  by  the  Texas  Supreme  Court,  in  which  the  court  refused 
even  to  permit  the  company  to  voice  its  argument,  Texas  "Justice"  gets  yet  bizarrer  (see  p.  22). 

KOREA:  THE  STRESSES  AND  DISTRESSES  OF  SUCCESS 


Since  the  devastating  Korean  War  that  ended  with  the 
country  split  in  half,  hardworking  South  Korea  has  built 
itself  into  a  major  Pacific  Basin  economic  power — in  much 
the  same  fashion  as  fapan  and  Germany  did  after  World 
War  II. 

Now  Korean  workers,  who  for  so  many  years  put  in 
long  hours  at  low  wages,  are  demanding  a  share  of  the 
prosperity  that  their  competitive  edge  provided.  And  as 
more  South  Koreans  earn  more  and  more  learn  more, 
more  are  demanding  more  democracy  and  less  domi- 


nance by  the  military. 

Inevitably,  they'll  get  more  of  both. 

Inexorably,  the  price  of  Korean  exports  will  go  up  as 
they  lose  some  of  the  competitive  edge  that  came  when 
a  war-ravaged  population  began  with  nothing  and 
worked  for  little. 

Success  has  its  own  price,  breeds  its  own  problems. 
But  those  problems  are  far  better  than  the  ones  that 
resulted  from  devastation  and  despair. 

Anteing  up  for  growth  is  both  relatively  and  really  an  Up. 


IS  A  CUTTING  LOOSE  BY  GERMANY  A  REAL  POSSIBILITY? 

Said  one  of  Germany's  biggest  publishers  to  us  recently:  "But  our  18-  and  20-year-old  children  don't  share  the 

"Our  generation  and  our  fathers'  generation  after  WWII  conviction.  They  have  no  memories  of  the  war  and  the 

knew  that  for  West  Germany  unwavering  alliance  with  tough  postwar  years.  They  have  grown  up  in  a  prosperous, 

the  United  States  was  essential.  economically  strong  Germany.  They  don't  see  why  they 
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should  feel  in  jeopardy  from  some  U.S.  foreign  initiatives 
with  which  they  disagree." 

The  Wall  Street  panic  dramatized,  too,  that  many,  if  not 
most,  German  business  and  government  leaders  have  little 
regard  for  U.S.  economic  policies.  With  adamant  disdain 
they  have  refused  to  help  lessen  their  huge  trade  imbal- 
ance with  the  U.S.  by  expanding  their  domestic  economy 
through  significantly  lower  taxes  and  interest  rates.  ' 

In  fact  West  Germany's  rise  in  interest  rates  played  a 
part  in  the  Wall  Street  debacle.  As  the  Wall  Street  Journal 
reports:  "There  is  little  concept  at  all  that  Germany  might, 
indeed,  be  viewed  as  a  guilty  party  in  contributing  to  the 
stock  market  crash.  [German  leaders)  figure  that  they 
know  best  how  to  handle  their  economy  and  that  the  last 
country  that  should  be  offering  advice  is  the  U.S.,  which 
hasn't  been  able  to  get  its  own  economic  house  in  order. 

"Washington  made  some  'very  big  mistakes'  by  adher- 


ing rigidly  to  a  policy  of  cutting  taxes,  says  Bundesbank 
board  member  Norbert  Kloten.  Moreover,  the  'bulk  of 
American  industry  isn't  as  modern  as  it  should  be,'  a  factor 
that,  according  to  Mr.  Kloten,  has  contributed  to  the  U.S. 
trade  deficit. 

"Says  Kurt  Riedcnkopf,  a  prominent  Christian  Demo 
crat,  'We  have  in  Germany  right  now  a  bit  of  a  smugness 
and  I  find  that  distressing.'  " 

Given  the  attitude  of  the  younger  generation,  given  the 
attitude  today  of  some  key  players  among  the  German 
economy's  powerful,  and  looking  at  the  history  of  Ger- 
man-U.S.  relations  this  century,  it's  no  longer  inconceiv- 
able that  West  Germany  might  decide  there  are  advantages 
to  distancing  itself  from  the  United  States. 

While  the  sensible  of  both  countries  would  see  little 
sense  and  much  danger  in  such  a  course,  right  now  that's 
where  the  drift  is. 


IT'S  NICE  TO  BE  HEEDED  ONCE  IN  A  WHILE 


Two  months  ago  (Sept.  21)  we  headlined  here,  "for 

CRYING  OUT  LOUD — LET'S  STOP  FINANCING  IRAN,"  and  Went 

on  to  say:  "Last  year  we  handed  over  $612  million  to  Iran 
to  pay  for  textiles,  carpets,  pistachio  nuts,  caviar  and  crude 
oil.  At  the  very  same  time,  we  are  spending  vast  $millions 
to  protect  oil  shipments  through  the  Persian  Gulf  from 
Iranian  mines  and  the  daily  threat  of  Iranian  missiles, 
aircraft  and  swift-darting  torpedo  boats. 


"It  makes  absolutely  no  sense.  Can't  a  few  executive 
orders  abruptly  bring  this  importing  to  a  halt?" 

By  the  end  of  October,  both  the  Congress  and  the  Presi- 
dent did  just  that. 

However,  if  on  Capitol  Hill  and  in  the  White  House 
they're  going  to  go  on  so  swiftly  heeding  Forbes,  maybe 
we'll  have  to  start  writing  with  less  emphatic  certainty 
and  greater  profundity. 


IT'S  AMAZING  WHEN  A  FORESEER  HITS  THE  MARK 


As  one  whose  crystal  ball  on  future  happenings  has  been 
dropped  so  often  it's  now  opaque,  I'm  always  astonished 
when  occasionally  someone's  way-out  prediction  turns 
out  to  be  virtually  right  on. 

Four  years  ago,  GEO  (an  unsuccessful  German  effort  in 
the  U.S.  to  compete  with  National  Geographic)  carried 
this  forecast,  which  we  reprinted  in  Other  Comments 
(Dec.  3,  1984): 

California's  fault 
"The  next  major  earthquake  in  southern  Califor- 
nia will  occur  in  Nov.  1987,  at  which  time  the  moon 
will  be  at  its  northernmost  point  in  relation  to  the 
earth.  Scientists  predict  the  moon  will  be  positioned 
so  that  its  gravitational  pull  will  cause  an  earth- 
quake along  California's  San  Andreas  Fault." 
The  southern  California  earthquake  (Oct.  1 )  that  killed  6 
people,  injured  over  100  and  caused  an  estimated  $40 
million  in  destruction  made  headlines  around  the  world. 

We  were  so  startled  by  the  accuracy  of  this  forecast  that 
we  went  back  to  the  source  of  this  Other  Comment  and  saw 
that  the  rest  of  the  GEO  piece  was  well  worth  pondering: 
"Though  tentative,  this  dramatic  prediction  from 
geophysicist  Leon  Knopoff  of  the  University  of  Cali- 
fornia at  Los  Angeles  and  engineer  Steve  Kilston  of 


Hughes  Aircraft  Co.  marks  the  first  time  that  earth- 
quakes have  definitely  been  linked  with  the  moon. 

"According  to  historical  records,  major  quakes 
registering  6.0  or  more  on  the  Richter  scale  occurred 
along  the  San  Andreas  Fault  in  1933,  1952  and  1971; 
each  time  the  moon  was  at  the  northernmost  point 
of  its  orbit.  The  moon  reaches  this  position,  called 
the  maximum  lunar  declination,  once  every  18.6 
years  on  average.  From  this  position,  the  moon 
would  have  exerted  the  most  gravitational  pull  on 
the  fault  and  caused  it  to  slip.  The  data  also  suggest 
that  a  major  quake  is  most  likely  to  occur  during 
moonrise  or  moonset  during  a  full  or  a  new  moon, 
when  the  gravitational  pull  is  greater  still. 

"According  to  Knopoff  and  Kilston,  such  factors 
do  not  apply  to  all  earthquake-prone  areas  of  the 
world.  Fault  lines  that  do  not  run  in  a  northwest- 
southeast  direction,  as  the  San  Andreas  does,  are 
not  as  susceptible  to  the  pull  of  the  moon  from 
the  north." 

Californians  had  better  get  after  Messrs.  Knopoff  and 
Kilston  to  find  out  the  next  time  the  moon  is  going  to 
push  the  San  Andreas  Fault  button,  so  they  can  plan 
their  vacations  accordingly. 
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THE  COUNTRY  CATCHES 

In  the  final  stages  of  our  immense,  costly  and  ill-fated 
effort  to  balloon  across  the  Atlantic  in  early  January  of  1975, 
a  press  story  described  what  I  was  stuffing  into  our  feed  bag. 
Along  with  dehydrated  foods  that  the  Army  was  experi- 
menting with  and  had  supplied  us,  it 
mentioned  the  dozen  Heath  candy  bars, 
which  I  glowingly  described  as  the  only 
luxury  aboard  our  pressurized  gondola.  I 
observed  they  had  been  hard  to  find.  A  few  days  later  a 
^artonful  arrived  from  Robinson,  111.,  with  a  very  nice  note 
from  the  Heath  family. 

The  Heath  bar  is  simply  the  best  chocolate-covered,  crisp, 
:runchy  and  ultimately  chewy  toffee.  For  Scots,  a  taste  for 
toffee  is  acquired  at  an  early  age,  along  with  a  yen  for  kippers 
ind  an  appreciation  for  oatmeal,  either  as  cookie,  cake  or 
porridge.  In  the  years  since  I  first  discovered  these  bars  of 
bliss  just  before — and  during — WWII,  they've  become 
more  widely  available  but  are  still  way  behind  the  biggies 
in  counter  sales  and  presence. 


ON  TO  THE  HEATH  BAR 

But  recently  what  has  really  put  the  Heath  bar  on  the  map 
is  ice  cream.  In  a  fascinating  New  York  Times  article,  Eric 
Asimov  describes  how  they  can't  make  enough  of  Ben  & 
Jerry's  Heath  Bar  Crunch  ice  cream.  Jerry  says,  "  'We  have 
observed  at  least  three  stages  in  the 
Heath  bar's  merger  with  ice  cream. 
Some  parts  maintain  their  integrity  as 
little  chunks  of  Heath  bar.  Some  parts 
turn  to  little  pools  of  toffee  within  the  ice  cream,  and  others 
turn  to  liquid  to  form  a  light  background  flavor.'  Workers 
trained  in  the  art  of  pulverization  take  20-pound  boxes  of 
unwrapped  bars,  raise  them  above  their  heads  and  dash 
them  to  the  ground,  producing  the  half-inch  to  one-inch 
chunks  favored  by  Ben  &  Jerry's." 

Dairy  Queen  reports  that  its  Heath  Blizzard  is  a  top 
seller. 

It's  always  comforting  when  one's  early  taste  enthusi- 
asms are  eventually  ratified,  certified  by  millions  of  fellow 
lovers  of  ambrosial  morsels. 


JERRY  ZIPKIN,  THE  LIONIZED  ACERBIC  BOULEVARDIER 

of  the  nation's  Most  Social  scene,  observed  on  returning  in  Washington.  Commented  our  bon  vivant  par  excel- 
rrom  a  famous  one's  funeral,  that  some  luminaries  lence,  "The  day  I  die,  if  there's  anything  else  going  on, 
:ould  not  be  there  because  of  Important  Events  that  day    I'll  kill  myself." 


IT'S  EASY  TO  BE 

the  person  you  want  to  be. 


IT'S  HARD  TO  HAVE 

all  you  want  to  have. 


BOOKS 


•  Gardens  of  the  Italian  Villas — 

by  Marella  Agnelli  (Rizzoli  Inter- 
national Publications,  $50).  This 
luxuriously  colorful  creation  is  a 
magnificent  treasure  trove  for 
anyone  who  is  to  any  degree  into 
gardens/gardening.  Each  chapter 
is  opened  by  prose  preludes  as 
beautifully  written  as  the  depic- 
tions deserve.  The  reader  is  given 
in  engrossing  picture  of  garden  philosophy  and  history — 
:rom  the  15th  century's  effort  to  have  gardens  express  an 
ideal  world;  the  16th  century's  effort  at  gardens  that  mixed 
art,  artifice  and  nature;  the  17th  century's  theatrical  flora; 
French  geometry  and  grace  in  the  18th  century's  romantic 
oowers;  today's  more  intimate  and  personal  gardens. 

Marella  Agnelli,  wife  of  Fiat's  extraordinary  Gianni, 
Hakes  you  on  a  garden  trip  that's  not  to  be  missed. 
Excerpt:  From  my  mother  I  learnt  that  a  garden  is  a  place 
of  pleasures  and  surprises,  a  source  of  pride  and  of  a  sense 
of  achievement,  and  that  at  certain  times  it  can  create  a 
(eeling  of  inner  peace  and  quiet  contemplation.  From 
Gino  the  gardener  I  understood  that  a  garden  is  some- 


thing superfluous  and  unnecessary,  demanding  hard  work 
for  ephemeral  results:  its  spectacular  blooms  last  only  for 
a  brief  moment  after  years  of  care  and  attention,  and  one 
or  two  seasons  of  neglect  can  bring  everything  to  ruin.  But 
in  this  very  quality  of  fragile,  transitory  beauty  and  unre- 
ality is  the  poetic  essence  of  a  garden. 


B.  CUGCIS  GRIESSMAIf 

THE 
ACHIEVEMENT 
FACTORS 


The  Achievement  Factors — Toy  B. 

Eugene  Griessman  (Dodd,  Mead  &.  Co., 
$18.95).  Ofttimes  prominent  Achiev- 
ers are  asked  by  those  ambitious  to 
succeed  what  it  takes  to  do  likewise.  In 
this  lively,  unpedantic  volume,  Geor- 
gia Tech's  Dr.  Griessman  extracts  the 
essence  from  in-depth  interviews  with 
66  Renowns.  The  pith,  wit  and  sometime  wisdom  with 
which  these  Achievers  explain  themselves  prove  surpris- 
ingly entertaining  as  well  as  enlightening. 

Excerpt:  Ted  Turner  and  David  Rockefeller  are  oppo- 
sites  in  many  respects.  One  is  brash,  noisy,  and  off-the- 
cuff;  the  other  polished,  cautious,  urbane.  What  they 
have  in  common,  in  addition  to  wealth  and  power,  is 
time  consciousness.  For  them,  time  is  a  commodity  to 
be  carefully  guarded,  inventoried  periodically,  and  dis- 
pensed carefully. 
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Macintosh  iisa 


i  1987  Apple  Computer  Inc  Apple  and  the  Apple  logo  are  rv^i-i  .-,  u.-miiemmksqf.atid!UtKMosb  is  a  trademark  of  Apple  Computet  Inc.  MS-DOS  is  a  registered  ttwkmmk  qfMicrmfiGorp. 


s  food  processor 


It  can't  slice,  dice,  blend  or  liquify 
But  it's  quickly  becoming  the  hottest  desk 
appliance  in  the  U.S.  food  industry 

Because  it  can  do  literally  hundreds 
of  jobs.  Everything  from  designing  pack- 
ages to  ordering  sugar  and  spice  by  the  ton. 

In  fact,  companies  as  diverse  as 
the  Sara  Lee  Corporation  and  Pillsbury 
have  been  adding  dozens  of  Macintosh" 
personal  computers  to  their  operations. 

They've  found  that  Macintosh's 
incredible  appetite  for  work  is  satisfied 
by  all  the  latest  desktop  publishing  pack- 
ages and  advanced  business  software. 

And  that  it  can  tie  a  sprawling  enter- 
prise together  with  its  own  low  cost  net- 
worker  by  communicating  with  MS-DOS 
computers  and  mainframes. 

Macintosh  also  has  a  lower  train- 
ing cost  per  desktop  than  any  MS-DOS 
computer-prompting  some  spectacular 


jumps  in  productivity  In  a  recent  in-depth 
^        analysis  of  selected  Macintosh  installa- 
^  tions  in  business,  users  consistently  report- 

9\oN5^  s*  ^  productivity  increases  of  15%-25%  and 
more.  Food  for  thought  for  any  business. 

Why  not  call  800-446-3000  ext.400 
for  the  nearest  authorized  Apple  reseller. 
And  finish  processing  all  the  facts. 

m 

The  power  to  be  your  best!" 


Other  Comments 

Often  comments  by  others  stimulate,  trrttate, 
abuse  or  amuse  this  editors  mind.-MSF 


Change  Course 

Even  though  I  was  a  little  boy  dur- 
ing it,  one  Depression  was  enough  for 
me.  I  don't  need  another  one  to  bring 
reality  back. 

If  we  can  go  from  the  largest  credi- 
tor nation  to  the  largest  debtor  nation 
in  just  five  years,  then  we  must  be 
resourceful  enough  to  become  the 
largest  creditor  nation  again  well  be- 
fore the  end  of  the  century. 

— Rand  Araskog, 
CEO  of  ITT,  in  Financier 

Stomach  Wrencher 

Now  there  are  even  cars  that  talk  to 
you.  "You  need  gas,  you  need  gas," 
says  your  car.  Talking  cars  give  me  gas. 
Elvis  is  Dead,  by  Lewis  Grizzard 

Supply-Side  Supporter 

Does  the  stock  market  crash  signal 
the  failure  of  supply-side  economic 
policy?  No  way!  The  Reagan  Adminis- 
tration has  cut  tax  rates,  decontrolled 
oil  prices,  deregulated  business,  insti- 
tuted sound  monetary  policy,  reduced 
barriers  to  international  trade  and  re- 
sisted spending  excesses  of  Congress. 

The  fruits  of  these  policies  are  plain 
to  see:  interest  rates,  inflation  and 
unemployment  are  way  down.  Even 
after  the  crash,  most  stock  price  index- 
es are  still  far  above  their  levels  at  the 
end  of  1980. 

The  Reagan  Administration  will 
leave  office  in  January  1 989.  The  stock 
market  collapse  reflects  growing  un- 


certainty about  the  post-Reagan  fu- 
ture. Instead  of  a  repudiation,  the 
stock  market  plunge  represents  an  en- 
dorsement of  supply-side  policies  that 
may  be  abandoned  in  1989. 

— Arthur  B.  Laffer  and 
Truman  Clark,  USA  Today 

Shake  Up 

The  most  terrifying  of  the  gory  Gur- 
kha legends  revolve  around  decapita- 
tions with  one  swift  stroke  of  the  tra- 
ditional kukri,  a  heavy  curved  dagger 
all  Gurkhas  carry.  A  joke  tells  of  a 
Gurkha  swinging  his  kukri  at  an  op- 
ponent with  a  deft  sideways  cutting 
movement.  "You  missed,"  cried  the 
opponent.  "Try  shaking  your  head," 
retorts  the  Gurkha. 

— M  magazine 

Texas  Justice 

Lawyers  representing  Pennzoil  con- 
tributed, from  1984  to  early  this  year, 
more  than  $335,000  to  [election  cam- 
paigns of]  the  nine  Texas  Supreme 
Court  justices  sitting  today,  according 
to  a  tally  by  this  newspaper.  One  of 
those  lawyers  for  Pennzoil  had  con- 
tributed $10,000  to  the  lower-court 
judge  who  later  presided  at  the  start  of 
the  state-court  trial  in  Houston. 

Lawyers  representing  Texaco  have 
also  been  contributors,  but  have  given 
far  less.  The  shadow  that  big-money 
politics  has  cast  over  the  entire  judicia- 
ry in  Texas  has,  in  the  minds  of  many, 
tainted  Pennzoil's  unbroken  string  of 


victories  in  the  Texas  state  courts. 

The  swiftness  of  the  ruling  stunned 
Texaco.  "In  all  of  our  worst  night- 
mares, none  of  us  ever  even  conceived 
that  the  court  wouldn't  grant  us  oral 
arguments  in  a  case  of  this  magni- 
tude," says  James  B.  Sales,  a  lawyer 
for  Texaco  in  Houston.  "They  have 
savaged  Texaco." 

It  can  take  $1  million  to  run  a  con- 
tested Supreme  Court  election  race. 
Says  Richard  Geiger,  a  lawyer  who 
lobbies  for  the  insurance  industry  in 
Texas,  "It  kind  of  defies  human  na- 
ture to  say  [justices]  are  not  influ- 
enced" by  large  donations. 

— Thomas  Petzinger  Jr.  and 

Caleb  Solomon,  Wall  Street  lournal 


If  he  [Gorbachev] 

is  [playing  games]  he's 

playing  solitaire. 

— President  Ronald  Reagan 


Baby  Taxpayers 

America  should  breed  more  babies, 
presidential  candidate  Pat  Robertson 
says,  so  there'll  be  more  people  to  pay 
taxes.  .  .  .  There  are  many  wonderful 
reasons  why  people  should  want  to 
have  a  baby.  To  produce  more  future 
taxpayers  who  can  cover  this  genera- 
tion's Social  Security  costs  is,  howev- 
er, not  one  of  them.  America  is  built 
on  the  sweat  and  ambition  of  parents 
who,  by  sacrificing  for  their  children, 
paid  for  the  future.  Perversely,  Pat 
Robertson  would  have  us  breed  babies 
so  they  can  pay  for  the  past. 

— New  York  Times  editorial 

The  Crash's  Top  10 

Top  10  things  overheard  on  the 
stock  exchange  after  the  big  crash: 
Number  10:  Want  to  buy  my  Rolex? 
Number  9:  When  you're  done  with 
that  soda,  can  I  have  the  can?  Number 
8:  Oh  no,  you  mean  it's  buy  low  and 
sell  high?  Number  7:  Can  I  interest 
you  in  some  Amway  detergent  or  Am- 
way  shampoo?  Number  6:  I'm  sorry, 
Mr.  Cosby,  but  I'm  afraid  you've  been 
reduced  to  a  zillionaire.  Number  5: 
Did  you  know  Tender  Vittles  are 
microwaveable?  Number  4:  Hey, 
c'mon  guys,  it's  only  money.  Number 
3 :  Thank  God  the  kid  has  a  paper  route. 
Number  2:  I  think  I  saw  Malcolm 
Forbes  this  morning  sucking  subway 
tokens  out  of  a  turnstile.  And  the  num- 
ber one  thing:  We  make  money  the 
old-fashioned  way,  we  sell  apples. 

— David  Letterman, 
Late  Night,  NBC 
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Rict  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


THE  DOLLAR 


Treasury  Chief  James  Baker  thinks  that  the  obstinately 
ight  monetary  and  fiscal  policies  of  Germany  and,  to  a 
esser  extent,  Japan  can  be  changed  only  by  threatening 
heir  ability  to  sell  in  the  American  market,  i.e.,  devaluing 
he  greenback  vis-a-vis  the  deutsche  mark  and  yen. 

Will  Baker's  ploy  end  up  harming  or  helping  us?  After 
.11,  you  don't  increase  the  wealth  of  the  nation  by  debasing 
ts  currency.  But  if  the  dollar's  fall  merely  offsets  foreign 
ieflation,  no  real  harm  is  done.  Answer:  Look  at  gold.  If 
he  dollar  price  of  the  barbarous  relic  starts  rising,  we're 
leaded  for  more  inflation.  If  it  stays  steady,  we're  okay. 

The  Baker  strategy,  while  understandable,  is  dangerous. 
Earlier  this  year,  a  plunging  greenback  sent  interest  rates 
ip  to  unnecessary,  unrealistic  levels  and  hurt  the  stock 
aarket.  A  more  dramatic  example  took  place  this  October 
vhen  Baker's  loose  talk  about  the  buck  was  a  contributing 
actor  to  Wall  Street's  panic. 

How  else  do  we  get  the  Germans  and  Japanese  to  live  up 


to  their  international  obligations? 

The  Administration  should  put  forth  concrete  ideas  for  a 
new  international  monetary  system,  such  as  we  had  from 
the  end  of  WWII  to  the  late  1960s.  The  ever-changing 
exchange  rate/interest  rate  targets  Baker  has  been  content 
to  use  up  to  now  are,  at  best,  short-term  answers.  We  need  a 
more  enduring  mechanism.  Otherwise,  we  will  continue  to 
lurch  from  crisis  to  crisis.  For  starters,  Mr.  Baker  should  go 
back  to  his  International  Monetary  Fund  speech  with  its 
call  for  a  role  for  gold  in  guiding  economic  policy. 

As  an  additional  means  of  putting  pressure  on  West 
Germany,  the  Treasury  Department  should  begin  working 
with  other  players  such  as  the  English  and  French.  No  one, 
not  even  the  smug  Germans,  wants  to  be  "out  of  the  loop." 

We  should  also  emphasize  in  public  what  we  mean  by 
economic  stimulus:  not  only  lower  interest  rates,  but 
lower  income  tax  rates,  as  well.  We  should  underscore  that 
we're  not  advocating  pumping  up  government  spending. 


THERE  ARE  TWO  FUNDAMENTAL  QUESTIONS 


he  layman  can  use  as  yardsticks  to  judge  the  progress, 
lepth  and  endurance  of  Soviet  boss  Mikhail  Gorbachev's 
iberalization  program. 

First,  has  Soviet  foreign  policy  adventurism  abated? 

Despite  conciliatory  talk,  Moscow  contin- 
ies  to  pour  arms  into  Nicaragua,  its  genocidal 
iccupation  of  Afghanistan  persists,  and  Cuban 
roops  stay  in  Angola. 

In  fact,  this  is  an  excellent  opportunity  to 
tse  a  realistic  carrot-and-stick  approach.  If,  for 
nstance,  the  Soviets  want  trade  credits,  we 
hould  insist  that  emigration  restrictions  be 
ubstantially  eased.  If  the  Soviets  want  us  to  § 
educe  the  number  of  nuclear  missiles  in  Eu- 1 
ope,  thereby  making  our  German  allies  anxious,  we 
hould  demand  in  return  a  substantial  cutback  in  Mos- 
;ow's  overwhelming  conventional  weaponry  and  a  genu- 
ne  Russkie  withdrawal  from  Afghanistan. 

While  glasnost  and perestroika  may  ease  restrictions  a  bit 
n  certain  areas  of  Russian  life,  these  reforms  can  be 
eadily  taken  away.  This  leads  to  the  second  basic  ques- 


tion: Are  there  any  independent  sources  of  power,  any 
independent  institutions  such  as  the  judiciary,  that  can  be 
a  check  against  the  arbitrariness  of  the  Communist  Party? 
Whether  such  centers  can  arise  and  long  survive  in  a 
monolithic,  totalitarian  regime  is  of  funda- 
mental importance. 

To  revive  their  moribund  economy  in  the 
1920s,  for  example,  the  Soviets  enacted  a  so- 
called  New  Economic  Policy,  which  allowed  a 
surprising  amount  of  private  enterprise.  But 
these  freedoms  were  bloodily  suppressed  in  the 
late  1920s  andearly  1930s  whenStalin  executed 
4  million  small  farmers,  who  didn't  take  kindly 
to  being  stripped  of  their  land,  and  deliberately 
starved  another  10  million  to  death. 

Khrushchev's  liberalization  moves  of  the  1950s  and 
early  1960s  were  largely  undercut  by  his  successors. 

Americans  should  applaud  any  moves  to  more  internal 
freedoms  for  Soviet  citizens,  but  we  mustn't  misjudge  the 
nature  of  this  regime,  which  still  remains  the  antithesis  of 
our  democratic  values  and  traditions. 
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What's  Ahead  for  Business 


Edited  by  Howard  Banks 


THE  DOG  THAT  NEVER  SLEEPS 


Inflation's  threat 
is  muted — 
for  now 


The  dollar's  fall 
has  yet  to 
hit  prices 


Capacity  is 
showing  signs 
of  strain 


Nervousness  about  resumed  inflation  was  widespread  before 
Black  Monday's  crash.  Calming  those  fears  was  one  reason  the  Federal 
Reserve  raised  the  discount  rate  Vz%  in  September. 

Now  the  markets  have  more  immediate  concerns — the  deficits,  the 
dollar's  wild  plunges,  maybe  a  downturn  severe  enough  to  be  deflation- 
ary. Yet  maybe  it's  time  to  cast  an  eye  inflation's  way. 

The  obvious  evidence  looks  pretty  thin.  Oil  prices  are  expected  to  stay 
around  $18  a  barrel.  Interest  rates  have  moderated.  Wage  settlements 
stick  at  under  3%  a  year.  Commodity  prices  were  rising,  but  since  the 
market's  fall  many  (including  metals  and  farm  products)  have  dropped. 

An  obvious  exception  is  copper,  where  prices  are  at  a  seven-year  high. 
It's  mostly  a  matter  of  supply  and  demand.  Many  unprofitable  mines 
have  been  closed  and  stocks  are  down,  while  demand  has  been  up  7% . 

The  dollar's  fall  should  also  be  a  factor  driving  up  prices — but 
it  has  yet  to  happen. 

There  are  reasons.  When  the  dollar  was  at  a  peak,  importers  had  fat 
profit  margins.  They  are  eating  them  now  to  maintain  market  share. 

Take  autos  and  parts,  where  unit  values  of  imports  are  around  35% 
higher  than  in  January  1985.  Though  the  volume  of  imports  hasn't 
fallen,  it  has  leveled  off.  Higher  unit  values  have  only  recently  begun 
showing  up  in  imported  capital  goods. 

These  higher  prices  will  both  cut  imports  and,  eventually,  add  to 
inflation.  It's  different  in  consumer  goods  like  VCRs,  where  unit 
values  have  not  risen.  Many  of  these  imports  come  from  countries  like 
South  Korea  and  Taiwan,  whose  currencies  have  changed  little  against 
the  dollar.  Import  volume  continues  upward. 

More  clearly  inflationary  are  the  signs  that  manufacturing  ca- 
pacity is  squeezed  in  some  sectors. 

An  obvious  case  is  the  chemical  industry — in  man-made  fibers  for 
things  like  carpets,  titanium  oxide  for  paints  and  plastics,  and  polyeth- 
ylenes.  Some  companies  are  even  said  to  be  cutting  back  on  export 
business  to  give  preference  to  U.S.  customers. 

It's  also  happening  in  paper,  textiles,  even  in  things  like  steel  plate  and 
some  areas  of  engineering. 

The  reason,  says  David  Hale  of  Kemper  Financial  Services,  is  anorexia 
in  manufacturing:  The  slimming  since  the  early  1980s  in  some  sectors 
went  too  far.  Moreover,  the  investment  that  did  take  place  was  to  cut 
costs,  not  to  add  capacity.  Meanwhile,  manufacturing  stays  strong — 
there  were  2%  more  hours  worked  in  October. 

Which  leads  to  a  slightly  unhappy  conclusion:  The  harder  Washington 
works  to  push  down  the  dollar  and  to  stave  off  a  pre-election  recession, 
the  faster  U.S.  exports  will  rise,  the  faster  capacity  will  hit  its  limits 
and  the  more  likely  that  there  really  will  be  an  inflationary  surge.  The 
alternative — recession  or  worse — is  an  even  less  happy  option. 
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The  Forbes  Index 


Forbes  Index 
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Too  soon  to  tell.  Wall  Street's  woes  are  expected  to  do 
some  damage  to  the  economy.  But  for  now,  at  least,  the 
longest  peacetime  expansion  in  history  continues.  Over 
the  most  recent  two-week  period  the  Forbes  Index  went 
up  0.4%,  its  ninth  consecutive  monthly  increase.  Since 
January  the  Index  has  grown  at  a  4%  annual  rate. 
Two  components  boosted  the  Index:  The  trailing  six- 


month  total  for  new  unemployment  claims  sank  2.6% 
from  September  to  October,  and  personal  income  rose 
0.6%  in  September,  to  an  annual  figure  of  $2,242  trillion. 
Only  one  sector  went  down:  The  ratio  of  manufacturers' 
new  durable  goods  orders  (three  months  through  Septem- 
ber) to  inventories  (September)  fell  0.5%,  largely  from 
softness  in  military  orders. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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The  new  breed  Jaguar  XJ6  blends 
the  timeless  splendor  of  supple 
leather,  polished  walnut  and  un- 
mistakable Jaguar  style — with  the 
power  of  tomorrow's  technology. 

Its  taut  form  is  more  aerody- 
namic. Its  new  light-alloy  engine 
adds  the  sophistication  of  24  valves 
for  enhanced  power  and  high-speed 
response.  Jaguar's  four-wheel 
power-assisted  disc  brakes  are  com- 
plemented by  an  advanced  anti- 
lock  (ABS)  braking  system.  The 
rear  suspension  is  continuously 
monitored  by  a  sensor,  and  a  micro- 
processor automatically  adjusts 
the  ride  height  for  varying  loads. 


A  most  advanced  species,  the 
new  breed  XJ6  is  served  by  seven 
powerful  microprocessors.  To- 
gether, they  coordinate  and  opti- 
mize the  performance  of  mech- 
anical, passenger  comfort  and 
driver  information  systems — 
which  include  climate  control,  a 
trip  computer  and  a  Vehicle  Condi- 
tion Monitor  that  continually 
checks  27  vehicle  functions.  And 
to  help  ensure  the  dependable  oper- 
ation of  its  electrical  systems,  the 
XJ6  employs  aircraft-type,  low-cur- 
rent switching  circuitry. 

The  new  breed  XJ6.  Classically 
Jaguar,  yet  sleeker,  swifter  and 


smarter  than  any  of  its  kind 
before.  It  is  covered  by  an  extensive 
three  year/36,000  mile  warranty 
and  Jaguar's  new  Service-On-SiteSM 
Roadside  Assistance  Plan.  See  your 
dealer  for  details  of  this  unique 
plan  and  Jaguar's  limited  warranty, 
applicable  in  the  USA  and  Canada. 
For  your  nearest  dealer,  call  toll 
free:  1-800-4-JAGUAR.  Jaguar  Cars 
Inc.,  Leonia,  NJ  07605. 

ENJOY  TOMORROW  BUCKLE  UP  TODAY 


JAGUAR 

M  A  BLENDING  OF  ART  AND  MACHINE 


mill  called  three  times  and  got  cut  off 
three  times.  Then  I  thought,  what  if  Yd  been  a 
customer?  Would  I  have  bothered? 

My  plane  was  late  so  I  wanted  to  let  the  office 
know.  Well,  I'm  trying  to  call  but  nobody's  picking 
up.  I  start  counting  the  rings  and  I'm  up  to  12 
when,  finally,  somebody  picks  up  and  mumbles 
"lobby. "  Then  click,  I'm  disconnected.  Three  times 
in  a  row  this  happens.  And  I'm  just  about  to  boil. 
I'm  thinking,  what's  happening  to  other  callers? 
How  many  sales  are  falling  through  the  cracks? 
Why  did  we  ever  gamble  with  this  cursed  phone 
system  when  we  knew 


AT&T  comes  through.  JM 


AM  Messaging  Solutions 

With  an  AT&T  System  85  or  75,  you  can  permanently 
remove  communications  barriers  between  your  people  and 
your  customers.  Reason:  AT&T's  Unified  Messaging  prod- 
ucts provide  the  widest  range  of  integrated  messaging 
options  in  the  industry,  so  virtually  no  calls  will  go 
unanswered. 

Example:  Audio  Information  Exchange  orAUDIX 
lets  users  send  or  retrieve  sfioken  messages  around  the 
clock,  through  a  company-wide  message-recording  system. 

Example:  Through  a  Message  Center,  your  trained 
staff  can  intercept  unanswered  calls.  And  provide  up-to-the- 
minute  information  on  your  people,  wherever  they  are. 

To  learn  more,  contact  your  AT&T  Account  Executive. 
Or  call  1800  247-1212. 

From  equipment  to  networking,  from  computers 
to  communications,  AW  is  the  right  choice. 


©1987  AW 


AT&T 

The  right  choice. 
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Forbes 


Evei*  since  the  Great  Depression,  doomsayers 
have  seen  stock  market  crashes  as  preludes  to 
disaster.  But  the  record  shows  that  nine  crashes 
have  caused  only  one  depression. 

The  stock  market  is 
a  lousy  economic 
forecaster 
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People  wait  anxiously  for  the  other  shoe  to 
drop:  The  stock  market  has  crashed — 508  points 
n  one  day,  983  points  over  two  months.  Now,  what 
lappens  to  the  economy?  Will  it,  too,  crash  or  at  least  take 
i  nasty  spill? 

If  the  history  of  the  past  six  decades  is  a  guide,  the 
inswer  is  probably  not.  Barrie  A.  Wigmore  of  Goldman, 
>achs  &  Co.  is  author  of  The  Crash  and  Its  Itftermath,  a 
lefinitive  economic  history  of  the  early  1930s.  Here's 
vhat  he  says:  "This  year's  boom  has  had  little  to  do  with 
he  underlying  strength  of  the  U.S.  economy.  So  why 
hould  the  recent  crash?"  Forbes  has  dusted  off  the  history 
»ooks  and  picked  the  nine  great  market  breaks  beginning 
vith  1929.  What  we  found  confirms  Wigmore's  view  of 
his  tenuous  relationship.  Our  conclusion:  no  depression, 
irobably  no  recession.  At  least  not  now. 

Forbes  researchers  identified  the  nine  occasions  when 
he  stock  market  crashed  by  25%  or  more  as  measured  by 
he  Dow  Jones  industrials.  Four  of  these  "crashes"  were 
ollowed  by  strong  economic  advances.  Three  were  fol- 
owed  by  short 


economic 
lownturns.  One  was  fol- 
owed  by  a  big,  fat  depres- 
ion— 1929. 
That's  not  much  of  a  fore- 
asting  record. 

Sept.  3,  1929  to  July  8,  1932. 
\.  market  collapse  that  alto- 
;ether  wiped  out  89%  of  the 
)ow  industrials'  value,  the 
xeatest  peacetime  economic 
ass  in  modern  history.  As 
ye  know  now,  that  crash 
ishered  in  the  Great  Depres- 
ion.  But  people  didn't  know 


f 
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that  then.  In  two  months  the  Dow  industrials  lost 
48%  of  their  value,  but  the  economy  kept  on  grow- 
ing and  ended  the  year  with  GNP  substantially 
above  year-earlier  levels.  Even  business  writer  Alexander 
Dana  Noyes,  who  had  been  predicting  the  bust  for  months, 
believed  the  selling  was  overdone. 

Unfortunately,  the  first  wave  of  selling  was  followed  by 
another  collapse  in  1930  (April  to  December),  when  the 
stock  market  lost  47%  of  its  value.  In  the  third  selloff 
(February  1931  to  December  1931)  the  Dow  lost  62%  in 
value.  By  now  the  economy,  too,  was  on  the  ropes.  By 
year's  end,  the  GNP  had  dropped  7.7%  below  1930  levels 
in  constant  dollars,  and  unemployment  stood  at  25%  of 
the  labor  force. 

The  fourth  slide  (March  to  July  1932)  wiped  out  54%  of 
what  little  value  the  Dow  averages  still  retained.  But  any 
brave  soul  who  bought  stocks  at  this  point  would  have 
come  out  a  rich  man.  This  fourth  collapse  was  followed  by 
a  sustained,  five-year  bull  market,  in  which  the  Dow 
averages  rose  372%. 

Mar.  10,  1937  to  Mar.  31, 
1938,  the  so-called  Roosevelt 
recession.  Here  the  stock 
market  did  accurately  pre- 
dict a  slowdown.  Ironically, 
that  slowdown  came  when 
Roosevelt  yielded  to  pres- 
sures similar  to  those  now 
weighing  on  Washington  and 
cut  spending  to  balance  the 
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budget.  Waves  of  strikes  ensued  as  the  economy 
began  slowly  to  reverse  course  and  slide  back  into 
recession.  The  downturn  lasted  for  about  a  year, 
ending  when  the  Administration  began  some  Keynesian 
pump-priming. 

Jan.  3,  1940  to  Apr.  28,  1942.  During  this  28-month 
period,  Dow  stocks  lost  an  average  of  39%  in  value,  as 
investors  blamed  everything  from  Roosevelt's  health  to 
the  danger  that  Germany  and  Japan  might  win  the  war. 
Through  it  all,  the  economy  kept  on  growing,  with  the 
GNP  nearly  doubling  from  1940  to  1943,  while  war  mobi- 
lization cut  unemployment  from  8.1%  to  1.1%  over  the 
same  period. 

Dec.  13,  1961  to  June  26,  1962.  The  so-called  Kennedy 
correction.  During  the  six-month  period,  Dow  stocks  lost 
27%  in  value.  Many  investors  at  the  time  blamed  the 
Administration's  confrontation  with  the  steel  industry, 
leaving  fears  of  an  antibusiness  era.  There  was  growing 
international  tension  with  the  Bay  of  Pigs  and  the  Berlin 
Wall.  But  whatever  the  cause,  the  economy  remained 
strong.  Already  in  the  second  year  of  an  advance,  it  contin- 
ued right  on  growing,  racking  up  gains  of  4%  or  more  in 
GNP  annually  through  the  rest  of  the  decade.  This  was  the 
longest  period  of  sustained  economic  growth  since  the  end 
of  World  War  II. 

Feb.  9,  1966  to  Oct.  7,  1966.  During  this  eight-month 
period,  Dow  stocks  dropped  25%  in  value  as  investors 
grew  wary  of  Lyndon  Johnson's  guns-and-butter  economic 
strategy.  But  even  rising  interest  rates  and  tight  money 
from  William  McChesney  Martin  Jr.  at  the  Federal  Re- 
serve failed  to  halt  growth,  and  by  early  1967,  stocks  were 
once  again  rising  smartly. 

Dec.  3,  1968  to  May  26,  1970.  The  Nixon  slide,  36%. 
During  this  18-month  period,  Wall  Street's  speculative 
excesses  of  the  Johnson  era  were  wiped  out,  creating  a  long 
list  of  famous  casualties,  from  James  Ling  of  LTV  to  Bernie 
Cornfeld  of  IOS.  Corporate  casualties  included  Penn  Cen- 
tral Corp.,  F.I.  du  Pont  &  Co.  and  a  host  of  lesser  names  on 
Wall  Street. 

Then,  as  now,  prophets  of  doom  were  not  lacking.  In 
May  of  1970,  at  the  very  trough  of  the  decline,  liberal 
economist  John  Kenneth  Galbraith  reportedly  likened  the 
year  to  1929,  suggesting  that  even  more  wrenching  de- 
clines lay  ahead.  Anyone  who  listened  to  Harvard's  sage 
soon  regretted  doing  so.  Though  the  economy  declined 
throughout  the  remainder  of  1970,  the  stock  market  took 
off  on  a  two-year  advance. 


Jan  11.  1973  to  Dec  6,  1974.  This  23-month  bear 
market,  which  knocked  45%  off  the  Dow  indus- 
trials, did  precede  a  recession.  But  the  steepest  drop 
(March  to  December  1974)  came  as  a  consequence  of  a 
recession.  The  economy  was  already  reeling  from  rising 
petroleum  prices  when  investors  began  pulling  their  mon- 
ey out  of  Wall  Street.  Hardest  hit:  the  so-called  Nifty  Fifty- 
blue-chip  stocks  like  Polaroid  and  Avon,  which  had  gotten 
wildly  overpriced  in  the  previous  bull  market  and  now 
lost,  in  some  cases,  90%  of  their  value. 

The  recession — which  started  before  the  steepest  mar- 
ket collapse — lasted  16  months,  until  spring  1975.  But 
anyone  watching  economic  indicators  for  when  to  return 
to  the  market  would  have  missed  out.  The  Dow  indus- 
trials had  begun  to  improve  three  months  earlier,  indicat- 
ing what  wise  investors  have  known  all  along:  The  market 
is  a  much  better  predictor  of  recoveries  than  of  recessions. 

Sept.  21,  1976  to  Feb.  28,  1978.  The  economy  had  been 
relentlessly  advancing  since  the  spring  of  1975  when  Wall 
Street  grew  wary  that  Jimmy  Carter  might  defeat  Gerald 
Ford  and  unleash  a  round  of  Democratically  inspired  run- 
away spending  in  Washington.  Carter  did  defeat  Ford, 
spending  did  balloon,  inflation  did  explode,  and  the  stock 
market  did  plunge  27%  in  the  following  17  months.  Yet 
through  it  all,  the  economy  continued  to  advance  for 
another  five  years. 

The  fact  is  that  the  stock  market  often  responds  to  its 
own  internal  momentum  and,  at  other  times,  to  a  misap- 
prehension of  what  lies  ahead.  Take  the  "Dow  theory 
collapse"  that  lasted  from  May  to  October  of  1946.  This 
was  not  quite  rough  enough  to  make  our  list  of  crashes, 
but  it  was  a  nasty  one  all  the  same.  During  this  five-month 
period,  the  Dow  industrials  dropped  23%,  and  jittery  in- 
vestors fretted  that  a  new  depression  was  just  over  the 
horizon.  In  fact,  as  a  subsequent  study  by  the  Securities  & 
Exchange  Commission  showed,  much  of  the  selling  was 
caused  by  large  numbers  of  investors  reacting  to  the  Dow 
theory  "sell  signal"  and  dumping  stocks  when  the  Dow 
industrial  average  dropped  down  through  186.02,  a  pre- 
sumed support  level. 

Does  the  October  crash  foreshadow  an  economic  col- 
lapse? Only  one  in  nine  major  crashes  has-  done  so  in  60 
years.  The  odds  are  slightly  better  that  it  may  foreshadow  a 
recession  of  some  kind.  But  the  odds  are  highest  that  it 
presages  nothing  more  severe  than  correction  of  the  mar- 
ket's own  previous  excesses  on  the  upside.  ■ 
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Never  mind  Ben  Graham  or  Charles  Dow. 
Yogi  Berra  had  the  best  description  for 
what  is  happening  in  the  securities  markets. 


Deja  vu 
all  over  again 


By  Richard  L.  Stern 


T|he  illustration  on  our  cover 
tells  the  story:  The  securities 
markets  have  become  a  roller 
:oaster  where  stomach-wrenching 
volatility  is  a  fact  of  life. 

Maybe  we  won't  have  another  500- 
point  down — or  up — day  like  Black 
Monday,  but  hundred-point  swings  in 
:he  Dow  industrials  and  even  wilder 
swings  in  Nasdaq  stocks  are  inevita- 
Dle.  Folks  who  can't  stand  the  heat 
would  be  well  advised  to  invest  in 
rreasury  bills. 

One  problem  is  that  it  takes  lots  of 
irivate  capital  to  provide  liquidity  for 
:oday's  huge  global  markets,  and  after 
Black  Monday  a  lot  of  that  capital  has 
:aken  a  vacation.  In  the  frenzy  of  the 
ill-but-forgotten  1962  crash,  the  part- 
ners of  one  large  over-the-counter  bro- 
kerage house  figured  a  simple  way  to 
ninimize  their  losses.  They  turned 
3ut  the  lights.  In  those  days,  the  bid 
ind  asked  prices  were  chalked  on  a 
wall-size  blackboard  for 
:he  traders.  No  lights,  no 
market. 

Something  similar  is 
low  happening.  Global 
electronic  trading  and 
powerful  computers  were 
:o  have  transformed  secu- 
rities transactions.  No 
leed  to  turn  out  the 
ights. 

But  when  stocks 
:rashed  this  time,  some 
narketmakers  quickly 
:ound  another  way  to  cut 
:heir  losses:  They  stopped 
answering  their  tele- 
Dhones.  Sort  of  "Deja  vu 
ill  over  again,"  as  Yogi 
Berra  once  said. 

In  fact,  the  market  col-     Patrick  McDonnell 


lapse  of  late  October  punctured  a  lot 
of  myths  that  have  been  perpetrated 
recently. 

Myth  one:  The  enormous  electron- 
ic over-the-counter  markets  of  today, 
with  multiple  marketmakers  and  lots 
of  capital,  perform  better  than  the 
creaky  old  Big  Board  auction  system, 
where  orders  for  a  stock  go  through  a 
specialist.  Nasdaq  is  the  wave  of  the 
future,  goes  the  theory.  The  practice 
turns  out  somewhat  differently.  Wide 
as  the  swings  were  in  Big  Board  stocks 
during  the  panic,  things  were  worse  in 
over-the-counter  issues,  where  the 
market  frequently  evaporated.  Most 
orders  placed  on  Big  Board  stocks 
were  executed.  But  many  o-t-c  or- 
ders— even  in  the  most  liquid 
stocks — didn't  get  done  at  all. 

Myth  two:  Futures  index  arbitrage, 
computerized  program  trading,  port- 
folio insurance  and  the  like  were  sup- 
posed to  make  the  market  more  effi- 
cient. In  fact,  these  were  financial  in- 
struments that  had  never  been  tested 


in  a  tough  market.  In  our  view,  when 
the  chips  were  down,  these  instru- 
ments encouraged  speculation  by 
seeming  to  remove  most  of  the  risk 
from  it.  Investment  houses  and  man- 
agers of  portfolios  worth  hundreds  of 
billions  of  dollars  felt  they  no  longer 
had  to  worry  about  the  fundamental 
values  of  the  stocks  that  backed  the 
indexes  they  were  trading.  Portfolio 
insurance — selling  futures  as  the  mar- 
ket declined — would  offset  losses  on 
the  stocks.  What  did  it  matter  to  these 
speculators,  then,  if  stocks  were  wild- 
ly overpriced?  They  were  well  pro- 
tected on  the  downside.  A  major  ele- 
ment of  program  trading  was  arbitrage 
between  the  futures  index  and  the 
underlying  market  basket  of  stocks. 
Profits  could  be  locked  in  through  this 
arbitrage,  and  it  didn't  matter  at  all 
whether  IBM  was  at  160  or  112. 

Which  leads  to  myth  three:  Institu- 
tional trading  had  become  a  slim-mar- 
gin, low-profit  business  for  the  bro- 
kerage firms,  whereby  they  provided 
liquidity  to  the  markets  at  a  low  price. 
Not  quite.  Program  trading,  in  fact, 
made  block  trading  into  a  more  profit- 
able business.  How?  Brokers  could 
charge  an  extra-fat  spread  on  the  stock 
transactions.  Why  should  the  custom- 
ers complain  when  they  had  an  auto- 
matic profit?  It  was  a  bit  like  the 
situation  in  zero  coupon  bonds  a  few 
years  back.  Retail  buyers  were  so  hap- 
py to  get  a  locked-in  10%  yield  that 
they  didn't  realize  they  would  have 
been  getting  13%  if  their  brokers 
hadn't  been  marking  up  the  price  of 
the  bonds  themselves. 

Myth  four:  Foreigners  who  didn't 
understand  traditional  U.S.  stock  val- 
uation methods  would  willingly  pay 
ever  higher  prices  for  good  U.S. 
stocks.  Actually,  at  the  end  of  August, 
when  the  averages  peaked,  foreigners 
owned  only  7%  of  U.S. 
stocks.  Moreover,  while 
foreigners  bought  a  record 
$18.7  billion  of  U.S. 
stocks  in  the  first  half  of 
the  year,  in  August  their 
buying  shriveled  to  $220 
million  net,  according  to 
figures  from  the  Securities 
Industry  Association. 
Whether  they  were 
spooked  by  high  prices  or 
by  the  falling  dollar  isn't 
clear.  What  is  clear  is  that 
they  slowed  their  buying 
just  when  the  market 
needed  them  most. 

If  there  was  to  be  a 
greater  fool,  foreign  inves- 
tors were  clearly  unwill- 
ing to  play  the  role. 


Easy  pickings? 


For  arbitragers  to  leave  big  returns  on  the  table  in 
reasonably  riskless,  already  announced  takeover 
deals  violates  one  of  nature's  laws.  It's  as  if  the  sun  rose 
in  the  west  or  Wall  Street  gave  suckers  an  even  break. 

Yet  earlier  this  month— on  Wednesday,  Nov.  4,  to  be 
exact — arbitrage  stocks  offered  some  astounding  re- 
turns, ranging  up  to  100% -plus  on  an  annualized  basis. 
Why?  Because  after  the  crash  few  people  were  willing  to 
risk  capital  even  in  seemingly  sure  things. 

Arbitrage  stocks  were  clobbered  on  Black  Monday 
and  succeeding  days,  driving  some  arbs  out  of  business 
and  forcing  most  survi- 
vors to  take  smaller  po- 
sitions— and  assume 
lower  risks — than  they 
normally  would. 

This  loss  of  liquidity 
produced  opportunities, 
the  likes  of  which  have 
rarely  been  seen  in  re- 
cent years,  for  the  slight- 
ly daring  investor  to 
make  a  nice  buck  arbi- 
traging  what  seem  to  be 
sure-shot  deals. 

Normally,  you  would 
expect  to  see  annualized 
returns  of  30%  or  less  in  the  four  deals  listed  below,  all 
of  which  seemed  to  us  (and  to  a  number  of  arbs  we 
consulted)  to  be  reasonably  sure  things.  Remember, 
we're  talking  about  the  situation  on  Nov.  4,  and  things 
could  change  quickly  if  the  battered  arbs  regain  their 
nerve.  So  don't  run  out  to  buy  these  without  checking 
prices,  and  situations. 

Our  table  assumes  that  transaction  costs  are  nil  (a 
big-time  arb  typically  pays  pennies  a  share)  and  that  the 
arb  gets  his  money  five  business  days  after  the  deal 
closes.  That's  offset  by  the  fact  that  arbs,  like  everyone 
else,  have  five  business  days  to  pay  for  stocks  they  buy. 


Arbitrage  stocks  on  Nov.  4 

Deal/  Acquisition 
acquirer  price 

Quote 
11/4 

Estimated 
close 

Annual 
return 

Gelco/ 
GE  Credit 

$35 

33  'A 

12/15 

50% 

Wrather/Disney, 
Indus  Equities 

21 

19 

1/15 

53 

Marine  Midland/ 
Hkong  &  Shanghai 

83.51 

76% 

12/15 

78 

Kidde/ 

Hanson  Trust 

63.73* 

61 

11/9 

327 

*  Includes  warrant  a 

nd  spinoff. 

Ever  since  the  felonious  Ivan  Boesky  popularized  risk 
arbitrage  in  the  1970s,  drawing  in  hordes  of  new  inves- 
tors and  new  money,  billions  of  arb  dollars  have  been 
chasing  deal  stocks,  turning  what  had  been  a  secretive 
cottage  industry  into  a  big,  highly  visible  business. 
Naturally,  new  entrants  and  new  money  increased  li- 
quidity in  the  deal  stocks,  causing  returns  to  drop.  This 
was  great  for  investors  who  wanted  to  sell  takeover 
stocks  rather  than  risk  holding  them  until  the  deal 
went  through,  but  it  wasn't  so  great  for  the  arbs,  who 
had  to  work  much  harder  to  make  their  customary  25% 

to  30%  annual  returns. 

The  drubbing  on  Oct. 
19  and  thereafter,  in 
which  seemingly  sure 
things  fell  apart,  brought 
home  the  risks  of  risk 
arbitrage.  Ask  the  poor 
souls  who  bought  GAF 
in  anticipation  of  Samu- 
el Heyman's  making  his 
announced  $66.50-a- 
share  offer,  called  off  just 
before  the  market 
opened  Oct.  19.  Or 
stockholders  of  Bundy 
Corp.,  which  was  sup- 


posed to  be  bought  for  $40  a  share  by  TI  Group  Pic,  or 
Carteret  Savings,  which  was  supposed  to  be  bought  for 
$22.50  a  share  by  the  Home  Group.  Both  these  deals 
were  put  in  limbo  last  month,  and  stock  prices  immedi- 
ately fell  30%  or  more. 

But  the  deals  in  our  table  looked  solid  in  early  No- 
vember. Some  of  these  arbitrage  deals  for  widely  held 
stocks  make  sense  even  with  a  full  retail  commission. 
It's  a  sign  something  is  out  of  joint  when  the  pros  are  so 
scared  they  leave  money  lying  around  on  Wall  Street. 
When  markets  become  illiquid,  logic  is  often  among 
the  casualties. — Allan  Sloan 


What  now?  Liquidity,  meaning  the 
ability  of  market  participants  to  buy 
or  sell  large  blocks  of  stock  without 
moving  the  market  much,  has  dwin- 
dled. The  brokerage  houses'  precrash 
willingness  to  buy  or  sell 
stock  for  their  own  ac- 
counts and  to  keep  large 
inventories  provided  un- 
paralleled market  liquid- 
ity. That  may  be  finished. 
The  brokers  had  too  close 
an  escape. 

Maybe  the  crash  would 
have  happened  even  with- 
out all  those  trading  gim- 
micks. Maybe  the  new 
trading  instruments  and 
computerized  trading  and 
information  flows  merely 
speeded  up  the  inevitable. 
Even  if  this  is  so,  the  point 
remains  that  the  markets 
are  going  to  be  a  lot  more 


volatile  than  in  the  past.  This  crash 
was  telescoped  into  a  far  shorter  time 
than  any  preceding  crash  over  the  past 
60  years  (see  ston>,  p.  32). 

So  don't  expect  the  brokers  to  play 


the  heroes  and  make  a  market  in  wild 
markets  going  up  or  going  down.  They 
are  going  to  play  it  safe. 

What  does  this  mean  for  investors? 
Extreme  volatility  for  a  while.  After 
that,  the  odds  are  that  the 
market  will  turn  deadly 
dull.  Wall  Street's  new 
aversion  to  risk  will  re- 
move much  of  the  excite- 
ment. Stocks  will  no  long- 
er be  an  item  on  the  tele- 
vision news,  or  part  of  the 
talk  at  cocktail  parties. 
New  issues  could  become 
almost  unfloatable  (in  the 
dull  days  of  1975,  19  new 
issues  came  to  market;  in 
1986,  nearly  1,000.) 
Stocks  will  become  bor- 
ing, and  risk  money  will 
go  elsewhere.  Then  the 
stage  will  be  set  for  anoth- 
er bull  market.  ■ 


Bob  Hormats  reminds  us  that  the  course  of 
our  securities  markets  depends  heavily  on 
what  the  Japanese  do.  We  have  made  our- 
selves hostage  to  them  by  gorging  on  their 
cars,  VCRs  and  TVs. 


keep 


We  better 
them  happy 


By  Allan  Dodds  Frank 


DOLLAR-LADEN  JAPANESE  inves- 
Itors  were  expected  to  keep 
buying  U.S.  stocks  and  propel- 
ling our  market  to  new  highs.  It  didn't 
turn  out  that  way.  As  Jimmy  Carter's 
deputy  U.S.  trade  representative  and 
Ronald  Reagan's  Assistant  Secretary 
of  State  for  Economic  and  Business 
Affairs,  Robert  D.  Hormats,  44,  had  a 
closeup  look  at  what  happens  when 
international  politics  and  economics 
meet.  In  1982  Hormats  left  Washing- 
ton and  is  now  vice  chairman  of  Gold- 
man, Sachs  &  Co.'s  international  op- 
erations. What  does  he  see  ahead? 
Forbes:  So,  Japan  is  in  the  driver's  seat for 
the  world  economy  now? 
Hormats:  Sure.  They  now  have  so 
much  money  that,  in  effect,  they  can 
strongly  influence  the  dollar  just  by 
deciding  not  to  invest  for  a  few  days  or 
weeks.  For  example,  if  Japanese  inves- 
tors were  to  conclude,  for  whatever 
reason,  that  U.S.  securities  were  not  a 
good  buy,  they  could  simply  decide 
not  to  bid  aggressively  in  the  next 
Treasury  auction.  That  would  push 
the  dollar  down,  so  that  foreign  inves- 
tors could  come  back  into  the  market 
three  weeks  or  so  later  to  buy  up  those 
very  same  bonds  at  a  higher  yield  with 
a  cheaper  dollar. 

Wfjat  can  be  done  to  reverse  that  lethal 
Japanese  trade  surplus? 
A  lower  dollar  and  higher  growth  in 
Japan  are  obvious  starting  points.  But 
within  15  years  dramatic  things  will 
happen  in  Japan.  Their  population  is 
aging,  and  their  savings  rate  is  going 
to  decline  very  dramatically.  By  the 
end  of  this  century  a  much  larger  por- 
tion of  their  population  will  be  in  the 
60-to-70-year-old  bracket  and  will  de- 
mand more  government  services  like 


health  care.  Declining  savings  will 
mean  less  money  for  export.  Fewer 
and  fewer  active  workers  will  be  sup- 
porting more  and  more  retired  work- 
ers. Less  productive  and  more  labor- 
intensive  industries  will  be  shipped 
abroad.  The  result:  By  and  large  the 
Japanese  are  going  to  have  a  much 
smaller  trade  surplus. 


Wat's  long  term.  Short  term,  has  the  stock 
market  reached  bottom? 
Probably  not.  There's  still  volatility 
in  front  of  us,  though  probably  less 
than  what  is  behind  us.  Basically, 
computer  trading  didn't  start  this  de- 
cline, although  it  added  to  the  sharp- 
ness of  it. 

Do  differing  margin  requiremetits  in  var- 
ious markets  around  the  world  contrib- 
ute to  imtability? 

Yes.  One  of  the  things  that  is  going  to 
have  to  be  done  over  the  next  couple 
of  years  is  a  greater  standardization  of 
requirements  and  regulations,  and  not 
just  in  the  area  of  margin  require- 
ments. Take  the  amount  of  money  a 
bank  has  to  put  aside  for  a  bad  loan. 
Requirements  vary  dramatically  from 
country  to  country.  That  causes  prob- 
lems in  rescheduling  agreements  with 
Third  World  countries. 

How  badly  did  the  Japanese  get  hurt  in 
the  Wall  Street  crash? 
Most  of  their  money  was  in  bonds, 
which  have  strengthened  considera- 
bly. But  a  sliding  dollar  could  hurt 
them  tremendously. 

Nina  Barnetl 


Goldman,  Sachs'  Robert  Hormats 

•They  can  strongly  influence  the  dollar  just  by  deciding  not  to  invest. 


Federal  Reserve  Chairman  Alan  Green- 
span is  in  the  hot  seat.  What  can  he  do  to 
prevent  a  dollar  free/all' 
If  he  keeps  the  dollar  too  high  in  order 
to  keep  attracting  foreign  investment, 
he  risks  slowing  down  the  improve- 
ment in  the  U.S.  trade  balance.  But 
letting  it  slide  too  much  would  sim- 
ply mean  considerably  higher  domes- 
tic interest  rates  that  could  also  slow 


down  the  economy. 

He  isn't  wedded  to  any  particular 
nominal  exchange  rate  but  will  have 
to  act  if  the  dollar  drops  dramatically 
in  real  terms.  He  doesn't  want  the 
dollar  to  plummet,  because  the  world 
would  feel  that  the  U.S.  had  lost  con- 
trol over  its  currency. 

The  dollar  recently  fell  to  around  130 


yen,  down  from  240  in  late  1985 
If  it  temporarily  stabilizes  at  that  rate 
(130),  Japanese  investors  would  have 
an  incentive  to  put  new  money  into 
the  U.S.  economy — so  long  as  infla- 
tion remains  subdued. 

That  had  better  happen,  because  if  you 
are  right,  we  badly  need  their  money. 
Wanks  ■ 


Japans  Kumagai  Gumi  has  emerged  as 
one  of  the  worlds  largest,  most  innovative 
contractors.  But  has  it  grown  too  big,  too 
fast,  with  too  much  debt? 

Share  the  profits, 
share  the  pain 


By  Andrew  Tanzer 
and  Marc  Beaocnamp 


Roben  W  allisJB  Piaures 


Kumagai  Gumi  Co.  President  Taicbiro  Kumagai,  the  founders  grandson 
A  "progressive"  company  in  a  "hidebound,  feudalistic"  industry. 


IF  THE  BUILDING  MARKETS  in  the 
world's  capitals  contract  with  the 
equity  markets,  howls  of  pain 
will  be  heard  from  Tokyo's  Yotsuya 
district.  Yotsuya  is  the  headquarters 
of  Kumagai  Gumi  Co.,  Ltd.,  the  youn- 
gest and  most  aggressive  among  Ja- 
pan's "big  six"  international  con- 
struction firms.  With  a  contract  back- 
log of  $13  billion,  Kumagai  is  highly 
exposed  in  New  York,  London,  Hong 
Kong,  Sydney  and  Melbourne — sites 
of  some  of  the  world's  steepest  stock 
market  falls. 

If  you  haven't  heard  of  $5.7  billion 
(revenues)  Kumagai  Gumi,  you  have 
not  been  reading  the  contractor  signs 
affixed  to  the  world's  choicest  build- 
ing sites.  In  Hong  Kong,  where  Kuma- 
gai Gumi  construction  billboards  ring 
the  harbor,  the  company  is  building 
the  second  harbor  tunnel,  the  colo- 
ny's biggest  thermal  power  station 
and  the  70-story  Bank  of  China  build- 
ing. (Designed  by  LM.  Pei,  this  will  be 
Hong  Kong's  tallest  skyscraper.) 

In  Kuala  Lumpur  and  Jakarta,  Ku- 
magai has  also  completed  those  cities' 
tallest  buildings.  It  is  scheduled  soon 
to  begin  construction  of  the  highest 
structures  in  Peking  and  Melbourne. 

In  Australia  Kumagai  Gumi  has 
been  awarded  a  contract  to  build  the 
Sydney  harbor  tunnel  and  is  conduct- 
ing a  feasibility  study  of  a  bullet-train 
line  linking  Sydney,  Canberra  and 
Melbourne.  In  London  it  has  bought 
six  buildings,  most  of  them  to  refur- 
bish and  sell  to  new  owners,  including 
Japan's  Nomura  Securities  and  proba- 
bly Daiwa  Securities.  In  Canada,  300 
miles  east  of  Vancouver,  Kumagai  is 
building  the  longest  train  tunnel  in 
North  America  and,  with  Bechtel,  a 
huge  hydroelectric  dam  in  Manitoba. 

What  of  the  U.S.,  the  richest  con- 
struction market  of  all?  "What  they 
have  done  in  the  U.S.  is  monumen- 
tal," says  Jack  Shaffer,  senior  vice 
president  of  New  York  mortgage- 
banker  Sonnenblick-Goldman  Corp. 
"They  are  home  run  hitters." 

In  Manhattan,  Kumagai  is  currently 
working  on  seven  projects,  together 
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Make  every  road  feel  like  Park  Avenue 


s  1988  Buick  Park  Avenue 

itures  a  new  ride  system  so 
ooth  and  capable,  it  evokes 
i  great  boulevards  of  Man- 
ffan.  This  ride  breakthrough 
lue  to  Dynaride,  a  system 
ihock  absorber  technology 
nbined  with  Park  Avenue's 
/heel  independent  sus- 
nsion  and  automatic  level 
itrol.  Dynaride  simulta- 
Dusly  offers  excellent  stabil- 
3nd  isolation  from  road 
gularities,  while  providing 
ip  and  precise  handling. 


More  power  for  the  road, 

Complementing  Park  Avenue's 
new  ride  quality  is  the  new  3.8 
SFI  "3800"  V-6  engine.  No  other 
V-6  in  the  world  offers  this 
engine's  combination  of  se- 
quential-port fuel  injection,  a 
balance  shaft  and  roller  valve 
lifters.  The  "3800"  V-6  delivers 
165  horsepower,  10%  more 
than  its  predecessor,  and 
great  dependability.  Its  bal- 
ance shaft  and  21  %-lighter 
piston  assembly  also  make  it 
a  remarkably  smooth- 
performing  engine. 


Feel  the  difference. 

Reward  yourself  with  a  test 
drive  soon.  Buckle  up  and 
experience  the  difference  the 
new  "3800"  V-6  and  Dynaride 
suspension  can  make  in  your 
driving.  Your  Buick  dealer  is 
ready  to  make  your  favorite 
road  feel  like  Park  Avenue. 


The  Great  American  Road  belongs  to  Buick 


(.arl  ((Ussman 


worth  $1.5  billion,  with 
developer  William  Zeck- 
endorf  Ir.  These  include 
the  $560  million  World- 
wide Plaza  and  the  $228 
million  Broadway 
Crowne  Plaza  hotel/office 
complex,  both  in  mid- 
town,  and  the  $191  mil- 
lion One  Union  Square 
East  mixed-use  develop- 
ment. Kumagai  is  also 
putting  up  office  buildings 
in  Seattle,  Los  Angeles 
and  Washington,  D.C.  In 
Hawaii,  it  is  building 
three  hotels  and  has  en- 
tered a  joint  venture  with 
two  Hawaiian  partners  to 
develop   the   $4  billion 

West  Beach  resort,  near   

Pearl  Harbor. 

Founded  in  1938  by  Santaro  Kuma- 
gai, the  grandfather  of  the  current 
president,  Kumagai  Gumi  Co.  was 
until  recently  a  domestic-oriented 
civil  engineering  firm.  Only  in  the 
early  1980s,  when  there  was  a  freeze 
on  public  works  projects  in  Japan  and 
when  the  traditional  overseas  market 
in  Southeast  Asia  became  too  com- 
petitive, did  Kumagai  venture  to  Aus- 
tralia, North  America  and  Europe.  But 
it  ventured  boldly.  From  1981  to  1985, 
while  overseas  orders  received  by 
companies  like  Bechtel  and  Fluor 
plunged,  Kumagai's  increased  tenfold, 
to  $2.2  billion — although  last  year 
overseas  orders  slipped  somewhat,  to 
$1.9  billion.  For  the  last  few  years 
Kumagai  has  grabbed  30%  to  40%  of 
all  overseas  orders  won  by 
the  entire  Japanese  con- 
struction industry.  Over- 
seas contracts  now  ac- 
count for  $4.3  billion  of 
Kumagai's  $13  billion  or- 
der backlog. 

Like  many  Japanese 
companies,  Kumagai  has 
been  more  interested  in 
overseas  market  share 
than  profitability.  Japa- 
nese securities  analysts 
doubt  that  Kumagai  has 
made  any  profits  on  over- 
seas projects  in  the  last 
two  years,  thanks  mostly 
to  heavy  losses  in  Malay- 
sia and  Singapore.  Last 
year,  the  builder's  net 
earnings  fell  20%,  to  $85 
million. 

Kumagai  owes  its  rapid 
rise  to  several  attributes, 
among  them  flexibility 
and  quick  response  time. 
A  competing  Japanese 
builder  describes  his  in- 


4kd 


One  Union  Square  East  in  Manhattan 
Kumagai  has  invested  $330  million  in  New  York. 


dustry  as  "hidebound,  feudalistic," 
but,  says  Kumagai  Gumi,  is  "progres- 
sive." At  Kumagai,  operations  are,  by 
Japanese  standards,  extraordinarily 
decentralized  and  cosmopolitan. 
Workers  posted  abroad  are  expected 
to  stay  at  least  ten  years,  compared 
with  three  or  four  at  most  Japanese 
firms,  and  to  go  native.  Decisions  re- 
quiring head  office  approval  are  made 
in  a  week  or  two,  while  at  other  Japa- 
nese construction  companies  propos- 
als pass  through  layers  of  bureaucracy 
and  take  months  to  be  acted  on. 

Equally  important  to  its  success, 
Kumagai  is  as  much  a  developer  as  a 
builder.  Instead  of  sitting  back  and 
waiting  for  orders,  Kumagai  conceives 
projects,  puts  together  the  financing 
and  presents  the  package  to  govern- 


Motoo  Otsuka,  head  of  Kumagai's  overseas  operations 
"We  want  to  prevent  objections  to  Japanese  business 


ments,  most  of  which  see 
the  proposals  as  opportu- 
nities to  increase  public 
services  without  raising 
any  taxes. 

For  example,  the  com- 
pany concocted  the  sec- 
ond harbor  tunnel  project 
in  Hong  Kong  and  the 
Sydney  harbor  tunnel,  and 
then  walked  away  with 
both  contracts.  After  com- 
pletion, Kumagai  will  op- 
erate the  Hong  Kong  and 
Sydney  harbor  tunnels  for 
20  to  30  years  before 
transferring  them  to  the 
local  governments. 

Kumagai  is  also  plan- 
ning the  Sydney-Mel- 
bourne bullet  train  and  is 
currently  conducting  a  study  of  a  950- 
mile  rail  link  between  Darwin  and 
Alice  Springs,  in  Australia's  Northern 
Territory. 

Tall,  courtly  demibillionaire  Tai- 
chiro  Kumagai,  the  company's  54- 
year-old  president,  explains  that  by 
initiating  projects  he  can  avoid  com- 
petitive bidding.  "We  prefer  negotiat- 
ing contracts,  because  just  receiving 
orders  for  construction  doesn't  give  us 
enough  profits,"  he  says. 

In  its  big  city  commercial  and  resi- 
dential buildings,  too,  Kumagai  pre- 
fers to  act  as  a  principal.  Rather  than 
merely  overseeing  construction,  Ku- 
magai often  invests  in  the  hotels,  of- 
fice buildings  and  condominiums  that 
it  builds.  With  a  joint  venture  partner, 
it  buys  sites,  takes  an  equity  stake, 
waii,s/jB Pictures  arranges  financing,  guar- 
antees loans  and  sells  its 
stake  after  the  completion 
of  the  project. 

Why  invest?  "Without 
investing,"  answers  Ku- 
magai, "we  can't  get  the 
project." 

"Kumagai  is  very  in- 
volved in  financing,  and 
their  involvement  is  help- 
ful in  working  with  Japa- 
nese banks,"  explains 
William  Zeckendorf,  the 
New  York  developer.  In 
New  York  projects  alone, 
Kumagai  has  invested 
$330  million  of  equity 
capital. 

Kumagai  Gumi  wins 
awed  reviews  even  from 
its  Japanese  competitors. 
"Kumagai  is  the  most  dy- 
namic construction  com- 
pany on  the  face  of  the 
earth,"  declares  one  in- 
dustry executive.  He  adds, 
"It  is  revolutionary." 
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Are  mail-order  discounters  taking  a  free 
ride  on  local  furniture  dealers?  Or  have 
they  spotted  a  wide-open  marketing  niche? 

"North  Carolina 
problem" 


And  risky.  Kumagai  has  a  long-term 
debt  of  $1.1  billion,  the  industry's 
largest.  Debt-to-equity  ratio  is  aver- 
age among  big  six  contractors  at  4-to- 
1.  In  addition  to  this  debt,  Kumagai 
has  guaranteed,  off  the  books,  another 
$2  billion  of  long-term  debt. 

Like  other  Japanese  firms,  Kumagai 
can  raise  money  cheaply.  Last  year  it 
issued  a  $100  million  unsecured  con- 
vertible bond  at  3.5%.  In  1985  it 
raised  $200  million  at  2.8%  with  a 
domestic  CB  issue.  When  the  Hong 
Kong  Stock  Exchange  was  still  hot — 
and  open — last  May,  Kumagai  raised 
cheap  equity  capital  by  taking  its  lo- 
cal construction  subsidiary,  Kumagai 
Gumi  (H.K.)  Co.  Ltd.  public.  Kumagai 
now  has  financial  subsidiaries  in 
Hong  Kong,  Dallas,  Sydney  and  the 
Netherlands  Antilles  to  raise  capital. 

President  Kumagai  says  he  tries  to 
limit  his  exposure  to  risk  by  teaming 
up  with  blue-chip,  well-connected 
partners.  In  Hong  Kong,  he  was  care- 
ful to  sell  a  16%  stake  in  Kumagai 
Gumi  (H.K.)  to  billionaire  Li  Ka- 
shing,  and  a  smaller  share  to  Peking- 
backed  corporations.  Other  partners 
include  Zeckendorf  in  New  York, 
Bechtel  in  Canada,  and  Transfield 
Pty.  Ltd.  and  Elders  IXL  in  Australia. 

"They  [the  partners]  know  the  mar- 
ket better  than  we  do,"  explains  Fred 
Kakurai,  head  of  Kumagai  Gumi's 
Euro-American  office  in  New  York. 
Adds  Motoo  Otsuka,  a  senior  manag- 
ing director  and  head  of  Kumagai's 
overseas  operations:  "We  want  to  pre- 
vent objections  from  local  people  to 
Japanese  business."  To  further  this, 
Kumagai  subcontracts  most  of  its  for- 
eign construction  to  local  contractors, 
and  procures  materials  locally. 

In  Kumagai  Gumi's  home  market  it 
also  helps  that  Tasaburo  Kumagai, 
the  current  company  president's  fa- 
ther, is  a  member  of  the  Japanese 
Diet.  (Children  of  both  outgoing 
Prime  Minister  Yasuhiro  Nakasone 
and  incoming  Prime  Minister  Noboru 
Takeshita  have  married  into  rival  big 
six  construction  families,  which  are 
major  political  contributors.) 

Will  Kumagai  Gumi  weather  the 
next  storm  in  the  world's  big  con- 
struction industry-  Probably.  On  its 
domestic  contracts,  Kumagai's  profit 
margins  are  consistently  the  highest 
among  the  big  Japanese  builders. 
"People  have  been  saying  for  10  years 
that  they  [Kumagai  Gumi]  will  go 
bankrupt,"  notes  an  observer  at  a 
competitor.  But  survival  is  one  thing, 
health  another.  As  financial  firms  in 
New  York,  London,  Hong  Kong  and 
Sydney  reassess  their  construction 
plans,  Kumagai  Gumi's  debt  looks 
more  like  a  burden  than  a  tool.  ■ 


By  John  Merwin 

A host  of  such  manufacturers  as 
IBM,  Merck  and  Outboard  Ma- 
brine  have  set  up  operations  in 
North  Carolina,  where  land  is  cheap 
and  wage  levels  are  low.  By  producing 
there,  manufacturers  can  fold  the 
state's  low  overhead  into  their  own 
product  cost  structure.  That  gives 
North  Carolina  goods  an  edge  over 
similar  products  made  in  higher-cost 
states  like  New  York  or  California. 

If  this  strategy  works  for  manufac- 
turers, could  it  work  for  retailers,  too? 
Why  shouldn't  retailers  locate  in 
areas  like  North  Carolina,  then  use 
the  low-cost  advantage  to  compete 
against  retailers  in  cities  like  New 
York  or  Boston,  where  taxes,  wages 
and  land  costs  are  high? 

In  fact,  the  strategy  is  working  nice- 
ly in  North  Carolina  for  scores  of 
mail-order  furniture  discounters. 
They  may  be  skimming  as  much  as 
$50  million  off  the  high-end  $1.5  bil- 
lion American  traditional  furniture 
business  by  selling  such  goods,  most 
locally  made,  to  out-of-state  bargain 
hunters.  The  mail-order  operations 
are  selling  at  prices  that  traditional 
furniture  showrooms  don't  want  to 
match.  For  example,  those  consumers 
who  are  interested  in  buying  a  dining 
room  suite  of  hand-finished  American 
traditional  furniture — which  at  full 
retail  can  easily  run  $5,000 — might 
save  40%  or  more  off  the  retail  price 
by  purchasing  through  a  mail-order 
discounter. 

In  an  old-fashioned  business  like 
furniture,  such  innovation  isn't  wel- 
come. To  big  manufacturers  and  their 
retailers,  who  believe  that  furniture 
ought  to  be  sold  only  in  person,  these 
discounters  have  become  known  as 
"the  North  Carolina  problem." 


Manufacturers  claim  the  mail-order 
houses  are  taking  a  "free  ride"  on  reg- 
ular urban  showroom  dealers.  The 
complaint:  that  consumers  simply 
wander  through  local  furniture  show- 
rooms examining  the  wares,  then  go 
home  and  place  an  order  for  whatever 
they  want  through  a  North  Carolina- 
based  mail-order  discounter.  There 
are  scores  of  these  little  operators,  few 
of  whom  advertise.  Thus,  in  fact,  they 
do  depend  on  customers'  seeing  furni- 
ture elsewhere,  which  generally 
means  widely  displayed  brands  like 
Henredon,  Thomasville  or  Pennsylva- 
nia House. 

In  bad  times  furniture  manufactur- 
ers have  used  these  discounters  as 
convenient  outlets  to  unload  inven- 
tory. But  now  that  sales  of  high-end 
traditional  furniture  are  growing  at 
12%  a  year,  big  manufacturers  no 
longer  need  the  discounters  and  are 
cutting  off  their  supply. 

In  fact,  of  course,  such  cheapie 
browsing  is  hardly  unique  to  furniture 
retailing.  Take  kitchen  appliances, 
cameras,  home  computers  and  ste- 
reos, brand  names  of  which  can  all  be 
tested  and  examined  in  retail  dealer 
showrooms,  then  ordered  through  the 
mail  from  discounters  at  substantial 
savings. 

Who  are  these  discounters?  At  the 
top  of  the  market  is  J.  Edgar  Broyhill 
II,  33,  owner  of  the  Edgar  B  Furniture 
Co.  in  Clemmons,  N.C.  Broyhill  is  a 
high-profile  operator,  regularly  run- 
ning ads  for  his  business  in  national 
publications. 

Broyhill  is  also  an  efficient  opera- 
tor. Although  he  maintains  an  8,000- 
square-foot  showroom,  97%  of  his 
$18  million  in  estimated  sales  this 
year  will  come  from  a  194-page  color 
catalog,  which  he  sells  for  $12  in  order 
to  weed  out  the  merely  curious. 
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His  legs  were  crippled. 
But  he  carried  the  weight 
of  the  free  world 
on  his  shoulders. 

He  was  used  to  carrying  a  heavier  load  than  most. 
The  braces  on  his  legs  weighed  fourteen  pounds. 

But  he  not  only  campaigned  for  and  won  the 
Presidency  despite  his  handicap,  he  won  it  four 
times.  From  his  wheelchair,  he  steered  the  country 
through  two  of  the  most  important  events  of  the 
twentieth  century  — the  Great  Depression  and 
World  War  II. 

Yet  in  a  survey  of  high  school  seniors,  52% 
could  not  identify  Franklin  Delano  Roosevelt. 
Many  could  not  identify  Churchill  or  Eisenhower, 
either. 

That's  shocking  and  sad,  and  we  wanted  to  do 
something  about  it. 

So  General  Dynamics  has  brought  a  series  of 
dramatic  profiles  of  twentieth  century  leaders 
to  PBS. 

And  in  a  mailing  to  America's  high  schools, 
we  have  offered  free  videocassettes  of  our  PBS 
programs  featuring  Churchill,  Eisenhower,  LBJ, 
and  Pope  John  XXIII. 

Twenty- two  million  American  students  will 
see  them  and  learn  how  individuals  with  courage 
and  conviction  can  make  a  difference. 


GENERAL  DYNAMICS 

A  Strong  Company  For  A  Strong  Country 


/  Edgar  Broyhill  11 

If  Tiffany  can  sell  diamond  necklaces  by  mail,  he  can  sell  dining  room  furniture. 


To  keep  the  operation  running 
smoothly,  Broyhill  has  spent  more 
than  $750,000  on  computers  that 
track  orders  and  maintain  account 
histories  on  165,000  customers.  Toll- 
free  telephone  lines  cost  about 
$300,000  a  year.  After  that,  the  busi- 
ness consists  mostly  of  taking  orders, 
cashing  checks  and  sending  out  the 
furniture.  "If  Tiffany  can  sell  dia- 
mond necklaces  by  catalog  and  Amer- 
ican Express  can  sell  fur  coats,"  Broy- 
hill says,  "it  shouldn't  be  surprising 
that  people  will  buy  furniture  from  a 
catalog." 

With  his  catalog,  Broyhill  is  able  to 
push  lines  from  the  smaller  manufac- 
turers who  need  him  as  much  as  he 
needs  them,  while  avoiding  the  big 
manufacturers  who  are  cutting  off  the 
discounters. 

That's  not  the  case  at  Rose  Furni- 


ture, a  large  High  Point,  N.C.  dis- 
counter that  neither  advertises  na- 
tionally nor  sends  out  catalogs. 
Though  Rose  recently  opened  a 
100,000-square-foot  furniture  show- 
room along  1-85,  the  bulk  of  its  $28 
million  in  annual  sales  comes  from 
out-of-state  buyers.  When  Pennsylva- 
nia House,  a  major  furniture  manu- 
facturer, tried  to  cut  off  Rose's  $1.5 
million  account,  Rose  promptly  filed 
a  federal  antitrust  suit. 

The  suit  underscores  what  Pennsyl- 
vania House  and  its  dealer  network 
must  worry  about  most:  not  so  much 
losing  sales  to  mail-order  discounters, 
who  sell  only  about  3%  of  Pennsylva- 
nia House's  output,  but  reduced  mar- 
gins for  conventional  retailers  when 
customers  use  discounters'  quotes  to 
push  down  prices.  In  turn,  that  bar- 
gaining   threatens  manufacturers' 


margins. 

Does  a  manufacturer  have  the  right 
to  protect  its  traditional  sales  chan- 
nels, as  Pennsylvania  House  and  oth- 
ers assert?  Or  should  consumers  be 
able  to  buy  furniture  from  whomever 
they  please,  even  if  it  means  buying 
from  a  dealer  a  thousand  miles  away 
who  may  not  offer  as  good  a  service  as 
local  retailers? 

A  federal  court  will  decide  that,  but 
the  vote  of  the  marketplace  is  clear 
already.  In  the  last  ten  years  the  num- 
ber of  retail  furniture  outlets  has 
dropped  by  about  a  third,  to  16,000 
nationwide,  even  as  discount  mail- 
order operations  from  Edgar  B  Furni- 
ture to  Rose  Furniture  have  been 
growing.  In  buying  other  products, 
many  consumers  have  said  they  like 
mail-order  discounting.  True,  too,  it 
seems,  for  furniture.  ■ 
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he  longines 
Hour  Angle  llaleh 

designed  by 
diaries  A.  Lindbergh 

To  mark  the  60th  anniversary  of  Lindbergh's 
historic  Atlantic  crossing,  Longines  produced  a 
limited  edition  of  faithful  replicas,  4/5th  actual 
size,  of  the  Longines  Hour  Angle  Watch  designed 
by  Col.  Charles  A.  Lindbergh.  Functions  and 
features  are  exactly  those  of  the  original.  The 
movement  is  the  most  advanced  Longines  self- 
winding caliber. 

Fittingly,  the  facsimile  collection  of  the  Longines 
Hour  Angle  Watch  was  given  its  world  premiere  at 
Le  Bourget  Airport  near  Paris  on  May  21, 1987. 

Shown:  Stainless-steel  case  with  an  18K  gold 
bezel.  Sweep-second  hand.  Water-resistent  to 
three  atmospheres  (100  feet).  Mineron  crystal. 
$2,850.  Available  in  stainless  steel.  $1,850. 


BAILEY  BANKS  &BIDDLE 

JEWELERS  SINCE  I832 


Selected  stores  only. 


Philadelphia  (215)  564-6200  •  Pittsburgh  •  Washington,  D.C.  •  Atlanta  •  Chicago  ••  Boston  •  West  Palm  Beach 


S&Ls  are  an  accounting  minefield.  Which 
means  they  offer  opportunities  to  investors 
who  can  step  around  the  mines. 

Bargains  and 
apparent  bargains 


By  Ralph  King  Jr. 


Golden  West  Financial,  which 
hasn't  lost  money  since  1982, 
is  going  for  five  times  earnings. 
Dime  Savings  Bank  of  New  York, 
with  a  recent  19%  return  on  equity,  is 
trading  at  little  more  than  half  of  its 
book  value.  At  the  recent  stock  price 
you  could  buy  $13.3  billion  (assets) 
Gibraltar  Financial  for  $141  million. 

Even  by  the  standards  of  this  mar- 
ket, the  savings  and  loan  stocks  are 
cheap.  One  good  reason  is  that  thrift 
accounting  is  not  to  be  trusted.  With 
the  permission  of  the  accounting  pro- 
fession and  the  connivance  of  thrift 
regulators,  sick  S&Ls  present  balance 
sheets  that  bear  little  relation  to  their 
underlying  financial  strength.  Says 
Jonathan  Gray,  analyst  at  Sanford  C. 
Bernstein  &  Co.:  "There's  the  world 
according  to  the  accounting  profes- 
sion and  the  regulators,  and  then 
there's  reality." 

Even  smart  investors  can  get  caught 
unawares — Samuel  Zell,  for  instance. 
This  wealthy  Chicago  turnaround  art- 
ist lost  every  penny  he  put  into  a 


Florida  S&.L  when  it  was  taken  over 
by  regulators  this  summer  (see  box,  p. 
48).  "The  opportunity  to  create  ac- 
counting mishmash  in  S&Ls  is  unbe- 
lievable," says  a  chastened  Zell. 

But  out  of  this  accounting  mine- 
field smart  investors  can  pluck  some 
great  bargains.  Other  dealmakers  are 
succeeding  where  Zell  did  not.  A 
group  that  included  Richard  Ravitch 
and  Warren  Buffett  recently  doubled 
its  money  in  just  over  two  years  in 
New  York's  Bowery  Savings  Bank. 
Former  Treasury  Secretary  William 
Simon  is  amassing  a  collection  of 
S&Ls  in  California  and  Hawaii.  Mor- 
ton Meyerson,  Ross  Perot's  ex-right- 
hand  man,  and  Richard  Rainwater, 
who  advised  the  Bass  brothers,  are 
going  after  a  bunch  of  them  in  Texas. 

What  should  smart  speculators 
look  for?  Here  are  five  key  ratios  Gray 
recommends  for  constructing  reality 
out  of  S&L  financials: 

Net  worth  to  assets.  This  is  book 
value  (assets  minus  liabilities)  divided 
by  assets.  Federal  regulators  demand  a 
ratio  of  at  least  $3  of  stockholders' 
equity  to  support  every  $100  of  assets. 


Analyst  Gray  looks  for  S&Ls  with 
twice  as  strong  an  equity  ratio — $6  for 
every  $100. 

As  important  as  the  net  worth  num- 
ber is  the  quality  behind  it.  At  a  lot  of 
companies  it  is  padded  with  good- 
will— the  excess  of  the  cost  of  an  ac- 
quisition over  the  acquired  S&L's 
own  net  worth.  Pure  water,  in  Gray's 
view.  Before  making  a  decision  to  in- 
vest, subtract  goodwill  from  equity  to 
arrive  at  realistic  net  worth. 

If  you  want  to  be  really  careful, 
back  out  another  dubious  asset:  S&L- 
owned  real  estate.  The  real  estate  may 
be  worth  its  stated  value,  but  then  it 
may  not,  especially  if  it  includes  re- 
possessed properties. 

CenTrust  Savings  Bank,  a  Miami, 
Fla.  outfit  with  a  superficially  strong 
net  worth/assets  ratio  of  5.5%,  has  a 
stated  net  worth  of  $404  million,  or 
$45  per  share.  But  among  its  assets  is 
$452  million  of  goodwill.  Subtract 
that  and  the  tangible  net  worth  drops 
to  minus  $48  million.  Subtracting 
real  estate  is  almost  too  cruel  in  this 
case:  It  would  put  CenTrust  into  mi- 
nus-$200-million  territory.  Beverly 
Hills,  Calif.-based  Gibraltar  also  gets 
low  marks  here. 

Interest-free  funds  to  assets.  To  get 
the  number,  take  all  interest-earning 
assets,  namely  loans  and  invest- 
ments, and  subtract  interest-bearing 
liabilities,  namely  borrowings  and  de- 
posits. Then  divide  by  assets. 

Great  Western  Financial  of  Beverly 
Hills  has  $24.37  billion  of  interest- 
earning  assets.  On  the  other  side  of 
the  ledger  are  interest-bearing  liabil- 
ities of  $23.53  billion.  So  we  figure 
Great  Western  has  $840  million  in 
interest-free  funds.  How  do  you  get 
"free"  funds?  Among  other  ways,  by 
having  a  lot  of  shareholder  equity. 
Equity  capital  doesn't  bear  interest. 

What  good  is  this  $840  million?  It  is 
money  that  earns  money  for  Great 
Western  but  doesn't  cost  it  anything. 
Like  a  supermarket  getting  a  supply  of 
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\bu  don't  have  to  be 
a  financial  genius  to 
retire  without  retiring 
your  income. 


With  their  tax-deferred  growth,  our  Single  Premium  Annuities 
can  help  replace  your  paycheck  with  an  annuity  check. 

Retiring  from  your  job  or  business 
loesn't  mean  retiring  from  paying 
'ills  and  covering  your  living  ex- 
•enses.  But,  if  you've  planned  ahead 
nd  purchased  a  New  York  Life  Single 
'remium  Retirement  Annuity,1  you 
an  still  have  a  regular  income,  just 
ike  you  did  when  you  were  working. 

Earnings  on  your  one-time  pre- 
nium  are  tax-deferred  until  the  day 
ou  withdraw  your  money.  This 
neans  your  money  has  a  chance  to 
ompound  faster  than  if  it  were  taxed, 
nd  when  you  start  withdrawing 
ipon  retirement,  you  may  pay  less 
ax  because  your  tax  base  will  prob- 
bly  be  lower. 

New  York  Life's  annuities  also  give 
ou  flexibility.  You  can  choose  be- 
ween  a  fixed  interest  annuity  or  our 

Issued  by  New  York  Life  Insurance  and  Annuity  Corporation 
ew  York  Life  Insurance  Company. 

The  common  slock  inveslmenl  is  nol  available  in  New  York  I 

The  Facilitator®  is  sold  only  by  Registered  Representatives  c 
idircct  subsidiary  of  New  York  Life  Insurance  Company 

Early  withdrawals  may  be  subject  to  a  10%  federal  penalty  t< 
icome  tax. 


Facilitator®  Multi-Funded  Annuity1 1 
in  which  you  can  direct  your  funds 
into  common  stock;  bond,  or  money 
market  accounts.  You  can  also  choose 
a  guaranteed  interest  account. 

Our  annuities  also  offer  substantial 
liquidity  by  allowing  you  to  withdraw 
up  to  10%  per  year  with  no  surren- 
der charge?  There's  no  front-end 
load,  which  means  100%  of  your 
money  goes  right  to  work  for  you, 
less  any  applicable  state  premium 
tax.  And  you  even  get  a  choice  of  a 
lump  sum  payment 
at  retirement— or  a 
guaranteed  retire- 
ment income  for  life 

If  you  want  to 
provide  for  income 
after  you  stop  going 


to  work,  mail  the  coupon  today.  Or 
ask  your  New  York  Life  Agent3 
about  Single  Premium  Retirement 
Annuities.  We'll  tell  you  how  these 
remarkable  annuities  work— so  you 
won't  have  to. 


Get  the  most  out  of  life.® 


.  a  wholly  owned  Delaware  subsidiary  of 

or  non-qualified  plans. 

if  NYLIFF  Securities  Inc..  a  wholly  owned 

ix  in  addition  to  being  subject  to 


New  York  Life  Insurance  and  Annuity  Corporation 
51  Madison  Avenue,  Rm.  2300  F- 1 1 30 

New  York.  NY  10010 

I'd  like  more  complete  information  about  your  Single  Premium 
Retirement  Annuities,  including  charges  and  expenses.  Also,  please 
send  me  a  prospectus  for  the  Facilitator®  so  that  I  may  read  it  care- 
fully before  I  invest  or  send  money. 
I  am  a  New  York  Life  policyowner.      Yes  □    No  □ 
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Booby  trap 


Consider  Samuel  Zell,  the  Chicago  investor  who 
resurrects  real  estate  and  industrial  corpses  and  is 
worth  some  $300  million.  Because  he  made  a  fortune 
buying  distressed  apartment  buildings  in  the  mid- 
1970s,  Zell  earned  the  nickname  "Grave  Dancer." 

In  May  1986  Zcll  and  two  fellow  investors  sank 
$4.2  million  ($11.29  per  share)  in  Tampa,  Fla.-based 
Freedom  Savings  &  Loan  Association.  If  not  a  corpse, 
Freedom  was  nearly  one.  Its  net  worth  had  dipped 
from  $76  million  in  1981  to  $23.7  million  ($7.71  per 
share)  in  1986,  during  which  time  two  major  stock- 
holders were  Marvin  Warner  and  Charles  Bazarian. 
Both  have  been  convicted  of  fraud  in  unrelated  cases. 
"If  Willie  Sutton  were  alive  today,  he  wouldn't  both- 
er with  commercial  banks,"  notes  investment  ana- 
lyst Jonathan  Gray.  "He'd  get  control  of  an  S&L." 

Zell  was  no  fool.  He  must  have  figured  that  Free- 
dom's net  worth,  though  endorsed  by  Deloitte  Has- 
kins  &  Sells,  was  overstated.  Still,  Zell  and  friends 
invested  just  $4.2  million  to  take  control  of  assets 
totaling  $2.4  billion.  How  could  they  lose? 
Zell  and  friends  offered  to  pump  another  $100 


million  of  new  cash  into  the  frail  institution — half 
their  own,  half  through  the  sale  of  securities — in 
exchange  for  two  board  seats.  F.  Philip  Handy,  42,  an 
associate  of  Zell,  became  chief  executive. 

Handy  quickly  cut  about  10%  of  the  work  force 
and  got  rid  of  some  60  corporate  cars.  Meanwhile,  his 
lieutenants  burrowed  into  the  investment  and  loan 
portfolios.  They  expected  to  find  rot,  but  what  they 
found  exceeded  their  expectations.  It  was  terrible. 
Less  than  four  months  later,  after  another  overhaul 
of  the  books  by  outside  consultants,  the  group 
abruptly  canceled  the  recapitalization  plan.  Freedom 
was  actually  under  water  by  $175  million. 

Within  days  Freedom's  board  fired  Handy.  This 
July  regulators  took  the  S&L  over,  leaving  Zell, 
Handy  and  the  other  shareholders  holding  worthless 
paper.  "We  made  our  decision  based  on  the  numbers 
that  were  publicly  available,"  says  Handy.  "If  we'd 
known  it  was  terminally  ill,  I  don't  think  we  would 
have  written  the  check."  Deloitte  partner  Charles 
Bagby,  who  says  he  was  never  contacted  by  the  Zell 
group,  stands  by  his  1985  audit  of  Freedom. — R.K.  Jr. 


free  bananas  from  a  tree  in  the  back. 

The  final  step  is  to  compare  the  size 
of  the  banana  tree  with  the  supermar- 
ket. Divide  interest-free  funds  by  as- 
sets. In  Great  Western's  case  the  ratio 
is  2.9%.  Gray  says  anything  close  to 
3%  or  more  is  pretty  good. 

Scheduled  items  to  assets.  "Sched- 
uled item"  is  banker-talk  for  sick 
loan.  The  dollar  amount  of  delinquent 
loans  is  disclosed  annually  in  the  10-K. 
At  Great  Western  the  $401  million 
total  (as  of  year-end  1986)  is  1.6%  of 
assets,  a  relatively  low  ratio.  At  Com- 
monwealth Savings  &  Loan,  a  $1.4 
billion  (assets)  Fort  Lauderdale,  Fla. 
S&L,  scheduled  items  exceed  7%  of 
assets.  Also  worrisome  at  Common- 
wealth is  the  sharp  increase  in  delin- 
quent loans,  from  $36  million  in  March 
1986  to  $101  million  in  June  1987. 

Core  earnings  to  total  earnings. 
"Core  earnings"  are  earnings  with  the 
water  squeezed  out.  For  this  exercise 
it's  best  to  focus  on  pretax  income. 

Back  out  gains  and  losses  from  sale 
of  any  type  of  assets  (loans,  securities, 
branch  offices,  etc.)  and  any  extraordi- 
nary items.  True,  some  financial  in- 
stitutions make  a  regular  income 
from  securities  gains.  But,  in  the  nev- 
er-never land  of  S&L  accounting, 
gains  can  be  reported  all  the  while 
offsetting  losses  are  buried.  (The  com- 
pany sells  when  it  makes  a  profit  but 
holds  when  there  is  a  loss,  so  that  it 
doesn't  have  to  show  the  loss.)  So, 
take  out  securities  profits. 

The  next  adjustment  is  a  little 
trickier.  Those  S&Ls  that  have  ac- 
quired other  thrifts  — and  most  have — 


will  likely  use  a  method  called  pur- 
chase accounting.  You'll  find  an  in- 
come item  often  referred  to  as  "accre- 
tion of  loan  discount,"  coupled  with 
"amortization  of  goodwill"  as  an  ex- 
pense. As  far  as  the  analysts  are  con- 
cerned, both  these  entries  are  mis- 
leading. Needless  to  say,  thrifts  that 
play  this  game  hope  to  come  up  with  a 
higher  number  for  loan  accretion  than 
they  do  for  goodwill  amortization — 
that's  how  they  can  create  phony 
earnings  out  of  a  purchase.  Subtract 


both  of  these  gain  and  loss  entries. 

You  now  have  a  core  pretax  income. 
When  you  get  down  to  here  you  are 
close  to  being  able  to  separate  the  real 
bargains  in  S&L  stocks  from  the  ap- 
parent bargains. 
But,  first,  a  bit  more  arithmetic. 
Now  compare  core  pretax  to  report- 
ed pretax.  If  the  ratio  is  low,  the  S&L 
may  be  better  at  book-juggling  than 
serving  customers.  Avoid  the  stock, 
no  matter  how  cheap  it  looks. 

Net  interest  income  to  overhead. 
Interest  income  is  interest  revenue 
minus  interest  expense.  It  is  the  bread 
and  butter  of  banking.  There  are  two 
sources  of  this  gross  profit:  interest- 
free  funds  (see  above),  and  the  interest 
spread.  Good  S&Ls  have  a  positive 
interest  spread;  that  is,  they  get  higher 
rates  on  their  mortgages  than  they  pay 
their  depositors. 

Having  found  net  interest  income, 
compare  it  with  overhead.  If  net  inter- 
est doesn't  cover  overhead,  and  yet  a 
profit  is  still  shown,  you  can  bet  the 
S&L  is  depending  on  less  predictable 
income  (fees  from  mortgage  servicing 
or  brokerage,  for  example)  to  pay  over- 
head. This  is  a  little  like  a  supermar- 
ket that  loses  money  on  its  gro- 
ceries but  makes  it  up  running  a 
betting  shop  in  the  back. 

Apply  these  strict  standards 
\     and  Great  Western,  says  ana- 
lyst Gray,  is  a  buy,  as  are 
Golden  West,  an  Oakland, 
Calif,  thrift,  and  Dime  Sav- 
ings, in  Garden  City,  N.Y.  But 
e  wouldn't  touch  Gibraltar 
Financial.  ■ 
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How  5  Rupert  Murdoch  s  Fox  Broadcasting 
television  network  doing  after  a  year  on  the 
air? It  s  still  in  the  red,  but  its far  from  dead. 

A  different  brand 
of  entertainment 


By  Deirdre  Fanning 


If  you're  tired  of  the  same  old 
prime-time  stuff  about  handsome 
lawyers  or  private  eyes  in  $80,000 
sports  cars,  then  try  tuning  in  that 
erstwhile  urchin  of  the  airwaves,  Fox 
Broadcasting  Co.  On  121  different  sta- 
tions around  the  country,  Rupert 
Murdoch's  fledgling  fourth  network  is 
serving  up  a  different  brand  of  enter- 
tainment that  is  not  to  everybody's 
taste.  But  Fox  is  garnering  an  audience 
of  the  kind  that  many  advertisers 
want  to  reach. 

Want  to  watch  women  inmates  ca- 
vort in  a  prison?  Or  a  sitcom  about  a 
President  of  the  U.S.  who  turns  out  to 
be  a  jerk?  Shows  like  these,  running 
counter  to  the  trend  of  programs  on 
the  other  networks,  are  capturing  the 
interest  of  a  segment  of  television 
viewers  that  Madison  Avenue  covets: 
18-to-49-year-olds  with  plenty  of 
ready  cash,  a  desire  to  consume  and 
buying  habits  less  set  in  stone  than 
those  of  their  elders. 

By  targeting  this  audience,  Fox  is 
successfully  doing  what  a  year  ago 
seemed  impossible:  launching  a  start- 
from-scratch  television  network  to 
take  on  CBS,  NBC  and  ABC.  The 
shows  are  offbeat  but  fresh  and  funny, 
and  the  counterprogramming  is  effec- 
tive. The  numbers,  while  by  no  means 
great,  are  roughly  in  line  with  what 
Fox  had  predicted  for  first-year  start- 
up losses.  A  careful  look  at  the  figures 
suggests  they  may  actually  be  better 
than  is  generally  realized. 

The  strategy  Fox  has  mapped  out  is 
straightforward:  two  nights  of  prime 
time  programming  weekly,  followed 
by  more  nights  of  programming  as  the 
audience  grows.  The  campaign  is  be- 
ing directed  by  Fox  Chairman  Barry 
Diller  and  his  two  top  aides,  President 
Jamie  Kellner  and  programming  chief 


Garth  Ancier.  Says  Diller,  "All  we 
need  is  one  show  that  works,  and 
we've  got  that  already.  The  wind  is  at 
our  backs." 

Fox'  focus  of  the  moment:  Sundays 
from  7  p.m.  to  10  p.m.,  traditionally 
one  of  the  strongest  time  slots  of  the 
week  for  the  networks.  This  is  the  one 
period  of  the  week  when  American 
families  are  most  likely  to  gather  to- 
gether around  the  television,  and  for 
years  the  networks  have  battled  for 
audience  shares  with  programming 


like  CBS'  60  Minutes,  ABC's  Disney 
Sunday  Movie  and  NBC's  Family  Ties. 

Against  those  shows,  Fox  is  throw- 
ing expensive,  original  programming 
all  its  own.  There's  21  Jump  Street,  an 
action  series  with  young  cops  posing 
as  teenagers.  And  Married . . .  With  Chil- 
dren, a  kind  of  white-collar  Archie 
Bunker  sitcom.  And  the  Tracey  Ullman 
Show,  a  variety  program  featuring  a 
quirky  British  comedienne. 

All  this  costs  money,  and  for  now  at 
least,  Fox  Broadcasting  remains  in  the 
red,  having  lost  somewhere  between 
$35  million  and  $50  million  since  it 
began  network  programming  13 
months  ago. 

But  that  programming  is  also  bring- 
ing in,  by  Forbes'  estimate,  some- 
where around  $20  million  annually  in 
increased  advertising  revenue  to  Mur- 
doch's seven  owned-and-operated 
television  stations.*  With  TV  stations 
currently  selling  for  11 -to- 12  times 
operating  cash  flow,  the  extra  revenue 
has  increased  the  value  of  those  seven 
stations,  we  estimate,  by  as  much  as 
$220  million — maybe  somewhat  less 
since  the  market  crash  but  still  a  for- 
midable gain.  In  other  words,  what  is 
an  income  loss  for  Fox  Broadcasting 

*  KDAF  Dallas,  KRIV  Houston,  KITS  Los  Angeles, 
WFLD  Chicago,  WFXT  Boston,  WNYW  New  York, 
WTTG  Washington,  D  C. 


Fox  Chairman  Barry1  Diller 
"The  wind  is  at  our  backs. 
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In  1980,  MacNeal  Hospital  was  suffering  from  inefficiency. 

They  decided  to  call  IBM.  That  decision  began  a  business  relationship  that 
would  grow  over  the  next  seven  years. 

Their  specialists  and  IBM's  specialists  analyzed  the  symptoms.  This  Berwyn, 
Illinois, hospital  was  financially  unhealthy.  Beds  were  empty.  Morale  was  low. 

A  new  system  was  needed  to  get  at  the  cause  of  the  problem;  one  that  used 
computers  to  integrate  information  and  permitted  every  department  to  communic 
efficiendy. 

IBM's  Patient  Care  System  was  installed.  Computer  terminals  were  placed  at 
every  nursing  station.  Crucial  patient  information  was  available  in  seconds. 

©  IBM  1987  ©  Copyright  1978  CIBA-GEIGY  Corporation  Reprpduced  with  permission  from  THE  CISA  COLLECTION  OF  MEDICAL  ILLUSTRATIONS  by  Frank  H  Netter.  MD  All  rights  reserved. 


time  that  was  spent  doing  paperwork  was  now  better  spent  doing  patient  work. 
Over  the  years  MacNeal  has  come  to  depend  on  IBM's  service  just  as  the 
nunity  depends  on  MacNeal's.  Both  IBM  and  MacNeal  are  there  24  hours  a  day, 
s  a  week. 

The  system  designed  by  MacNeal  and  IBM  put  the  hospital  back  on  its  feet.  In 
t  grew  a  new  wing.  A  $62  million  totally  computerized  facility  was  constructed 
^ears  ago. 

MacNeal  is  running  in  the  black.  The  hospital  that  had  no  future  has  become 
ospital  of  the  future.  We'd  like  to  think  the  ongoing  partnership  between 
teal  and  IBM  is  exacdy  what  the  doctor  ordered.  ==^=  ==• 


particular 
who  were 


Co.,  is  a  potential  balance 
sheet  gain  for  Murdoch's 
Australia-based  News 
Corp.  Ltd.,  the  ultimate 
owner  of  the  stations. 

Advertisers  are  attract- 
ed to  Fox  because  of  the 
composition  of  its  audi- 
ence. Most  people  think 
that  commercial  time  is 
sold  on  television  solely 
on  the  basis  of  household 
ratings — that  is,  the  per- 
centage of  the  nation's 
88.6  million  television- 
viewing  households  that 
are  likely  to  tune  into  a 
program.  But  advertisers, 
initially  promised  an  overall  house- 
hold rating  of  6  by  Fox,  also  buy  time 
on  shows  based  on  the  demographic 
profile  of  the  audience  watching  that 
show.  Thus,  a  "6  rating"  for  a  show 
like  Fox'  21  Jump  Street  is  less  impor- 
tant to  an  advertiser  like  Coca-Cola 
or  McDonald's  than  the  fact  that 
90%  of  that  audience,  or  about  4.75 
million  viewers,  are  aged  12  through 
34 — a  key  target  audience  for  those 
advertisers. 

Only  a  few  of  Fox'  shows,  most 
notably  21  Jump  Street  and  Werewolf, 
have  garnered  ratings  of  6  or  higher. 
Others,  like  the  current  Second 
Chance  and  the  since-canceled  Late 
Show  Starring  Joan  Rivers,  have  consis- 
tently turned  in  sub-par  2s  and  3s.  But 
while  such  ratings  have  been  some- 
what disappointing,  Fox  has  been  de- 
livering strong  demographics.  Says 
John  Sisk,  a  senior  vice  president  at  J. 
Walter  Thompson,  "An  advertiser 
would  rather  convert  an  18-year-old 
to  a  new  soap  than  take  on  some  old 
fogey  who's  used  the  same  soap  for 
years  and  years." 

A  survey  of  the  demographics  for  a 
recent  Sunday  night  edition  of  21 
Jump  Street  shows  the  new  network 
doing  well  in  the  teen  category,  with  a 
17%  share,  compared  with  CBS'  7% 
share,  NBC's  27%  slice  and  ABC's 
25%  piece.  Not  bad  for  a  network  that 
reaches  13%  fewer  homes  than  do  the 
big  three,  and  that,  just  over  a  year 
ago,  did  not  exist. 

Fox'  key  to  distributing  these 
shows  is  the  network  of  121  "affili- 
ate" stations  around  the  country.  As 
do  the  other  networks,  Fox  pays  these 
affiliates  to  carry  its  programming. 
Fox  compensates  the  affiliates  by  pay- 
ing them  a  percentage  of  the  total 
network  revenues,  using  a  sliding 
scale  to  adjust  the  percentage  for  each 
affiliate's  market  share  In  addition, 
Fox  gives  the  affiliates  six  30-second 
spots  per  hour  to  sell  to  their  own 
advertisers. 


Minnow  versus  whales 


Fox'  own  stations  are  doing  fine,  but  as  a  television 
network  it  still  has  a  long  way  to  go. 


Network 

Weekly 
program- 
ming hours 

Current 
affiliates 

— 1986  revenues  ($mil) — 
owned  & 
network  operated 

Fox 

10 

121 

$40* 

$345-350' 

ABC 

.76 

221 

2,084 

651 

CBS 

110 

210 

2,270 

355 

NBC 

90 

208 

2,518 

468 

•For  the  period  7/86  to  6/87. 

Sources  for  estimates  Broadcasting  magazine;  First  Boston  Gap 

.  networks 

Result?  Most  Fox  affiliates  are  al- 
ready making  more  money  off  the  net- 
work programming  than  if  they  had 
stayed  independent.  Fox  paid  dearly 
for  the  rights  to  broadcast  the  televi- 
sion Emmy  awards  earlier  this  year, 
and  poor  national  ratings  made  the 
venture  look  a  loser.  But  the  deal  was 
a  bonanza  for  many  of  the  network's 
affiliates  and  made  them  glad  to  be 
part  of  Fox.  "We  made  20  times  the 
income  we'd  normally  make  in  that 
spot,  carrying  the  Emmys,"  exclaims 
Martin  Colby,  general  manager  of 
XETV  in  San  Diego. 

In  return  for  the  increased  rates, 
however,  the  affiliates  pay  a  price: 
They  lose  some  of  their  programming 
independence.  On  the  afternoon  of 
the  500-point  Monday  stock  market 
collapse  last  month,  Murdoch  and 
Diller  decided  to  air  a  special  30- 
minute  news  segment  on  the  crash  at 
1 1  p.m.  Diller  thought  the  show, 
the  first  national  newscast  for  Fox, 
would  be  a  great  way  to  test  the  wa- 


ters for  an  eventual  Fox 
news  program. 

The  affiliates  thought 
otherwise,  and  as  late  as 
3:30  that  afternoon,  the 
plans  for  airing  the  broad- 
cast were  still  up  in  the 
air.  In  the  end,  the  show 
was  offered  to  the  affili- 
ates as  an  option,  but 
Diller  had  made  his  point: 
A  real  network  has  to  be 
able  to  throw  on  a  news 
show  to  compete. 

The  Fox  network  still 
has  problems  aplenty. 
Though  they  cover  86%  of  the  coun- 
try, some  75%  of  the  affiliates  are 
weak-sister  UHF  stations,  which  have 
limited  range  and  signals  that  often  do 
not  come  in  clearly. 

"This  is  a  problem,  no  question," 
concedes  Diller.  But,  he  adds,  cable 
systems,  which  serve  just  under  half 
the  television-viewing  homes  in  the 
country,  by  law  must  carry  UHF  sig- 
nals in  their  viewing  area.  With  cable 
transmission,  UHF  reception  is  as 
strong  as  that  of  VHF. 

Murdoch  has  been  patient  with 
startup  enterprises  in  the  past:  One  of 
his  Australian  newspapers,  the  Austra- 
lian, suffered  losses  for  20  straight 
years  before  it  turned  a  profit,  and 
through  it  all  Murdoch  hung  tough. 
With  the  Fox  network,  of  course, 
Murdoch  is  taking  a  risk  on  a  far 
grander  scale,  and  his  empire  is  al- 
ready highly  leveraged  with  debt.  But 
the  betting  is  he  won't  lose  his  nerve 
now,  with  his  network  off  to  a  prom- 
ising, if  stormy,  start.  ■ 


Zimbcft  >iTC>ammal,i 


Network  President  Jamie  Kellner  (left)  and  programming  chief  Garth  Ancier 
Counterprogramming  that  has  captured  the  attention  of  Madison  Ave. 
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"I  LOOKED  AT  THIS  INCREDIBLE  DIAMOND. 
I  LOOKED  AT  HER.  I  HAD  TO  SEE  THEM  TOGETHER" 


Every  quality  diamond  of  a 
:arat  or  more  is  one  of  natures  rarest 
ind  most  exquisite  phenomena— 
with  more  fire,  more  sparkle  and 
scintillation. 

Each  is  a  visible  reflection  of 
/ou.  Unique  in  all  the  world; 


possessing  four  characteristics  that 
set  it  apart  forever.  They  are  called 
the  4<§'s:  Cut;  Color;  Clarity  and 
Carat -weight.  These  determine  the 
value  of  a  diamond— and  to  an 
astonishing  degree,  the  beauty  and 
value  of  your  jewelry. 


Your  jeweler  is  the  expert 
where  diamonds  are  concerned. 
His  knowledge  can  help  make  the 
acquisition  of  a  quality  diamond 
of  a  carat  or  more  the  beautiful, 
rewarding  experience  it  should  be. 

A  diamond  is  forever. 


The  ring  shown  features  * 
a  quality  diamond  of  2  carats.  . 
For  more  information,  please  write:  A.  L^/YK/vl  WrxIVlOKll. 

?oaBSty6n23 ' "  EXTRAORDINARY  DIAMONDS  FOR 
van  N°uxys,  ca  91408  EXTRAORDINARY  WOMEN. 


CSX  serves  nongrowth  markets,  but  it  can't 
move  its  railroad  tracks  elsewhere.  Its  rem- 
edy: intermodal  transportation. 

If  it  isn't 
profitable, 
don't  do  it 


By  James  Cook 


A year  ago  Richmond,  Va.'s  CSX 
Corp.,  the  U.S.'  largest  railroad 
b  holding  company,  laid  out 
$804  million  to  acquire  Sea-Land,  the 
U.S.'  largest  containership  operator.  It 
didn't  buy  Sea-Land  for  its  profitabili- 
ty. At  the  time  the  deal  was  made, 
container  rates  were  off  nearly  50%  in 
two  years,  there  was  tremendous  ex- 
cess shipping  capacity 
and  Sea-Land  was 
headed  for  a  huge  1986 
loss. 

Even  so,  CSX  could 
justify  the  deal  as  a  part 
of  its  long-term  strate- 
gy: CSX  Chairman 
Hays  T.  Watkins  re- 
garded the  deal  as  im- 
portant to  his  ambition 
to  convert  CSX  from  a 
regional  railroad  into 
an  international  trans- 
portation company. 
"We  were  the  first  do- 
mestic intermodal 
company,"  says  Wat- 
kins.  "So  why  not?"  In- 
termodal? That's  in- 
dustry jargon  for  traffic 
that  moves  from  one 

mode  of  transport  to   

another — rail,  truck,  barge,  whatever. 

With  assets  of  nearly  $13  billion, 
CSX  encompasses  the  U.S.'  third-larg- 
est railroad,  its  largest  barge  line 
(American  Commercial),  its  sixth- 
largest  natural  gas  transmission  com- 
pany (Texas  Gas)  and  its  second-larg- 
est fiberoptics  data  transmission  sys- 
tem (Lightnet).  The  railroad  still  pro- 
vides 72%  of  its  $6.3  billion  in 
revenues  and  two-thirds  of  its  $869 
million  operating  profit. 

Over  the  last  year  or  two  Watkins 


has  split  the  railroad  into  three  sepa- 
rate profit  centers — CSX  Equipment 
(the  freight-car  fleet),  CSX  Rail  Trans- 
port (train  operations,  yard,  track  and 
locomotive  maintenance)  and  CSX 
Distribution  Services  (sales  and  mar- 
keting). That's  a  fairly  radical  change. 
It  sets  return  on  investment  as  the 
basic  tool  for  decision  making.  It  also 
shifts  the  power  center  from  the  oper- 
ating department,  which  has  tradi- 


Chairman  Hays  Watkins  at  a  CSX  intermodal  facility  at  Little  Ferry,  N.J. 
When  the  business  moves  overseas,  why  not  follow  after? 


tionally  run  the  railroad,  to  sales  and 
marketing.  "The  three  groups  still 
work  together,  but  distribution  ser- 
vices is  number  one,"  Watkins  says. 

For  example:  Under  the  new  sys- 
tem, the  distribution  group  contracts 
with  the  equipment  and  transporta- 
tion groups  to  supply  a  certain  basic 
level  of  system  traffic — four  trains  a 
day  between  New  York  and  Miami, 
say,  three  between  Richmond  and 
Jacksonville.  If  the  distribution  group 
wants  a  fifth  train,  it  has  to  negotiate 


the  price — and  the  price  must  assure  a 
return  on  the  investment  required. 

This  means,  among  other  things, 
that  CSX  will  no  longer  maintain  its 
freight  car  fleet  at  levels  large  enough 
to  handle  peak  loads.  CSX  prefers  to 
lose  business  rather  than  maintain 
equipment  that  is  idle  much  of  the 
time.  "We  can't  afford  that  luxury 
anymore,"  says  Watkins.  "If  there's 
no  money  in  it,  maybe  we  shouldn't 
be  in  that  business.  Maybe  we  should 
turn  down  some  shipments." 

What  Watkins  has  installed  is  fun- 
damentally a  transfer  pricing  system, 
and  its  goal  is  to  earn  more  than  the 
12%  to  15%  CSX  pays  for  outside 
capital.  CSX  Rail  has  already  adopted 
the  system  in  dealing  with  its  Ameri- 
can Commercial  barge  line  affiliate.  If 
CSX'  barge  operation  can't  afford  to 
handle  some  traffic  at  the  rate  the 
railroad  wants  to  pay,  the  railroad  is 
free  to  turn  the  traffic  over  to  a  barge 
line  that  will,  and  it  does.  The  bulk  of 
the  new  traffic  CSX  has  generated 
since  taking  over  American  Commer- 
cial Lines  in  1983  has  gone  to  barge 
lines  other  than  ACL.  The  traffic, 
Watkins  explains,  flows  where  the 
company  can  get  the  best  service  for 
the  best  price.  "If  the  most  efficient 
way  to  move  traffic  from  point  A  to 
point  B  is  by  truck  or 
barge,  then  it  goes  by 
truck  or  barge  even 
though  historically  it 
has  gone  by  rail." 

Equally  new,  CSX 
has  set  up  its  own  in- 
termodal operation, 
under  a  former  Sea- 
Land  executive.  The 
object  is  to  duplicate  or 
surpass  the  system  of 
double-stack  trains 
that  a  competitor, 
American  President 
Cos.  Ltd.,  has  created 
to  move  traffic  from 
the  Far  East  to  inland 
points  in  the  U.S.  APC 
piled  one  container 
atop  another  in  special 
dedicated  trains,  cut 
the  costs  of  its  service 
by  25%  and  more — and  thereby  ex- 
ploded the  business  (Forbes,  May  18). 

Sea-Land  already  has  a  sizable  dou- 
ble-stack and  piggyback  business,  and 
this  is  being  melded  with  CSX'  far 
larger  container  and  piggyback  opera- 
tion to  form  a  new  national  double- 
stack  train  network,  linking  Sea- 
Land's  West  Coast  terminals  via  Bur- 
lington Northern  and  Southern 
Pacific  with  cities  throughout  the 
U.S.  "The  intermodal  unit  will  deter- 
mine what  carrier,  routes  and  meth- 
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BRILLIANT 
DEDUCTION! 


Announcing 
Liberty  For  All. 

Now  your 
employees 
can  save  m 
on  auto, 
home 

and  life  insurance  through  the 
convenience  of  payroll  deductions.  And  it  will  hardly 
cost  you  a  thing. 

Liberty  For  All  gives  employees  an  additional  5°/o* 
discount  on  Liberty  Mutual's  already  low  rates.  Your  only 
expense  is  for  a  minor  change  in  your  payroll  system. 

For  more  information  about  the  hottest  perk  going, 
send  in  this  coupon  or  call  Harold  Scroggins,  Director  of 
Mass  Merchandising,  Liberty  Mutual,  at  1-800-225-2390 

Ext.  2665,  in  MA  (617)  357-9500.  Fs^  to:  Mr.  Harold  Scroggins 

 1 

x  '  I  Director  of  Mass  Merchandising,  Liberty  Mutual 

AMERICA  BELIEVES  IN 
LIBERTY  MUTUAL  INSURANCE. 


LIBERTY 

MUTUAL.) 

75th  ANNIVERSARY— 1987 

discount  applies  to  auto  and  home  insurance  only  and  is  available  in  most  states. 


175  Berkeley  Street,  Boston,  MA  02117 

Please  send  more  information  about 
"Liberty  for  AH"  to: 


Name. 


Company. 


Address. 


City. 


.State. 


.Zip. 


Phone  Number. 


L. 


FB2   j 

©  Liberty  Mutual  Insurance  Group/Boston 


I  hate  to  see 
the  work  pile  up" 

Whether  it's  an  accounting  crunch,  bookkeeping  back- 
log, or  a  new  data  processing  project— Accountemps 
specialists  will  fill  in  to  keep  your  projects  moving  and 
your  desks  clean.  They  get  off  to  a  fast  start  with  little 
or  no  break-in  time.  They  complete  their  assignments 
quickly  and  accurately.  Where  you  used  to  see  the 
work  pile  up,  now  you  can  see  efficiency*. 

Call  Accountemps.  Our  slightly  over-qualified  tempo- 
raries are  available  immediately.  One  specialist  or  an 
entire  team . .  .for  a  day,  a  week,  a  month  or  longer. 

Accountemps,  a  part  of  the  Robert  Half  organization, 
is  the  world's  largest  specialized  service  for  tempo- 
rary accountants,  bookkeepers  and  data  processors. 
With  116  offices  on  three  continents* 


accountemps. 

You  Can  See  Efficiency 


ods  they  use,"  Watkins  says,  "and  we 
hope  CSX  rail  service  will  fill  the  bill 
in  our  part  of  the  country.  But  they 
might  try  to  buy  service  from  Norfolk 
Southern,  Conrail,  Canadian  Pacific 
or  someone  else." 

Watkins  doesn't  expect  that  they 
will.  He  thinks  the  combined 
CSX/Sea-Land  intermodal  operation 
will  enlarge  his  share  of  the  business 
and  provide  the  extra  volume  neces- 
sary to  justify  the  equipment  needed 
to  expand  the  service  even  more. 

As  Watkins  sees  it,  CSX'  intermo- 
dal service  is  the  future  of  the  compa- 
ny. As  a  prime  supplier  to  America's 
industrial  heartland,  CSX  has  seen  its 
traffic  volume  decline  and  move  over- 
seas. Export  coal  has  lost  ground  to 
lower-priced  producers  in  Poland  and 
South  Africa,  and  U.S.  manufacturers 
have  begun  sourcing  raw  material, 
parts  and  finished  goods  overseas. 
"More  and  more  production  comes 

"If  there's  no  money  in  it, 
maybe  we  shouldn't  be  in 
that  business,"  says  Wat- 
kins. "Maybe  we  should  turn 
down  some  shipments." 

from  Pacific  Rim  countries,"  Watkins 
says,  "and  that  was  something  we 
could  do  nothing  about  as  a  railroad  or 
barge  line.  We  had  two  choices — ei- 
ther to  develop  transportation  capa- 
bility offshore  or  continue  to  shrink 
as  a  regional  railroad  as  productive 
capacity  moves  away.  We  chose  to  go 
where  the  production  is." 

What  Watkins  ultimately  aims  at  is 
what  he  calls  one-stop  shipping, 
whereby  a  shipper  contracts  with 
CSX  to  move  a  shipment  from  here  to 
there,  leaving  the  mode  entirely  up  to 
the  company.  The  shipper  gets  a  sin- 
gle bill  of  lading  for  the  entire  ship- 
ment. But  CSX'  commitment  to  inter- 
modality  is  unlikely  to  lead  it  into 
long-distance  trucking.  Explains  Wat- 
kins: "We're  better  off  using  trucks  on 
shorter  hauls,  collection  and  delivery, 
perhaps  branch  line  substitution." 

So  far,  Watkins  concedes,  intermo- 
dal traffic  has  not  been  especially 
profitable  for  any  railroad,  but  he  be- 
lieves that  stack  train  economics  will 
change'  that.  Meanwhile,  however, 
the  Sea-Land  acquisition  is  paying  off. 
It  has  gone  from  last  year's  multi- 
million-dollar loss  to  a  $64  million 
operating  profit  in  1987's  first  nine 
months  alone,  almost  enough  to  off- 
set the  declines  in  CSX'  rail  and  barge 
traffic  and  conceivably  enough  to  en- 
able CSX  to  post  a  modest  gain  for  the 
full  year  over  the  $2.73  per  share  it 
earned  last  year.  ■ 


ffi  1987  Robert  Half  International  Inc 


'  Most  offices  independently  owned  and  operated. 
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Dot,  Daisy  and  Laser. 


i  fa 


 _  _ 


\ 


rhe  new  family  of  Olympia  printers  with 
i  prestigious  technological  heritage. 


lympia  is  first  in  making  lasting 
pressions  for  a  good  reason. 
Dr  over  80  years  we've  been  a 
ading  innovator  in  typing  tech- 
Dlogy  for  the  office.  Now  every- 
iing  has  changed.  And  nothing 
as  changed.  Our  technology  is 
3  new  as  the  dew.  Our  commit- 
lent  to  reliability,  efficiency  and 
srvice  is  as  solid  as  ever. 
The  Olympia  dot  matrix  printers 
roduce  clean,  crisp  printing  at 


speeds  from  130  CPS  to  200  CPS 
for  a  wide  range  of  applications. 
And  our  daisywheels  are  unsur- 
passed in  printing  quality. 

Our  new  Laserstar  6  is  com- 
pact, versatile,  compatible  and 
offers  the  latest  in  desktop  printing 
technology. 

In  short,  whatever  you  need 
we've  got.  So  don't  go  shopping 
without  the  big  new  name  in 
printers  on  your  list.  Olympia. 


We'll  make  a  good  impression  on 
you.  Then  for  you. 

O  Call  U.S.,  1-800-524-2541 
(In  N.J.,  201-722-7000).  Or  write 
Olympia  U.S.A.  Inc.,  Box  22, 
Dept.  ADV,  Somerville,  N.J.  08876. 

O  Call  Canada,  1-800-268-6464. 
Or  write  Olympia  Business 
Machines  Canada  Ltd.,  58  Prince 
Andrew  Place,  Don  Mills,  Ontario 
M3C  3A2. 
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OLYMPIA  ft 

The  Competition 

Advanced  Engineering  from  Germany 


Don  Bauman.  Loves  to  fish. 

One  spring  day  back  in  '69,  right 
after  he  moves  to  the  country,  some 
40  miles  north  of  Grand 
Rapids,  Michigan,  he  buys 
a  two-drawer  lateral  filing  cabinet 
at  the  company  store.  800  series. 
Garden  variety.  Nothing  special. 
Lugs  it  home,  digs  a  big  hole,  sticks 
it  in  the  ground.  On  its  back.  Fills 
it  with  potting  soil,  throws  in  some 
good  'crawlers,  starts  farming  his 
own  worms.  Local  trout  go  crazy  for 
Bauman's  worms.  All  his  fishing 
buddies  hate  him. 


A  fish  story. 


Eighteen  years  go  by.  The  potting 
soil  is  water-logged.  Bauman  figures 
the  file  must  be  shot,  too.  Spends 
a  Saturday  morning  digging  it  out  of 
the  ground,  hosing  it  off.  Darn  thing 
is  mint.  Barely  a  spot  of  rust. 
So  what  does  he  do?  Puts  it  back 
in  the  ground.  Starts  all  over  again. 
True  story. 
Know  what  he  does  for 
Steelcase?  Evaluates  com- 
w    petitive  products . .  .You  might 
say  he  found  his  niche  in  life. 


Steelcase 

The  Office  Environment  Company 


For  mow  information ,  call  1-800-447-4700 


Taxing  Matters 


Edited  by  Laura  Saunders 


It  appears  that  last  years  huge,  complicat- 
ed tax  act  was  just  a  temporary  measure. 
Make  the  most  of  it  while  it  lasts. 


Tear-end  tax  tips 


By  Claire  Poole 


F Publication  920,  the  Internal 
"Revenue  Service's  free  55-page 
guide  to  last  year's  tax  act,  has  a 
disclaimer  on  the  cover.  It  says  that 
the  ink  was  scarcely  dry  on  the  book- 
let before  Congress  started  work  on 
yet  another  tax  revision  that  could 
make  the  contents  obsolete. 

So  it  goes  in  Washington.  A  1988 
tax  "reform"  would  be  the  fifth 
since  1981.  But  don't  hide  your  head 
in  the  sand.  If  you  review  your  tax 
position  now,  there's  still  time  to 
improve  it. 

First,  a  few  well-known  basics. 
Tax  year  1987  phases  in  rate  cuts. 
The  top  individual  income  tax  rate 
this  year  is  38.5%,  down  from  last 
year's  50%  level  but  above  next 
year's  33%  top  rate.  This  means  that 
most  deductions  are  worth  more 
this  year  than  next  year,  and  most 
income  worth  less.  Some  deductions, 
meanwhile,  are  being  phased  out, 
such  as  those  for  consumer  interest 
and  tax  shelters.  Another,  for  state 
sales  taxes,  is  already  gone. 
That  said,  here  are  some  specifics: 
Income  In  general,  defer  until  next 
year  where  possible.  Sometimes  it  is 
possible  for  you  to  count  an  amount 
as  income  in  1988  that  the  payer  is 
counting  as  a  deduction  this  year.  For 
example,  if  a  client  of  your  consulting 
business  sends  a  check  on  Dec.  29 
that  you  receive  Jan.  2,  and  you  are  on 
the  "cash  method"  of  accounting 
(which  almost  everyone  is),  then  the 
income  will  be  taxed  ai  1988's  lower 
rates,  even  though  the  nt  may  be 
deducting  the  expense  a*  s  year's 
higher  rates. 


Caution:  This  trick  will  not  work  if 
the  payment  is  a  bonus  from  your 
employer  mailed  to  your  home  and 
you  were  sitting  in  the  office  and 
could  have  picked  it  up.  It  probably 
won't  work  if  the  payment  is  from  a 
company  you  control. 

There  are  some  exceptions  to  the 
rule  that  income  should  be  put  off 
until  1988.  One  is  where  you  have  so 
many  tax  shelters  and  other  deduc- 


(  has  B  slackm. 


it-  . 

tions  that  you  will  be  paying  the  alter- 
native minimum  tax  this  year  but 
might  not  be  paying  it  next  year.  The 
maximum  bracket  for  this  tax  is 
26.25%,  lower  than  the  33%  top  regu- 
lar rate  next  year.  There's  not  much 
point  in  putting  off  a  26.25%  tax,  only 
to  be  hit  with  a  33%  tax.  "Whatever 
you  do  to  plan  for  regular  taxes,"  says 
William  Goldberg  of  Peat  Marwick 
Main,  "you  do  the  opposite  if  you  will 
be  subject  to  the  alternative  mini- 
mum tax." 

Investors  should  know  that  the  "in- 
stallment sale"  option  on  securities 
trades  is  no  longer  available.  This  al- 
lowed someone  selling  securities  at  a 
profit  in  the  last  week  of  the  year  to 
count  the  transaction  as  occurring  ei- 
ther on  the  sale  date  or  on  settlement 
day  five  days  later — and  thus  count 


the  gain  this  year  or  next.  Still  permis- 
sible: shorting  against  the  box.  You 
keep  your  100  shares  of  IBM  but  go 
short  100  in  a  separate  transaction, 
then  close  out  the  transaction  after 
year's  end. 

Deductions.  In  general,  accelerate 
where  possible.  For  starters,  pay  all 
state  and  local  taxes — and  even  esti- 
mated payments  due  Jan.  15 — before 
Jan.  1.  Don't  do  this,  however,  if  you 
will  be  paying  the  alternative  mini- 
mum tax,  which  does  not  allow  state 
income  taxes  as  a  deduction. 

Pay  attention  to  miscellaneous 
itemized  deductions,  such  as  profes- 
sional dues  and  subscriptions,  educa- 
tional costs  (as  long  as  they  further 
your  present  career),  tax  return  prepa- 
ration fees,  financial  advisory  fees, 
safety  deposit  box  rental  (if  the  box  is 
used  to  store  investments)  and  unre- 
imbursed business  expenses.  Under 
the  new  law  they  are  deductible  only 
to  the  extent  that  they  exceed  2%  of 
adjusted  gross  income.  Similarly, 
medical  bills  must  exceed  a  tougher 
7.5%-of-income  threshold  for  inclu- 
sion this  year. 

Those  2%   and  7.5%  deduction 
thresholds  may  be  hard  to  meet.  Dual- 
income  married  couples  should  con- 
sider filing  separately  to  preserve 
these  deductions,  says  Kenneth  So- 
derman  of  Prentice  Flail  Information 
Services.  Or  try  bunching.  If  you 
won't  meet  the  2%  requirement  ev- 
ery year,  try  to  meet  it  every  other 
year,  says  Robert  Goldstein,  partner 
with  New  York-based  accountants 
Druckman  &  Hill.  Double  up  next 
year's  deductions  by  paying  a  1988 
fee  in  January  1988  and  a  1989  fee  in 
December  1988. 

Charitable  contributions.  Accelerate 
these,  too.  But  remember  that  the 
appreciation  on  noncash  contribu- 
tions— stocks  and  artwork,  for  ex- 
ample— is  considered  a  preference 
item  for  the  alternative  minimum 
tax.  It  may  make  sense  to  keep  the 
Renoir  and  give  cash  instead. 

Capital  gains  and  losses.  For  many 
taxpayers  the  top  rate  on  long-term 
gains  this  year  is  28%,  while  next  year 
it  will  be  33%,  when  all  distinctions 
between  capital  and  ordinary  gains 
disappear.  But  there  are  plenty  of  ex- 
ceptions (Forbes,  Nov.  16).  Up  to 
$3,000  in  net  capital  losses  is  deduct- 
ible dollar-for-dollar  against  income, 
beginning  this  year.  The  old  rule  used 
$2  of  long-term  loss  to  generate  a  $1 
deduction. 

Interest  deductions.  These  become 
frightfully  complicated.  Beginning  in 
1987  the  deduction  for  consumer  in- 
terest (such  as  on  credit  cards,  car 
loans,  etc.)  is  being  phased  out.  This 
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NOW,  THE  ONLY 
FREQUENT  TRAVELER 
PROGRAM  THAT  CAN 

GUARANTEE  YOU 
CHRISTMAS  IN  HAWAII 

OR  LONDON.  OR  EVEN  PARIS. 

Introducing  new  Pan  Am  WorldPass?  It's  the  frequent 
traveler  program  that  lets  you  fly  where  you  want, 
whenever  you  want. 

NO  HOLIDA  Y  RESTRICTIONS. 

Unlike  other  frequent  traveler  programs,  we 
don't  limit  the  dates  you  can  travel.  With  a  little 
advance  planning,  you  can  celebrate 
Christmas  in  Hawaii.  With  WorldPass  you 
can  even  celebrate  New  Year's  in  New  Delhi. 
Or  Thanksgiving  in  Turkey! 

NO  SEA  TL I  MIT  A  TIONS. 

Most  airlines  limit  the  number  of  seats 
per  plane  that  can  be  redeemed  by 
frequent  travelers.  Not  Pan  Am.  If  you've 
earned  your  WorldPass  award  and 
there's  a  seat  available  on  the  flight 
you  want  to  take,  you're  on. 

FREE  MEMBERSHIP. 

Right  now  we've  waived  our  $25 
annual  fee.  Join  WorldPass  by  12/31/87 
and  your  membership  is  free  through 
1988.  And  you'll  get  5,000  miles  in  your 
m    account  just  for  enrolling.  And  every 
W     time  you  fly  Pan  Am,  you'll  earn  mileage 
towards  generous  WorldPass  awards. 
Some  award  destinations  are  subject  to 
government  approvals.  To  enroll,  call 
WorldPass  at  1-800-348-8000.  And  join  the  frequent 
traveler  program  that  really  gives  you  something  to 
celebrate:  guaranteed  holiday  travel! 


Pan  Am  WorldPass, 


EXPECT  MORE  FROM 
PAN  AM  WORLDPASS 


In  fact,  we've  made  it  a  tradition. 
The  reason  is  simple:  we've  got  the 
best  on  our  side. 

in  health,  education  and  municipal- 
ities, Clark  Burrus,  Craig  Bouchard  and 
their  people  have  made  us  the  #7  bank 
for  the  hospital  industry.  The  #1  U.S. 
Government  bank  in  the  Midwest. 
The#l  bank  for  Illinois  municipalities. 
The  leader  in  innovative  college  and 


university  finance.  By  far. 

in  communications  finance,  no  one 
can  touch  us.  Led  by  Jackie  Hurlbutt, 
we  offer  more  expertise  in  cable,  broad- 
casting, newspapers  and  telecom- 
munications than  anyone.  Anywhere. 
That's  a  commitment  backed  by  nearly 
$2  billion  in  loans  outstanding. 

in  real  estate  finance,  we're  a  lead 
bank  to  the  country  s  leading  real 


estate  and  mortgage  companies. 
With  Dan  Lupiani  and  his  experienced 
team,  our  clients  get  a  combination 
of  market  knowledge  and  financial 
expertise  that's  hard  to  beat. 

For  more  than  a  dozen  specialized 
industries,  First  Chicago  has  the 
players,  the  speed,  the  depth  and 
the  drive. 

All  we  need  is  you. 


SPECTACULAR  PERFORMANCE  IS 
NOTHING  NEW  TO  CHICAGO. 


Performance  has  always  been  a  Chicago  tradition. 

FIRST  CHICAGO 


year  such  expenses  are  65%  allowa- 
ble, next  year  40%.  Interest  on  debt 
used  to  make  taxable  investments  re- 
mains deductible  this  year  up  to  the 
amount  of  investment  income  you 
have  plus  $6,500  (that's  what's  cur- 
rently left  of  the  old  $10,000  grace 
amount). 

Mortgage  interest  on  both  a  first 
and  a  second  home  is  also  fully  de- 
ductible, up  to  the  amount  of  the  orig- 
inal purchase  price  plus  the  cost  of 
any  home  improvements.  Thus,  it 
usually  makes  sense  to  pay  off  miscel- 
laneous debts  and  substitute  a  home 
equity  loan. 

Above  all,  set  up  detailed  records — 
even  separate  bank  accounts — to  keep 
track  of  sources  and  uses  of  borrowed 
funds.  Don't,  for  example,  run  up 
$12,000  in  margin  debt  to  buy  a  car. 
Instead,  put  aside  the  $12,000  in  a 
separate  account  before  buying  the  se- 
curities. Later,  buy  the  same  stocks 
you  were  going  to  and  incur  the 
$12,000  margin  debt  then.  Does  all  of 

Set  up  separate  bank 
accounts  to  keep  track  of 
uses  of  borrowed  funds. 
Don't  run  up  $12,000  in 
margin  debt  to  buy  a  car. 

this  sound  rather  like  a  charade?  Talk 
to  your  congressman. 

Family  tax  planning.  Big  changes 
here.  Unearned  income  over  $1,000  of 
children  under  14  will  be  taxed  at  the 
parents'  rate.  So  don't  buy  taxable 
bonds  for  children.  Buy  investments 
producing  little  or  no  current  income, 
like  Series  EE  bonds,  growth  stocks  or 
gold.  Have  the  child  cash  in  the  in- 
vestment after  age  14. 

Tax  shelters.  Your  right  to  shelter 
salary  income  with  investments  in 
railcars,  real  estate  and  the  like  is 
being  phased  out.  If  you  have  a  resort 
home  now  treated  as  an  investment, 
see  if  making  it  a  second  home  either 
this  year  or  next  year  to  get  full  mort- 
gage deductibility  makes  sense 
(Forbes,  May  18).  If  you  have  the  mis- 
fortune to  own  a  limited  partnership, 
talk  to  an  accountant. 

Remember  that  lofty  talk  from  poli- 
ticians a  while  ago  about  tax  "reform" 
and  "simplicity"?  Now  listen  to  some 
shop  talk  at  a  recent  conference  spon- 
sored by  the  New  York  State  Society 
of  Certified  Public  Accountants.  "As 
we  gear  up  for  what  will  probably  be 
the  worst  busy  season  ever,"  said  Stu- 
art Becker  of  Stuart  Becker  &  Co.  to 
his  fellow  practitioners,  "warn  [cli- 
ents] of  fee  increases  of  50%  to  100%. 
If  they're  not  willing  to  pay,  get  rid  of 
them."  ■ 
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Send  for  the  L.L.  Bean  Christmas  catalog,  \bu11  find 
apparel  and  footwear  for  men  and  women,  plus  sporting 
equipment  and  accessories  for  home  and  camp.  All 
honestly  described  and  reasonably  priced.  And,  as  has 
been  so  for  75  years,  we  pay  postage  on  every  regular  order, 
and  every  item  is  unconditionally  guaranteed  for  life. 


Norwegian  Sweater 

Wool  reinforced  with  rayon 
provides  durability,  warmth, 
water  repellency  and  strength 
in  a  handsome  pattern. 


Bean's  Gore-Tex* 
Thinsulate*  Maine 
Hunting  Shoe. 

This  version  of  our 
famous  Maine  Hunting 
Shoe  also  features  a 
waterproof  Gore-Tex 
liner  and  a  Thinsulate 
interior  for  added 
warmth  under  severe 
conditions. 


Free  L.L.  Bean  Christmas  Catalog 

□  Please  send  me  my  free  L.L.  Bean  Christmas  catalog. 

Name  

Address  


.State. 


Zit 


L.L.  Bean,  Inc.,  2673  Casco  St.,  Freeport,  ME  04033 


The  Up  &  Comers 


Lessons 


Masstor  Systems  founder  Erik  Salbu  em- 
phasized engineering  at  the  expense  of 
marketing.  It  cost  him  his  job. 

The  lopsided 
technology 
company 


By  Alyssa  A.  Lappen 


W'hen  I  came  to  California," 
recalls     Masstor  Systems 
Corp.  Chief  Executive  David 
Addison,  "there  was  $11  million  in 
the  bank,  and  the  company  was  burn- 
ing up  $6  million  a  quarter." 
The  time  was  June  1984.  Masstor 's 


accumulated  losses  through  that 
month  were  around  $33  million  and 
would  exceed  $50  million.  Fright- 
ened, the  board  had  begun  to  cut  Mas- 
stor founder  and  Chief  Executive  Erik 
Salbu's  responsibilities,  and  transfer 
them  to  Addison. 

How  did  Masstor,  of  Santa  Clara, 
Calif.,  get  into  such  trouble?  Where 


did  Erik  Salbu  go  wrong?  Salbu,  a  re- 
cording engineer,  had  set  up  the  firm 
in  1976  to  capitalize  on  a  discovery  he 
made  with  some  colleagues  while 
working  at  Ampex.  The  demand  for 
on-line  data  storage  among  big  com- 
puter users  was,  and  still  is,  growing 
rapidly.  The  fastest  and  most  com- 
mon storage  medium  was  disks.  But 
disk  storage  was  expensive,  about  $30 
per  megabyte  in  1981  (one  megabyte 
holds  300  printed  pages).  The  only 
reliable  alternative  to  disks  was  off- 
line magnetic  tape.  Tape  was  cheaper, 
but  it  could  take  minutes  or  even 
hours  to  retrieve  data  stored  that  way. 

The  new  concept  eventually  al- 
lowed Masstor  to  develop  a  system 
that  stored  a  great  deal  of  data  in  one- 
fifth  the  space  of  conventional  tapes 
at  a  cost  of  just  $6  to  $9  per  megabyte. 
Masstor's  M860  storage  system,  in- 
troduced in  late  1981,  also  robotically 
retrieved  data  within  seconds  and  was 
compatible  with  many  kinds  of  com- 
puters— perfect  for  backup  data  or 
data  used  only  occasionally.  Cost  of 
developing  the  system:  around  $30 
million  over  seven  years. 

The  problem:  In  developing  the 
company's  first  viable  product,  Salbu 
created  a  lopsided  corporate  environ- 
ment in  which  the  engineers  had  first, 
and  almost  total,  claim  to  the  com- 


Masstor  Systems'  David  Addison  with  a  piece  of  the  M860 
Service  the  customers,.  Oi  else. 
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La  Fantastique 


Promise  him  the  moon.  This  impeccable 
timepiece  features  day,  date  and 
24-hour  subdials  and  a  moon  phase  indicator. 
Water  resistant,  too.  Finished  in  22K  gold. 
Lassale,  only  from  Seiko. 


DOWNTOWN  SEATTLE  (206)  628-6800,  Alaska.  Washington,  Oregon,  California  locations 


lot  of  people  think  the  Falcon  50 
s  beyond  compare.  If  it  weren't  for  the  Falcon  200, 

they  might  be  right. 


The  Falcon 200 comes  surprisingly  close  to  the  legendary 
Falcon  50  in  every  meaningful  category  but  price. 


'he  Falcon  50  is  regard- 
d  in  many  circles  as  the 
ingle  most  desirable 
iusiness  jet  of  this  day. 
t  is  comfortable  to  travel 
1,  predictable  to  pilot 
nd  easy  to  maintain.  It 
;  fast,  safe,  efficient,  re- 
able,  long-ranging  and 
ersatile.  And  when  you 
mild  a  business  jet  this 
uccessful,  there's  bound 
d  be  some  competition. 

Presenting  the  competition 

'he  extraordinary,  World  Class, 
ranscontinental  Falcon  200  closely 
ivals  the  Falcon  50  in  comfort, 
peed  and  versatility.  And  anyone 
^ho  doesn't  require  the  Falcon 
0's  trijet  configuration  and  4200 
tatute  miles  of  range  can  take  com- 
Drt  in  the  fact  that  the  Falcon  200 
osts  about  $4,000,000  less. 
Choosing  between  the  Falcon 
0  and  the  Falcon  200  is  not  a 
|uestion  of  quality  but  of  need, 
'he  Falcon  50  owner  will  be  reas- 
ured  to  know  that  he  is  buying  an 
irplane  singularly  well  equipped 
d  operate  in  the  international 
phere.  The  Falcon  200  owner  will 
»e  reassured  to  know  that  he  is 
•aying  substantially  less  for  an 
irplane  designed  to  perform  out- 
tandingly  in  the  domestic  arena, 
ind  both  owners  will  be  reassured 
3  know  that  they  are  buying 
omething  far  more  substantial 
tian  any  traditional  "midsize" 
iusiness  jet  (see  chart  above). 

World  Class  comfort 

'he  Falcon  200  departs  most  dra- 
matically from  the  midsize  business 
"t  in  its  cabin,  which  is  actually 
tot  midsize  at  all.  On  the  contrary, 


AIRPLANE 


CABIN  VOLUME 


PERFORMANCE 


it  is  700  cubic  feet  of  usable,  intelli- 
gently designed  space  with  bona 
fide  room  for  nine.  This  World 
Class  cabin  is  ideally  suited  for 
domestic  or  international  travel. 

Airliner-style  high-lift  devices, 
coupled  with  its  quiet,  efficient  and 
powerful  Garrett  ATF3-6  engines, 
make  the  Falcon  200  a  masterful 
short-field  performer.  It  is  equally 
adept  at  short  hops  as  at  cross- 
country marathons.  (With  a  range 
of  3000  statute  miles,  the  Falcon 
200  can  whisk  eight  executives 
nonstop  from  New  York  to  L.A., 
against  headwinds.) 

Flight  controls  and  the  very  feel 
of  the  Falcon  200,  as  in  all  Falcons, 
are  superb.  Business  and  Commer- 
cial Aviation  reports:  "The  pilot 


1  Comparable  version  with  external  baggage  compartment. 

2  Based  on  85%  probability  winds,  eastbound  and  westbound, 
with  8  passengers  and  VFR  reserves. 

who  has  flown  the  Falcon  50  will 
feel  at  home  in  the  Falcon  200."  He 
will  feel  at  home,  too,  with  the 
Falcon  200's  Electronic  Flight 
Instrument  System. 

The  choice  of  the  Fortune  500 

With  the  Falcon  100,  200  and  50— 
and  now  the  new  large-cabin 
Falcon  900 — Falcon  Jet  offers  the 
widest  choice  in  the  business  jet 
world.  But  fortunately,  our  cus- 
tomers are  used  to  making  deci- 
sions; at  last  count,  the  Fortune 
500  industrials  were  flying  more 
Falcons  than  any  other  business  jet. 

For  more  information,  call  Roy 
Bergstrom  at  (201)  393-8056,  or 
send  us  the  coupon  below. 


r. 


FalconJet 

Teterboro,  New  Jersey  07608 


□  Please  send  more  information  about  the 
Falcon  200. 

□  I'd  like  to  arrange  a  sales  presentation. 


Name/Title. 
Company  _ 

Address  

City  

Phone {  


.State . 


.Zip. 


L 


Now  flying  a. 


F11 


3087 


Run  Oram  Tuss\ 


Marketing  head  Michael  Beacismoore 
Everyone  in  sales  was  replaced. 


pany's  resources.  Sales?  Service? 
Salbu  apparently  assumed  they  would 
take  care  of  themselves,  once  the 
products  were  in  hand. 

When  Masstor  finally  introduced 
the  M860,  sales  grew  from  $2.9  mil- 
lion to  $18.4  million.  But  rather  than 
rechannel  much  of  revenues  into  mar- 
keting, Salbu  concentrated  Masstor's 
limited  resources  in  engineering.  In 
1984  the  company  had  76  engineers 
developing  some  150  projects.  But  its 
sales  staff?  Just  20. 

With  little  attention  paid  to  wooing 
customers,  Masstor  began  falling 
apart.  In  1983  and  1984,  the  first  two 
years  it  was  public,  Masstor  lost  over 
$27  million  on  revenues  of  $48  mil- 
lion. The  company  had  netted  $42 
million  in  an  initial  public  offering  in 


March  1983.  But  the  cushion  was  too 
thin  for  the  raging  losses.  Masstor's 
stock,  issued  at  16,  quickly  rose  above 
30,  but  fell  below  8  within  six 
months.  (Recent  price:  1 15/i6-) 

There  was  a  bright  spot.  It  was  Eu- 
rope. Salbu  had  convinced  David  Ad- 
dison, an  Englishman  who  had 
worked  in  data  processing  for  such 
U.S.  firms  as  NCR,  Singer  and  Itel,  to 
distribute  Masstor's  products  in  Eu- 
rope under  an  exclusive  license.  In 
1983,  its  first  year  in  operation,  Addi- 
son's company  earned  a  profit  on  sales 
of  $7.3  million. 

Frightened  that  Masstor  would 
soon  be  under  water,  the  board  began 
easing  Salbu  out  and  called  in  Addi- 
son. (Masstor  officers  say  Salbu  has 
returned  to  his  native  Norway.) 


The  initial  response  to  emergencies 
like  the  one  Addison  faced  is  usually 
the  same:  cut  costs,  increase  cash- 
flow. Addison  immediately  sliced  the 
number  of  engineering  projects  by 
60%  and  chopped  the  in-house  engi- 
neering staff  in  half.  In  1984  alone 
cash  used  by  operations  fell  more  than 
50%,  to  $11.4  million.  By  the  end  of 
last  year  the  company  had  a  positive 
cash  flow.  Its  break-even  point  had 
dropped  53%,  to  $36  million. 

There  is,  however,  a  world  of  differ- 
ence between  cost-cutters  and  lead- 
ers. After  slashing  costs,  says  Addi- 
son, "the  first  objective  was  to  estab- 
lish reliability  of  our  product  and 
customer  satisfaction."  This  was  nec- 
essary because  Masstor's  average  sale 
is  $750,000,  and  its  market  is  an  un- 
forgiving one.  Turn  off  a  customer 
once,  and  forget  about  him  forever. 

Where  Salbu  had  concentrated  on 
engineering  at  the  expense  of  sales 
and  service,  Addison  made  the  latter 
priorities.  He  quickly  set  up  regional 
service  areas  and  doubled  the  number 
of  engineers  in  the  field.  These  are  the 
engineers  who  provide  support  to  cus- 
tomers, not  the  ones  who  design  new 
products.  Addison  brought  with  him 
an  old  associate,  Michael  Beads- 
moore,  who  helped  him  found  the  Eu- 
ropean distributor.  Beadsmoore  was 
named  head  of  marketing. 

As  they  put  the  field  service  system 
in  place,  Addison  and  Beadsmoore  be- 
gan revamping  the  sales  department, 
ultimately  replacing  everyone.  Mas- 
stor has  only  a  few  more  salesmen  in 
the  U.S.  now  than  in  1983,  but  the 
staff  includes  veterans  of  Amdahl, 
Boeing  and  Control  Data. 

Under  Addison,  Masstor  has  rough- 
ly tripled  its  customer  list  to  90,  at- 
tracting such  major  U.S.  companies  as 
Aetna,  Exxon,  Cray  Research  and 
Ford  and,  overseas,  Aerospatiale, 
Deutsche  Bank  and  Masstor's  biggest 
single  account,  National  Westminster 
Bank.  Addison  is  targeting  2,500  big 
corporations,  offering  them  product 
improvements  that  cut  storage  costs 
to  as  little  as  $2  per  megabyte. 

The  trends  are  encouraging.  Losses 
fell  to  $9.8  million  in  1 985  and  to  $  1 .2 
million  last  year,  on  rising  sales  ($33 
million  last  year).  In  five  consecutive 
quarters  in  1986  and  1987,  Masstor 
earned  $1.5  million. 

But  no  Masstor  shareholder  should 
breathe  easy.  In  its  latest  quarter,  the 
company  lost  over  half  a  million  dol- 
lars. What's  more,  the  technology 
world  is  a  jungle.  This  year's  survivor 
could  be  next  year's  dead  meat.  Mas- 
stor has  survived.  But  it  will  take  all 
of  David  Addison's  skills  to  make  it 
thrive.  ■ 
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Even  when  it  doesn't  race, 
it  gets  there  faster. 

Frankly,  the  Alfa  Romeo  Milano  does  everything  a  world 
class  sportscar  should  do.  It  simply  does  it  with  four  doors. 

Its  well-known  aluminum  V-6  muscles  up  to  183 
horsepower  at  5800  rpm.  And  with  a  test-track  top  speed 
of  135  m.ph.,  the  Milano  3  0  Litre  leaves  Saabs,  Audis  and 
BMW  3  Series  scrambling  in  the  dust. 

The  Milano  is,  in  fact,  the  heart-stirring  sum  of  its 
super-tech  components.  It  utilizes  L-Jetronic  fuel  injection, 
ABS  brakes,  *  and  the  remarkable  deDion  rear  suspension 
that  keeps  the  driving  wheel  perpendicular  to  the  road, 
maximizing  traction.  In  addition,  the  Milano  is  now  available 
with  an  automatic  transmission. 

Alfa  Romeo's  ultimate  commitment  to  high  quality 
performance  is  backed  by  a  3  year/36,000  mile  limited 
warranty  and  6  year/60,000  mile  anti-corrosion  limited 
warranty  against  perforation.  *  * 

The  Milano  is  priced  from  $17,200  for  the  Milano  Gold 
5-speed  to  $21,200  for  the  Milano  3.0  Litre/ 
For  the  Alfa  Romeo  dealer  nearest  you,  call  1-800-447-4700. 


Platinum  and  5  0  Lure  editions 

Subject  to  restrictions  and  limitations  Sec  your  dealer  for  warranty  details 

Mfrs  suggested  retail  price,  destination  charges,  taxes,  dealer  prep.,  if  any,  optional  equipment  and  license  fees  cxirj 


Grand  Motors 
asked  us 

for  afiO  million 

loan 
We  made  them 

A  settle  for 

$250  million. 


The  man  who  founded  Grand 
Motors  saw  a  way  to  do  things 
differently. 

As  a     tilt,  Grand  Motors  isn't 
exactly  yoi       -age  neighborhood  car 
lot.  In  the  n        u  s  since  he  started 
a  dealership        iidora,  president 
Jun  Reodica  i       lilt  his  business  into 
a  chain  of  27  s<      ffices— most  of 
which  have  no  si     rooms,  no  shinv 


new  cars  to  display  in  them,  and  no 
vehicles  in  inventory. 

Each  office  is  located  in  a  highly- 
targeted  market  in  California.  There, 
sales  representatives  offer  buyers  a 
choice  of  any  make  and  model  on  the 
market  at  attractive  prices— buying 
wholesale  from  other  dealers,  and 
re-selling  the  cars  to  retail  customers. 

The  customer  gets  the  exact  make 


and  model  car  he  wants,  along  with  a 
new-car  warranty.  The  dealer  provid- 
ing the  vehicle  gets  incremental  whole- 
sale business  his  own  showroom  would 
never  generate.  And  Grand  Motors  gets 
to  be  one  of  the  largest  auto  dealers  in 
the  state. 

But  business  this  big  needs  big 
financing.  To  the  extent  that  Jun 
Reodica  found  himself  calling  on  one 
bank  or  another  for  additional  lines  of 
credit— typically  $10  to  $20  million  at 
a  time— virtually  every  90  days. 

Then  he  called  GE  Credit... and 
gave  us  the  chance  to  see  things 
differently. 

We  analyzed  his  receivables,  cash 
flow,  assets,  growth  pattern,  expansion 
plans,  and  the  competition.  We  looked 
at  Jun  Reodica's  management  history 
and  track  record.  And  we  ended  up 


offering  him  not  the  $20  million  credit 
line  he  requested,  but  an  unprece- 
dented $250  million  instead. 

Because  his  sales  figures  were 
solid  enough  to  warrant  a  credit  line 
that  size.  Because  his  business  could 
use  the  money  profitably.  And  because 
his  time  was  better  spent  selling  cars 
than  visiting  banks  every  few  months. 

At  GE  Credit,  we  have  no  pre- 
established  prejudices,  no  arbitrary 
credit  limits,  no  lengthy  review  proce- 
dures to  slow  things  down.  If  the  top 
management  committee  that  scruti- 
nizes every  application  feels  the  deal  is 
good  for  both  GE  Credit  and  the  cus- 
tomer, it's  approved. 

Needless  to  say,  we  can't  promise 
to  advance  every  business  12  times  the 
financing  it's  looking  for.  But  we  can 
promise  to  look  at  your  company's 
financial  situation  from  a  different 
point  of  view.  One  that  may  lead  to 
solutions  you've  never  dreamed  of. 

For  a  free  GE  Credit  information  kit, 
caU  toll-free  800  243-2222. 
Or  write  GE  Credit,  260  Long  Ridge  Rd. 
 Stamford,  CT06902  

The  best  way  to  find  out  is  to  call 
our  toll-free  number  listed  above, or 
simply  drop  us  a  line.  If  you'd  like,  we'll 
also  put  you  down  for  a  free  subscrip- 
tion to  Financial  Enterprise— our 
magazine  devoted  to  examples  of,  and 
ideas  for,  different  perspectives  in 
business. 

We  do  things  differently 
because  we 
see  things  differently. 


General 
Electric 
Credit 

CORPORATION 


The  Up  &  Comers 


Salesmen 


George  Shinn  s  inspirational  book  "The 
Ammcan  Dream  Still  Works"  reads  well, 
and  little  wonder:  The  dream  has  worked 
remarkably  well  for  Shinn. 

Embodiment 
of  the  dream 


By  Edward  F.  Cone 


Charlotte,  N.C.'s  George 
Shinn  is  devoutly  religious, 
low-key  and  methodical.  Now 
46,  he  is  a  brilliant  salesman  who  has 
turned  a  moneylosing  proprietary 
school  into  the  Rutledge  Education 
System,  a  chain  of  proprietary  busi- 
ness and  technical  schools  that  will 
earn  him  maybe  $3  million  this  year. 
Along  the  way  he  has  written  a  suc- 
cessful textbook,  Leadership  Develop- 
ment, for  McGraw-Hill,  as  well  as  oth- 
er inspirational  works  titled  The  Mir- 
acle of  Motivation  and  The  American 
Dream  Still  Works.  And  now  he  has 
bought  himself  a  professional  basket- 
ball team. 

As  a  writer  and  as  a  businessman, 
Shinn's  initial  capital  was  his  impov- 
erished childhood.  "We  were  poor, 
and  when  my  Daddy  died  when  I  was 
8,  it  didn't  get  any  easier,"  he  recalls. 
Like  most  of  the  young  men  in  his 
native  Kannapolis,  N.C.,  Shinn  went 
to  work  in  a  local  cotton  mill.  "My 
goal  in  life  was  an  office  job,"  he  says. 
"But  having  finished  last  in  my  high 
school  class,  that  didn't  look  likely." 

Shinn's  ticket  out  of  the  mills  was  a 
small  proprietary  business  college  in 
nearby  Concord  that  taught  subjects 
ranging  from  typing  to  business  man- 
agement. In  1961  Shinn  enrolled  and 
began  working  his  way  through  the 
school  as  a  janitor.  The  irrepressible 
salesman  soon  began  promoting  the 
virtues  of  the  school,  and  before  long 
Shinn  was  actively  recruiting  other 
students.  By  1964,  at  23,  Shinn  was 
running  the  place;  not  long  afterward, 


he  was  a  partner. 

Throughout  the  late  1960s  Shinn 
continued  to  acquire  more  schools.  By 
1970  he  owned  three  schools — in  Ra- 
leigh, Durham  and  Greensboro.  He 
was  also  seriously  overextended,  and 
close  to  going  under. 

Then,  just  in  time,  a  surge  of  gov- 
ernment financial  aid  to  Vietnam  War 
veterans  and  others  gave  the  coun- 
try's proprietary  schools  a  new  batch 
of  prospective  students.  Shinn  set  up  a 
consulting  business  to  counsel  other 
schools  on  recruiting  and  manage- 
ment techniques. 

Soon  prosperity  smiled.  "I  took 
home  maybe  $3,000  as  late  as  1976," 
he  says.  "The  next  year  it  was  more 
like  $30,000.  And  the  year  after  that, 
$300,000."  Most  of  that  income  was 
from  consulting;  the  money  from  the 
schools,  he  plowed  back  into  the  com- 
pany. When  other  schools  overex- 
panded  during  the  mid-1970s  boom, 
Shinn,  who  had  rented  his  space  on  a 
short-term  basis,  picked  up  more 
schools  at  distressed  prices  as  the 
boom  ended  a  few  years  later. 

Now  there  are  27  schools  in  Shinn's 
privately  held  Rutledge  Education 
System.  This  year,  he  says,  Rutledge 
will  net  him  perhaps  $2  million  after 
taxes,  and  might  be  worth  as  much  as 
$40  million  as  a  publicly  owned  pro- 
prietary school  chain. 

The  U.S.  Education  Department 
has  begun  an  investigation  into  the 
high  default  rate  on  loans  to  students 
of  many  proprietary  schools.  The  Rut- 
ledge system  presently  has  an  overall 
rate  higher  than  government  targets — 
a  fact  that  could  cause  trouble  for 


Beniamin  Porter  Archive 


Shinn's  schools.  But  Shinn  has  sup- 
porters-, including  Sanford  Shugart, 
vice  president  for  programs  in  the 
North  Carolina  Department  of  Com- 
munity Colleges.  "The  state  is  tough 
on  proprietary  schools,"  Shugart  in- 
sists, "but  Shinn's  pass  muster." 

Shinn  has  his  fingers  in  many  pies. 
Aside  from  his  schools  and  books,  he 
is  partner  to  one  of  the  nation's  largest 
automobile  dealers.  But  here  Shinn 
leaves  the  selling  to  partner,  Rick 


FORBES,  NOVEMBER  30,  1987 


George  Shinn  in  the  Charlotte  Coliseum,  home  court  to  his  new  Hornets 

A  master  salesman  and  dealmaker  wrapped  in  an  amiable  exterior. 


Hendrick,  whom  he  put  in  business. 

"George  and  I  were  friends  when  I 
was  selling  cars  back  in  the  1970s," 
says  Hendrick.  "He  told  me  that  if  I 
ever  wanted  to  go  out  on  my  own, 
he'd  help  me  out."  He  did,  and  helped 
himself,  too.  Shinn  now  owns  40%  of 
six  profitable  Honda,  BMW,  Toyota 
and  Chevrolet  car  and  truck  dealer- 
ships in  the  Carolinas  and  Florida. 

As  the  cash  flow  from  his  various 
activities  surged,  Shinn  was  attracted 


by  the  high  profile — and  potential 
profits — that  accrue  to  the  owner  of  a 
professional  sports  franchise.  So  in 
1985,  when  the  National  Basketball 
Association  started  discussions  on 
league  expansion,  Shinn  expressed  in- 
terest in  a  franchise  for  Charlotte.  His 
competing  bidders  eventually  includ- 
ed Toronto  and  Minneapolis. 

Charlotte  did  not  look  like  a  good 
spot  for  a  basketball  team.  While  it  is 
the  largest  city  in  the  Carolinas,  Char- 


lotte proper  has  fewer  than  half  a  mil- 
lion residents  and  little  of  the  glam- 
our of  such  southern  cities  as  Atlanta 
and  Miami.  But  it  did  have  George 
Shinn.  He  pulled  out  the  stops  on 
salesmanship.  Did  the  NBA  know 
that  Charlotte  has  a  healthy  econo- 
my, anchored  by  two  of  the  South- 
east's largest  banks?  That  it  has  a  pop- 
ulation of  several  million  within  a 
hundred  miles?  That  its  citizens  have 
a  mania  for  college  basketball?  That 
the  mayor  of  Charlotte  and  the  gover- 
nor of  North  Carolina  stood  four- 
square behind  the  new  team? 

Shinn  sold  over  8,500  season  tick- 
ets before  the  franchise  was  granted 
and  battled  the  city  fathers  over  the 
lease  on  a  new  coliseum  to  house  the 
team.  For  use  of  the  coliseum,  Shinn 
negotiated  an  incredibly  favorable  $1- 
per-game  lease  over  the  next  five 
years  on  Charlotte's  23,000-seat  are- 
na, due  to  be  completed  by  next  July. 

Perhaps  most  important,  Shinn 
proved  that  he  could  come  up  with 
the  requisite  $17  million,  his  share  of 
the  $32.5  million  needed  to  buy  the 
team.  The  balance  is  coming  from 
partners  Hendrick,  the  auto  dealer, 
and  Charlotte  businessmen  Felix  Sa- 
bates  and  Cy  Bahakel. 

Last  April  Fool's  Day  the  NBA  told 
George  Shinn  that  he  would  be  the 
owner  and  Charlotte  the  venue  of  the 
new  team,  the  Hornets. 

George  Shinn  is  now  a  local  hero 
among  Charlotte's  sports  fans.  He 
also  purchased  a  Double  A  baseball 
team,  the  Charlotte  Orioles,  this  fall 
for  over  $1  million  and  plans  to  build 
for  them  a  15,000-seat  stadium,  adja- 
cent to  Charlotte's  new  coliseum. 

"I  feel  that  through  owning  sports 
teams,  I  can  give  something  back  to 
the  community,"  says  Shinn.  "But  I 
aim  to  run  them  as  a  business,  and 
successful  businesses  make  money." 
His  do.  NBA  teams  clear  between  $2.5 
million  and  $3  million  in  network 
television  income,  and  those  presold 
tickets  (now  over  15,000,  probably  a 
league  record)  should  add  over  $6  mil- 
lion to  the  Hornets'  coffers.  That 
stacks  up  against  the  league  salary  cap 
of  $6.2  million  for  the  entire  roster, 
the  team's  major  expense. 

Auto  dealer  partner  Hendrick  tells  a 
story  that  reveals  the  toughness  be- 
hind George  Shinn's  amiable  person- 
ality: "One  time  George  came  into  a 
dealership  of  mine  with  a  Jaguar  he'd 
bought  from  me,  that  had  broken 
down  three  times.  He  calmly  said  that 
we  were  still  good  friends,  but  unless 
something  got  done  quick,  his  lawyer 
would  have  to  call  on  me.  Friends  or 
no,  I  knew  he  meant  it:  George  left 
my  shop  in  a  new  Mercedes."  ■ 
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SHERATON     LITTLE     THINGS     MEAN     A     LOT.    AT     SHERATON  LIT 

A  Safety  Pin 
Isnt  A  Big  Thing 

Until 
You  Need  One. 

LU 

*  Sometimes  the  success  of  a  business  trip  or  social  event  hangs 
by  a  thread. 

<  And  nobody  knows  that  better  than  the  doorman  of  one  of  our 
^                       Sheraton  hotels  in  Los  Angeles. 

o  He's  seen  fallen  hems  plunge  the  most  confident  executives  into 

the  depths  of  despair. 

<  Broken  zippers  make  the  most  intrepid  leaders  of  industry  lose 
z                       their  grip. 

And  missing  buttons  and  open  seams  take  the  glitter  out  of 
countless  gala  evenings. 

That's  why  he  always  keeps  a  supply  of  safety  pins  tucked  behind 

0  his  lapel. 

z  This  instant  tailoring  and  repair  service  certainly  isn't  one  of  his 

1  "official''  duties.  But  it  is  a  reflection  of  how  much  he  and  his  fellow 
Sheraton  employees  care  about  our  guests. 

Whether  you  want  a  document  typed  late  at  night  or  simply 
h  another  cup  of  coffee  in  the  morning,  there  are  Sheraton  people  ready 

^  to  go  that  extra  step  to  help  meet  your  needs. 

Because  even  though  we're  a  worldwide  hotel  group  with  over 
z  500  hotels  in  62  countries,  there's  one  thing  a  Sheraton  employee  never 

o  forgets:  when  it  comes  to  our  guests,  little  things  mean  a  lot. 

<  Call  Sheraton  at  800-325-3535. 

*  Or  call  your  travel  agent.  ShOFcitOri 

_  The  hospitality  people  of 

ITT 


< 


in 


iHMAT     SHERATO:  ITTLE     THINGS     MEAN     A     LOT.    AT     SHERATON  LIT 


i^fs  AT     SHERATON     LITTLE     THINGS     MEAN     A     LOT    .    AT     SHERATON     LITTLE  f ft  1 

§  For  Reservations  At  These  i 

And  Other  Fine  Sheraton  Hotels  Call  s 

!       800-325-3535  I 

•  Or  CallYourTravel  Agent  ! 

»—  — 
o     Sheraton  best  value  rates*  per  room,  per  night 
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Rates  subject  to  advance  reservations  With  the  Family  Plan,  up 
to  two  children  stay  free  in  adult's  room  when  no  additional 
bedding  is  required 

IN  THE  UNITED  STATES 

Wkdys.  Wknds 

ALASKA 

Anchorage 

Sheraton  Anchorage  Hotel  s69.50(EveryDay) 

ARIZONA 
Tucson 

Sheraton  Tucson  El  Conquistador 

Golf  and  Tennis  Resort  s  100.00/90.00 

CALIFORNIA 

Los  Angeles 

Huntington  Sheraton  s70. 00 (Every  Day) 

Sheraton  Grande  Hotel  s  110.00/95.00 

Sheraton  Plaza  La  Reina®  s65.00(Kvery  Day) 

Sheraton  at  Redondo  Beach  $85.00/79.00 

Sheraton  Universal  Hotel  s85.00(EveryDay) 

San  Diego  Harbor  Island 

Sheraton  Grand  on  Harbor  Island®  s89.00(EveryDay) 

Sheraton  Harbor  Island®  s89  00 (Every  Day) 

COLORADO 

Denver 

Sheraton  Denver  Airport®  s59.00(EveryDay) 

Steamboat  Springs 

Sheraton  Steamboat  Resort 

&  Conference  Center  (through  n/i9)  s49.00(EveryDay) 

(1 1/20  through  12/6)   s59.00 (Every  Day) 

CONNECTICUT 

Hartford 

Sheraton  Hartford  Hotel   590.00/69.00 

Stamford 

Sheraton  Stamford  Hotel  &  Towers  (Main)  s85.00/49.00 

(Towers)  s  105.00/69.00 

DISTRICT  OF  COLUMBIA 

Sheraton  Carlton  Hotel  s  145.00/99.00 

The  Sheraton  Grand  on  Capitol  Hill  $1 35.00/89.00 

Sheraton  Washington  Hotel  s99.00/74.00 

FLORIDA 

Miami  Beach/Bal  Harbour 

Sheraton  Bal  Harbour  s79.00(EveryDay) 

Orlando/Disney  World 

Sheraton  World  Hotel  s62. 00 (Every  Day) 

Palm  Coast 

Sheraton  Palm  Coast  Resort  s60.00/75.00 

ILLINOIS 
Chicago 

Sheraton  Plaza  s85.00/75.00 

LOUISIANA 
New  Orleans 

Sheraton  New  Orleans  Hotel   s92.00(Every  Day) 

MARYLAND 
Baltimore 

Sheraton  Inner  Harbor  Hotel  s89.00(Every  Day) 


•Rates  quoted  are  for  single  and  double  occupancy  Additional  charge  for  third  adult 
will  apply  Taxes  and  gratuities  nol  '  I  Advance  reservations  required  Sub- 
ject to  availability  Not  applicable  to  i  mentions.  Prices  effective  through 
December  6.  1987  except  where  nc  i  .:i  subject  to  change  without  notice 
Weekend  is  defined  as  Fnday  and  San. 
"Family  Plan  limited  to  one  child  only  ai  er.iton  Hotel 

5  *937  The  Sheraton  Corporation 
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MASSACHUSETTS  Wkdys/Wknds 

Boston 

Sheraton  Boston  Hotel  &  Towers  (Main)  « 125.00/99.00 

(Towers)  s  185.00/ 150  00 

MISSOURI 

St.  Louis 

Sheraton  St.  Louis  Hotel   s55  00(Every  Day) 

NEW  JERSEY 
East  Rutherford 

Sheraton  Meadowlands  Hotel   s  105.00/79.00 

NEW  YORK 

New  York 

St  Regis  Sheraton  Hotel**  s  175.00/ 140.00 

The  Sheraton  Centre  Hotel  &  Towers  (Main)  s  125.00/ 105.00 

(Towers) .  .  s205.00/ 130.00 

Sheraton  City  Squire  s  120.00/99.00 

Sheraton  ParkAvenue  s165.00/125.00 

NORTH  CAROLINA 

Greensboro 

Sheraton  Greensboro  Hotel   s75.00/59.00 

PENNSYLVANIA 
Philadelphia 

Sheraton  Society  Hill  s  114.00/94.00 

TENNESSEE 
Nashville 

Sheraton  Music  City  Hotel  ®  $81. 00/69.00 

TEXAS 
Dallas 

Sheraton  Dallas  Hotel&  Towers  (Main)  s89.00/55.00 

(Towers)  s  109.00/79.00 

Sheraton  Park  Central  Hotel  &  Towers  (Main)  .  .  s89.00/55.00 

(Towers).  .  s  125.00/89.00 

UTAH 

Salt  Lake  City 

Salt  Lake  Sheraton  Hotel  &  Towers  (Main)   s59.95/49.95 

(Towers)  s79.95/69.95 

VIRGINIA 

Richmond 

The  Jefferson  Sheraton  Hotel  s85.00/70.00 

WASHINGTON 
Seattle 

Seattle  Sheraton  Hotel  &  Towers  (Main)  $89.00/7750 

(Towers)  S129.0O/ Q9.00 

IN  CANADA 

NOVA  SCOTIA 

Halifax 

Halifax  Sheraton   |cfSuS'  s90.00/85.00 

ONTARIO 

Toronto 

The  Sheraton  Centre  Hotel  &  Towers  (Main) .  "itSSsT  s  120.00/99.00 
(Towers)  s  150.00/ 129.00 

QUEBEC 

Montreal 

Le  Centre  Sheraton  Hotel  &  Towers  (Main)    .'IS^T  s94.00(EveryDay) 

(Towers)  s119.00(EveryDay) 

JOIN  SHERATON  CLUB  INTERNATIONAL 

The  world's  most  rewarding  guest  recognition  and  award  program  /V~>\ 

For  further  details  call  800-247-CLUB.  J  ^>  $ 

\  — if 
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Weirton  Steels  worker-owners  now  face 
the  oldest  choice  in  economics  Should  they 
consume  their  capital  today?  Or  make  it 
grow  into  tomorrow? 

Class 
consciousness 
raising 


By  Stanley  W.  Angrist 

F|  rom  1971  to  1974  Her- 
bert Elish  was  New  York 
City's  Commissioner  of 
Sanitation.  The  experience 
taught  him  how  10,000  well- 
paid  garbage  collectors  can  help 
bankrupt  a  great  city.  Now 
Elish  heads  one  of  the  country's 
largest  steel  companies  and  may 
soon  see  his  workers  bankrupt 
their  employer — which  is  to 
say,  themselves. 

In  July  Elish  was  named 
chairman,  president  and  chief 
executive  of  Weirton,  W.Va.'s 
Weirton  Steel  Corp.  In  1984  Na- 
tional Steel  Corp.  sold  Weirton 
to  its  7,800  workers  on  the 
cheap.  The  mill,  representing  an 
investment  of  $350  million, 
brought  National  Steel  less  than 
$200  million — not  all  of  it  cash. 
Thus  was  created  the  nation's 
largest  employee  stock  owner- 
ship plan,  or  ESOP,  for  an  indus- 
trial company. 

Things  have  gone  pretty  well 
for  Weirton  since  the  buyout.  In 
1984  Weirton  earned  $60  mil- 
lion on  sales  of  $1  billion.  This 
year  sales  will  probably  come  in 

at  $1.3  billion,  profits  at  $120   

million.  There  is  $90  million  in  cash 
in  the  drawer. 

Weirton's  worker-owners  have  hap- 
pily cut  themselves  in  on  this  im- 
proved performance.  Since  the 
buyout,  the  workers,  who  now  num- 
ber 8,200,  have  paid  themselves  a  to- 
tal of  $35  million  in  profit  sharing 
dividends  and  allocated  to  themselves 
$158  million  worth  of  Weirton 
stock— about  $19,000  of  stock  per 
employee.  The  employee-owners  will 
probably  pay  themselves  another  $40 
million  or  more  from  this  year's  earn- 


Weirton  Steel's  Elish,  with  some  owners 
Next  year,  difficult  choices. 


ings.  (As  an  ESOP,  Weirton's  profits 
are  largely  sheltered  from  income  tax- 
ation by  payments  into  the  plan — an 
enviable  subsidy — but  workers'  profit 
sharing  payments  are  taxed  as  ordi- 
nary income  and,  when  the  company 
finally  issues  shares  to  the  workers, 
the  value  of  those  shares  will  be  fully 
taxed  as  income.) 

Have  these  goodies  made  the  work- 
ers whole  for  the  minor  sacrifices  they 
made  when  they  bought  Weirton?  De- 
pends on  how  you  look  at  it.  Give- 
backs  at  that  time  cut  the  company's 


overall  labor  costs  from  about  $25  an 
hour  to  $20  an  hour.  By  contrast,  labor 
costs  at  Wheeling  Pittsburgh  Steel 
Corp.,  also  unionized,  are  around  $18 
an  hour.  But  then,  Wheeling  is  in 
Chapter  1 1  and  is  paying  nothing  into 
its  workers'  pension  fund. 

In  any  case,  if  Weirton  folks  were 
having  their  cake  and  eating  it,  too, 
the  fun  is  about  to  end.  Elish  says 
Weirton  must  spend  around  $500  mil- 
lion on  plant  upgrading  in  the  next 
four  or  five  years  to  complete  the 
modernization  of  its  hot  mill  and 
build  a  new  continuous  caster. 

Aging  plant  and  equipment  aren't 
Weirton's  only  problems.  Although 
production  has  climbed  since  the 
workers  bought  the  company,  to 
about  2.6  million  tons  this  year,  Weir- 
ton's product  prices  are  about 
3%  lower,  on  the  average,  than 
in  1984. 

Worse,  Weirton's  product  mix 
is  heavily  geared  toward  tin- 
plate,  which  winds  up  largely  in 
food  cans.  The  tinplate  market 
has  been  shrinking  about  2%  a 
year  as  aluminum  and  plastic 
have  displaced  tin  in  the  bever- 
age can  market.  Weirton  hopes 
to  win  back  orders  with  a  new 
convenience-top  tinplate  can 
designed  to  protect  against 
sharp  edges.  Also  under  devel- 
opment is  a  beverage  can  of  tin- 
plate  that  doesn't  require  the  lid 
to  be  pushed  into  the  liquid. 

But  to  produce  the  new  prod- 
uct at  reasonable  cost,  Elish 
needs  that  new  caster  and  the 
other  capital  improvements. 
That  means  borrowing  close  to 
$400  million.  Finding  willing 
lenders  will  probably  require 
Weirton's  worker-owners  to  re- 
duce their  labor  costs  and  post- 
pone some  dividends. 

Under  the  terms  of  the  ESOP, 
Weirton  Steel's  employees  are 
to  receive  one-third  of  the 
company's  profits  if  the  com- 
pany's net  worth  is  over  $100 
million  and  below  $250  million. 

  When  net  worth  reaches  $250 

million,  the  contract  calls  for  profit 
sharing  payments  to  rise  to  50%  of 
profits.  With  net  worth  likely  to  ex- 
ceed the  $250  million  level  next  year, 
Elish  fears  that  banks  will  be  loath  to 
lend  Weirton  the  modernization  mon- 
ey it  needs  to  survive. 

Elish  thinks  he  can  talk  the  worker- 
owners  into  additional  givebacks. 
Says  he:  "We  must  increase  automa- 
tion, reduce  manning  requirements 
and  increase  multicrafting  of  jobs  to 
make  our  labor  costs  more  competi- 
tive. We  are  now  having  conversa- 
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High-tech,  high  profit . . .  Think  again  about  oil. 
U/e  did,  and  came  up  with  Mobil  1®— the  world's  first  fully  ap- 
proved and  documented  synthetic-base  auto  engine  lubricant— 
back  in  1976.  And  today,  the  point  for  investors  is  that  Mobil's 
innovative  technology  continues  to  pay  off  throughout  the 
organization.  "Our  technological  assets  are  well-matched  to  the 
needs  of  our  integrated  businesses,"  says  J.V.  D'Ambrisi,  presi- 
dent of  Mobil  Research  &  Development  Corp.  "That  comes  from 
directing  our  research  to  the  operating  divisions,  and  building  the 
technological  capital  they  need  to  make  money  for  Mobil." 

Leader  Of  the  pack. . .  We're  already  a  leader  in 
exploration  technology.  With  the  help  of  our  state-of-the-art 
Exploration  &  Producing  technical  center  and  research  laboratory 
in  Dallas,  we  operate  one  of  the  world's  most  advanced  land 
seismic  recording  systems.  It  can  simultaneously  record  up  to 
1,000  data  channels  and  has  helped  us  find  hydrocarbons 
missed  by  conventional  seismic  systems.  We've  also  developed 
computer-generated  models  of  the  Statfjord  field  in  the  North  5ea 
that  saved  many  millions  of  dollars  by  enabling  us  to  fully 
produce  the  oil  and  gas  with  fewer  platforms  than  traditionally 
would  be  required. 

After  the  floods ...  Our  reservoir  management 
techniques  have  increased  recoverable  oil  reserves  by  hun- 
dreds of  millions  of  barrels.  An  innovative  use  of  steam 
flooding  helped  add  40  million  barrels  of  reserves  to  our  San  Ardo 
field  in  California.  And  in  the  5alt  Creek,  Texas,  field,  where  we're 
the  operator  and  have  a  40%  interest,  waterflooding  has  added 
more  than  70  million  barrels  to  field  reserves. 

Capital  ideas ...  As  for  products  like  Mobil  1®,  we're 
the  Mo.  1  marketer  of  a  whole  line  of  synthetic  lubes  for  autos, 
airplanes,  ships  and  industrial  machinery.  They  generate  a 
steady  flow  of  earnings,  as  does  our  best-selling  line  of 
plastic  products,  which  includes  OFF  film  that  has  virtually 
replaced  cellophane  as  a  wrap  for  snack  items.  And  behind  them 
all  is  profit-generating  technology.  For  example,  since  1962,  the 
pretax  value  of  our  zeolite  catalyst  technology  has  been  more 
than  $2  billion.  At  Mobil,  better  science = bigger  profits. 


It's  free:  For  a  brochure  detailing  our  strategies  for  today 
and  the  role  research  plays  in  these  strategies,  write  to  Box  C 
 at  the  address  below.  Supplies  are  limited. 


MobilFax,  Box  M,  Mobil  Corporation.  15C 


Street.  New  York.  N  Y  10017  ©1987  Mobil  Corporation 
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tions  leading  in  that  direction." 

He  will  also  need  to  talk  with  the 
workers  about  something  else.  Each 
year  the  company  makes  a  contribu- 
tion, based  on  total  wages,  to  the  em- 
ployee stock  ownership  trust.  That 
contribution  determines  how  many 
shares  of  stock  will  be  allocated  to  the 
employees.  So  far,  over  3  million 
shares  have  been  earmarked  for  that 
purpose.  What  can  the  workers  do 
with  their  shares?  As  of  now,  nothing: 
The  shares  are  allocated,  but  not  yet 
issued.  But  the  ESOP  agreement  has 
another  provision.  It  states  that  once 
Weirton's  net  worth  reaches  $250 
million,  current  employees  and  retir- 
ees can  demand  cash  for  their  stock.  If 
that  target  is  reached  next  year,  and  if 
employees  insist  on  redeeming  their 
shares,  Ehsh's  task  of  finding  the 
money  to  make  the  necessary  capital 

Weirton's  worker-owners 
have  happily  cut  themselves 
in  on  this  improved 
performance.  Since  the 
buyout,  the  workers  have 
paid  themselves  a  total  of 
$35  million  in  profit 
sharing  dividends  and 
allocated  to  themselves 
$158  million  worth  of 
Weirton  stock. — about 
$  19,000  of  stock  per 
employee.  They  will 
probably  pay  themselves 
another  $40  million  or 
more  from  this  year's 
earnings. 

improvements  will  be  even  tougher. 

Will  the  workers  behave  like  re- 
sponsible capitalists,  ready  to  post- 
pone money  today  for  money  tomor- 
row? Father  Charles  J.  Schneider,  the 
pastor  of  Weirton's  St.  Joseph  the 
Worker  Church,  notes  an  encouraging 
change  in  Weirton  Steel's  employees. 
"When  I  came  to  Weirton  in  1981," 
Schneider  says,  "there  was  an  appall- 
ing lack  of  pride.  They  felt  Weirton 
Steel  owed  them  a  job  because  their 
fathers  and  grandfathers  worked  for 
the  company.  Now  that  they  own  the 
company,  that  attitude  is  gone." 

Maybe,  but  listen  to  Saundra  Toma, 
who  works  in  Weirton's  tin  mill.  "I 
don't  think  they  should  put  a  mega- 
caster  in  here,"  says  Toma.  "I  think 
we're  doing  fine  like  we  are.  I'm  look- 
ing forward  to  my  ESOP  check  next 
year. "  Making  difficult  choices  is  what 
running  a  successful  business  is  all 
about.  The  fact  is,  most  people  don't 
like  to  make  such  choices.  They'd 
rather  leave  that  to  the  boss.  But  at 
Weirton  "most  people"  are  the  boss.  ■ 
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DEBT/EQUITY 
SWAPS: 
A  HIGHWAY 
TO  GROWTH 
INSTEAD  OF  A 
DEAD  END  STREET. 


Of  all  the  solutions  touted  to  the  problems  of  debt -troubled  countries, 
debt/equity  swaps  offer  the  most  direct  way  out  of  the  dilemma.  We  at 
Citicorp  know  that,  because  we've  done  more  of  them.  We  are,  by  far,  the 
leader  in  debt/equity  swaps  worldwide. 

They  are  the  best  approach  because  they  are  a  catalyst  for  growth. 
They  offer  debtor  countries  a  way  to  stimulate  their  economies  by 
attracting  capital,  instead  of  discouraging  it.  Only  capital  can  generate  the 
new  jobs  and  exports  these  countries  so  desperately  need.  At  the  same 
time,  by  reducing  debt  and  debt  service,  the  developing  countries  will 
regain  the  trust  and  confidence  of  world  financial  markets,  encouraging 
more  investment  from  abroad  and  the  return  of  flight  capital.  In  fact, 
debt/equity  swaps  offer  outside  investors  profitable  investment 
opportunities. 

Debt/equity  swaps  can  promote  the  two-way  flow  that  is  vital  to  global 
financial  health.  Alternative  proposals  offer  quick  relief,  but  do  nothing  for 
sustained  growth. 

Of  course,  debt/equity  swaps  are  not  a  panacea.  But  they  do  work.  In 
Mexico  and  Chile,  they  are  already  working.  They  must  be  part  of  the 
world's  financial  health  plan. 
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F THE REASON YOU 

HfflfENT  BOUGHT  A 

24-PM  PRINTER  IS 

PRKE.YOUKE  LOST 
YOUR  REASON. 

You've  also  lost  your  last 
reason  for  buying  a  9-pin 
printer.  Our  new  Pinwriter® 
P2200  dot  matrix  printer  is 
the  first  24- pin  printer  that 
is  priced  lower  than  many  of 
today's  9-pin  printers. 

However,  we  didn't 
strip  the  price  by  doing  the 
same  thing  to  features. 
In  fact,  we  gave  the  P2200 
a  few  features  you  won't  find  on  any  other  printers  at  any  price. 

Like  more  software  support  than  any  other  24- wire  printer  and  unrivaled  paper- handling  capa- 
bilities. It  feeds  from  both  the  rear  and  the  front.  And  you  can  print  a  single  sheet  without  removing 
your  continuous  paper.  You  can  also  produce  up  to  128  type  variations  within  a  single  document. 

We  also  didn't  get  the  price  down  at  the  expense  of  speed.  The  P2200 
prints  55  cps  in  LQ  mode  -  thaf  s  faster  than  any  other  printer  in  its  price 
range.  And  in  draft  mode,  it  speeds 

along  at  170  cps.  NEC  PRINTERS. THEY  ONLY  STOP 

So  see  your  NEC  dealer 
today.  Anything  else  would 
be  thoroughly  unreasonable. 


WHEN  YOU  WANT  THEM  TO. 


NEC 

NEC  Information  Systems,  Inc. 


C  ^inpulffrs  and  Communicattons 


more  information,  and  the  name  of  the  NECIS  dealer  nearest  you,  call  I -SOO-343-441 S  ( in  MA  617-264-8635) 
Or  write:  NEC  Information  Systems,  Dept.  1610, 1414  Massachusetts  Ave.,Boxborough,  MA  01719. 


Fund  managers  are  trading  for  as  little  as 
six  or  eight  times  1987  earnings.  Can  pros- 
pects for  the  industry  really  be  that  bad? 

Down, 
but  hardly  out 


By  Ruth  Simon 

W'as  Black  Monday  a  death 
warrant  for  fund  manage- 
ment companies?  It's  easy  to 
think  so  when  you  look  at  the  prices 
of  fund  company  shares.  Dreyfus, 
which  weathered  the  month  of  Octo- 
ber with  a  mere  2%  shrinkage  in  mu- 
tual fund  assets  under  management, 
is  trading  46%  below  its  peak.  Eaton 
Vance,  at  a  recent  15  V2,  is  going  for 
less  than  half  its  52-week  high  and  at 
only  six  times  likely  1987  earnings. 

Earnings  prospects  were  dimmed  by 
the  crash.  But  that's  not  the  same  as 
saying  earnings  will  decline  for  all  or 
even  most  fund  operators.  Unlike  the 
brokerage  industry,  the  fund  industry 
emerged  from  the  crash  in  relatively 
good  shape.  The  fund  companies 
don't  have  big  losses  from  trading  on 
their  own  accounts  or  from  customers 
failing  to  meet  margin  calls.  Some  of 
them  have  profit  margins  you  could 
drive  a  truck  through.  A  decline  in 
revenue  will  not  put  them  in  the  red. 
The  difference  is  partly  a  matter  of 

Betting  on  the  house 


Earnings  are  plateauing  at  fund  management  companies,  but  the  stocks 
still  look  rather  cheap.  The  market's  price/earnings  multiple  is  13. 
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how  the  industry  makes  its  money. 
Fund  sponsors  depend  largely  on  man- 
agement fees — typically  0.4%  to 
0.75%  of  fund  assets  annually  (money 
market  funds  fall  at  the  low  end). 
Those  fees  drop  when  assets  decline. 
But,  unlike  commissions,  they  don't 
vanish  when  sales  dry  up. 

That  doesn't  mean  the  industry 
hasn't  taken  its  licks.  Total  fund  as- 
sets fell  5.8%,  to  $798  billion,  be- 
tween Aug.  1  and  Oct.  23,  according 
to  Joel  Rosenthal,  head  of  Strategic 
Insight.  That  estimate  includes  $256 
billion  for  money  markets  and  $461 
billion  for  stock,  bond  and  other  long- 
term  funds. 

Management  companies  with  large 
equity  funds  took  the  biggest  hits.  At 
T.  Rowe  Price,  fund  assets  sank  12%, 
to  about  $13  billion,  between  Sept.  30 
and  Oct.  30.  Eaton  Vance's  fund  assets 
skidded  8%  during  the  same  period. 
Firms  like  Dreyfus  that  specialize  in 
fixed-income  and  money-market 
products  were  relatively  unscathed, 
but  their  assets  declined  in  March 
when  bond  prices  fell. 


Sales  are  indeed  leveling  off,  but 
that  was  true  even  before  the  crash. 
Sales  less  redemptions  of  long-term 
funds  totaled  $78.6  billion  for  the  first 
nine  months  of  1987,  according  to  the 
Investment  Company  Institute. 
That's  off  about  30%  from  the  same 
period  last  year.  Redemptions  out- 
paced sales  in  September  by  $1.1  bil- 
lion, the  first  time  in  seven  years  net 
sales  have  been  negative.  "I  think  the 
consumer  was  fairly  full  up,"  says 
Dreyfus  Chairman  Howard  Stein. 

The  good  news  was  that  the  crash 
didn't  spur  most  investors  to  cash  in 
their  shares.  Preliminary  reports 
show  that  nearly  all  the  losses  reflect- 
ed falling  equity  prices,  with  most 
fund  companies  reporting  withdraw- 
als at  less  than  2%  of  assets.  "Most 
people  I've  talked  to  have  been  sur- 
prised at  what  a  nonevent  this  has 
been  for  the  mutual  fund  industry," 
says  Curt  Jones,  treasurer  of  Boston- 
based  Eaton  Vance. 

Some  equity  funds  even  saw  in- 
flows after  the  panic  waned.  "We 
started  to  see  some  money  coming 
[back]  into  stock  and  bond  funds,"  a 
T.  Rowe  Price  spokesman  said  a  week 
after  the  crash.  "People  started  to  feel 
there  were  opportunities  there." 

The  story  is  a  bit  different  at  the 
second-largest  fund  operator,  private- 
ly held  Fidelity  Investments.  At  this 
aggressive  marketer,  it  was  easy 
come,  easy  go.  Assets  of  the  firm's 
venerable  Magellan  Fund  fell  31%  in 
October,  to  $7.9  billion,  as  a  steep  fall 
in  the  fund's  net  asset  value  was  exac- 
erbated by  the  redemption  of  8%,  or 
15  million,  of  its  shares.  And  many 
customers,  lured  by  the  prospect  of 
switching  among  Fidelity's  sector 
funds,  switched  out  of  them  altogeth- 
er, forcing  fund  managers  to  liquidate 
holdings  as  the  market  dropped. 

So,  are  fund  operators  buys?  Thom- 
as Ackerman,  director  of  research  for 
Fechtor,  Detwiler  &.  Co.,  thinks  so, 
notwithstanding  that  he  has  recently 
trimmed  earnings  estimates  for  most 
of  the  fund  companies  he  tracks. 
"We're  going  to  see  pretty  flattish 
earnings  for  most  companies,"  he 
says — in  comparison  with  the  dizzy- 
ing growth  of  the  past  five  years.  In 
the  table  at  left,  Ackerman  shows 
small  earnings  gains  for  five  compa- 
nies. He  assumed  very  modest  net 
sales  for  the  next  two  months  and  flat 
stock  and  bond  prices  for  next  year. 

Because  sales  were  strong  through 
April,  most  companies  should  end 
1987  with  as  much  in  assets — and  thus 
earning  power— as  at  the  end  of  1986. 
Helping  next  year's  earnings  is  a  cut  in 
the  corporate  income  tax,  which  will 
boost  earnings  by  5%  to  15% .  ■ 
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FRENCH  BUSINESS  GOES 
INTERNATIONAL 


BY  JACK  ABOAF 

Encouraged  by  the  government's 
far-reaching  policies  of  liberalization, 
the  French  business  community  is 
placing  increasing  emphasis  on  inter- 
nationalization rather  than  a  strictly 
French  or,  even  European,  horizon. 

The  new  worldwide  strategy, 
deemed  essential  for  achieving  econo- 
mies of  scale,  is  being  translated  into 
an  unprecedented  spate  of  French  cor- 
porate investments  abroad,  particu- 
larly in  the  United  States. 

To  seasoned  observers  of  the 
French  economic  landscape,  the  series 
of  changes  introduced  during  the 
past  18  months  are  downright  revolu- 
tionary for  a  traditionally-minded 
country  like  France.  Implementing  its 
pre-election  platform  of  liberalization, 
the  government  of  Premier  Jacques 
Chirac  initiated  widespread  reforms 
aimed  at  instituting  a  modern  open-mar- 
ket economy  by  curbing  state  involve- 
ment and  by  stimulating  risk-taking  en- 
trepreneurship.  These  range  from  ex- 
tensive denationalizations  and  the 
abolition  of  foreign  exchange  con- 
trols, to  deregulation  of  financial  mar- 
kets, the  lifting  of  price  controls,  free- 
dom to  dismiss  unneeded  workers,  and 
tax  abatements. 

As  Industry  Minister  Alain  Madelin 
put  it:  "We  must  no  longer  orient,  much 
less  direct,  the  life  of  companies." 

The  aim  is  to  give  French  business  a 
free  hand  and  better  tools  to  meet  the 
challenges  of  1992,  when  the  Europe- 
an Community  becomes  a  single  unified 
market  of  320  million. 


Aerospatiale  is  the  industrial  architect  and  contractor 
for  the  Ariane  rocket  launcher. 

However,  if  Europe  is  an  important 
outlet,  the  lucrative  American  market  re- 
mains high  on  the  agenda  of  French 
companies  wishing  to  expand  abroad. 

The  United  States  is  one  of  France's 
leading  trading  partners:  the  fourth 
ranking  supplier  of  France  last  year 
with  shipments  totalling  $11.1  billion,  or 
7.5%  of  overall  French  imports. 
France  was  the  fifth  ranking  supplier  of 
the  U.S.,  exporting  $10.1  billion  worth 
of  goods  and  services,  or  7.4%  of  total 
American  imports. 

Although  France 
is  the  world's  fourth 
ranking  exporter 
and  the  second  per 
capita,  it  has  a 
chronic  trade  deficit 
due,  to  a  large  ex- 
tent, to  the  compara- 
tively low  level  of 
French  investments 
abroad.  Recent 


data  showed  that  France  trailed  far 
behind  the  major  industrial  nations 
in  foreign  investments  in  1985, 
ranking  fifth  with  only  5%  of  the  world's 
total. 

The  situation,  however,  is  in  the  pro- 
cess of  being  reversed:  1 986  was  a  vin- 
tage year  with  French  overseas  in- 
vestments rising  a  hefty  70%  to  a  record 
of  more  than  $8  billion,  up  from  $3.6 
billion  the  previous  year.  The  largest 
share  was  directed  to  the  U.S. 

And  the  momentum  continues.  The 
past  18  months  have  witnessed  an  un- 
precedented series  of  foreign  acqui- 
sitions, joint  ventures,  licensing  agree- 
ments and  production  facilities. 
These  include  the  following: 

□  L'AIRLIQUIDE  acquired  the 
Houston-based  Big  Three  Industries  for 
$1  billion  doubling  the  French  com- 
pany's sales  of  industrial  gas  in  the  U.S. 

□  RHONE-POULENC  acquired 
the  basic  chemicals  business  of 
Stauffer  Chemical  Co.  for  $522  mil- 
lion. It  follows  an  earlier  acquisition,  for 
$75  million,  of  the  worldwide  agribusi- 
ness of  Union  Carbide. 

□  ALCATEL  SA,  a  subsidiary  of 
Cie.  General  d'Electricite  (CGE),  acqui- 
red ITT's  worldwide  telecommunica- 
tions business. 

□  CIE.  DES  MACHINES  BULL  will 
increase  its  recently  acquired  42.5% 
stake  of  the  U.S. -based  Honeywell 
Bull,  Inc.,  comprising  the  customer 
base,  R&D  and  manufacturing  facili- 
ties worldwide  of  Honeywell  Information 
Systems  (HIS),  to  65.1  %  by  the  end  of 
1988. 


Advantage  BNP 
in  Europe. 


As  the  top-ranking  European 
bank  firmly  established  anion";  the 
worlds  leaders,  BNP  offers  you  the 
power  and  efficiency  of  its  worldwide 
network.  With  offices  in  76  countries, 
BNP  monitors  major  world  markets 
24  hours  a  day,  gathering  and  analys- 
ing up-to-the-minute  data  in  the 
service  of  its  clients. 

With  its  specialized  interna- 
tional teleprocessing  facilities  and 


one  of  Europe's  most  advanced 
trading  rooms,  BNP  provides  opti- 
mal solutions  based  on  fast  reactions 
and  market  knowledge. 

For  financing  major  projects, 
establishing  export  credits  or  for 
access  to  the  money  markets,  BNP 
enables  you  to  take  lull  advantage 

of  the  very  best     _    _ 

commercial  1  i"?  -  "  B  "  j 

opportunities.  ==^= 


Banque  Nationale  de  Paris.W)rld  banking  is  our  business. 
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□  CGEE  ALSTHOM,  a  unit  of  CGE, 
has  purchased  the  High  Voltage  Direct 
Current  (HVDC)  business  of  General 
Electric  Co.  (GE),  involving  GE  s  pat- 
ents and  know-how  for  HVDC  world- 
wide. 

□  The  THOMSON  GROUP,  lead- 
ing manufacturer  of  electronics  and  de- 
fense systems,  will  acquire  80.1  %  of 
the  consumer  electronics  division 
(RCA-TV)  from  GE,  in  exchange  for 
80. 1  %  of  the  French  company's  CGR 
Medical  Equipment  division,  plus  an 
undisclosed  amount  in  cash.  The  trans- 
action, announced  only  one  month  af- 
ter the  purchase  of  the  Ferguson  TV 
business  from  Britain's  Thorn-Emi, 
positions  Thomson  as  the  third  leader  in 
the  field. 

More  recently  the  U.S.  Army  award- 
ed a  multimillion-dollar  contract  to  Bur- 
tek,  Inc.,  a  subsidiary  of  Thomson,  for 
five  armored  vehicles  to  transport  simu- 
lators for  the  M60  battle  tank.  The  real 
breakthrough  for  Thomson  was  the  U.S. 
Army's  selection  of  the  RITA  system 
(Integrated  Automatic  Communications 
Network).  In  partnership  with  the  GTE 
group,  the  $4.3-billion  accord  over  five 


years  was  one  of  the  largest  military  . 
procurement  contracts  for  foreign  de- 
signed equipment  by  the  U.S.  Army. 

□  SOURCE  PERRIER  bought  BCI 
Arrowhead  Drinking  Water  Co. ,  the  larg- 
est processor  and  distributor  of  bot- 
tled water  in  the  United  States.  The  ac- 
quisition, from  Beatrice  Co.,  will  more 
than  double  Perrier's  U.S.  water  sales  to 
about  $460  million,  hence  becoming 
America's  leader  in  the  field. 

□  COGEMA,  FRAMATOME  & 
URANIUM-PECHINEY  agreed  to  form  a 
joint  venture  in  the  U.S.  with  the  nucle- 


With  2.400 
branches,  includ- 
ing 369  in  76 
countries,  BNP  is 
one  of  the  most 
important  groups 
in  international 
banking. 


ar  fuel  division  of  Babcock  &  Wilcox.  The 
accord  will  give  the  three  French  com- 
panies an  entry  ticket  to  the  North  Amer- 
ican market. 

□  LAFARGE  COPPEE  acquired 
the  Michigan-based  Alpena  Cement 
plant  from  National  Gypsum  It  also 
purchased  36.5%  of  Aancor  Holdings, 
plus  13  cement  terminals  in  the  Great 
Lakes  area. 

□  SEPR,  a  subsidiary  of  the  Saint- 
Gobain  Group,  acquired  88%  of  Corhart 
Refractories  Corp.,  which  owns  two 
plants  in  the  U.S. 

□  REVILLON  LUXE  SA  has  ac- 
quired A.H.  Robins  Co.'s  Caron  Corp 
perfume  unit,  a  move  aimed  at  giving 
the  French  concern  a  foothold  in  the 
U.S.  market  where  it  plans  to  launch 
its  current  French  line. 

□  CARREFOUR  SA,  a  major  food 
retailer,  bought  a  site  on  Long  Island, 
N.Y.,  to  build  and  operate  a  second 
American  supermarket.  Its  first,  in  Phila- 
delphia, will  be  opened  next  January. 

□  SANOFI  SA,  a  pharmaceutical 
and  beauty  products  unit  of  the  Elf-Aqui- 
taine  group,  has  a  "war  chest"  in  ex- 
cess of  $500  million  and  plans  to  ac- 


quire  an  American  pharmaceutical 
company. 

□  MICHELINSA,  the  giant  tire 
maker,  plans  to  invest  $200  million 
through  1990  to  increase  its  U.S.  pro- 
duction by  30%. 

The  above  list  is  far  from  complete 
and  does  not  include  projected  invest- 
ments and  those  recently  carried  out 
in  Japan,  Europe,  Southeast  Asia  and 
Latin  America. 

French  banks  played  a  leading  role 
in  accelerating  the  pace  of  French  com- 
panies' internationalization.  Foremost 
among  them  is  BANQUE  NATIONALE 
DE  PARIS  (BNP).  With  2,400 
branches,  including  369  in  76  countires, 
BNP  is  one  of  the  most  important 
groups  in  international  banking,  ranking 
among  the  top  1 0  worldwide  in  terms 
of  assets,  which  stood  at  91 5.8  billion 
francs  ($141 .9  billion)  at  the  end  of 
1986.  It  is  also  the  largest  commercial 
bank  in  Europe  in  terms  of  assets  and 
deposits  and  the  world's  second  largest 
non-U. S.  bank  in  terms  of  revenue. 
BNP  played  a  major  role  in  the  Euro- 
bond market  last  year,  ranking  first  in 
France  and  12th  worldwide  with  partici- 


pation in  558  issues.  Despite  its  size, 
BNP  has  a  remarkable  ability  to  adapt. 
To  cope  with  growing  trends  toward 
deregulation  and  globalization  of  mar- 
kets and  the  rapid  development  of 
new  financial  instruments,  the  bank  re- 
cently inaugurated  a  new  Central 
Markets  Management  department  with 
a  trading  floor  accommodating  120 
operators  and  300  terminals. 

Despite  the  growing  number  of 
French  industrial  and  marketing  units 
present  in  the  United  States,  the 
"Made  in  France"  label  is  still  largely 
perceived  by  Americans  through  the 
legendary  three  Fs — food,  fashion  and 
fragrance.  The  image  is  all  the  more 
deceitful  as  French  industry  is  among 
the  world's  leaders  in  a  number  of 
high  tech  sectors  such  as  aeronautics 
and  space,  nuclear  energy,  electron- 
ics, transport  and  telecommunications, 
to  name  a  few.  The  sale  of  technologi- 
cal know-how  between  France  and  the 
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France  Telecom 
offers  many  di- 
verse services 
including  the  Pub- 
liphone  carte  a 
memorie,  dialing 
cards  for  public 
phones. 


U.S.  is  increasingly  becoming  a  two- 
way  street. 

SOCIETE  EUROPEENNE  DE  PRO- 
PULSION (SEP),  which  manufactures 
the  engines  for  the  Ariane  rocket 
launcher,  recently  sold  licenses  for 
composite  materials  to  three  Ameri- 
can companies,  E.I.  du  Pont  de  Ne- 
mours, B.F.  Goodrich  and  Kaiser 
Aerospace,  within  a  few  weeks  of  each 
other. 

SOCIETE  AEROSPATIALE,  Eur- 
ope's leading  aerospace  company  and 
partner  in  the  development  and  man- 
ufacturing of  the  Concorde  supersonic 
airliner,  is  well  ahead  of  its  competi- 
tors in  projects  for  future  SSTs. 


Partnership: 
What's  in  it  for  a 
U.S.  company? 
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At  Aerospatiale,  we've  spent 
5  years  proving  that  partnerships 
an  work  within  Europe. 

Today  we're  showing- they  can 
rork  with  the  United  States. 

In  fields  like  SDI,  satellite  tech- 
ologies  and  advanced  composite 
laterials. 

And  tomorrow,  we  hope,  on 
rojects  like  a  second  generation  of 
apersonic  transport. 

We  can  offer  America's  aero- 


space sector  our  strength  to  under- 
write major  program  development 
costs,  a  proven  — and  highly  comple- 
mentary—technology track-record, 
and  the  ability  to  aggressively  market 
products  worldwide. 

For  more  information  about 
Aerospatiale,  and  how  we  might 
fit  into  your  future,  write  on  your 
company  letterhead  to:  Director 
of  Communications,  37  Blvd  de 
Montmorency,  75016  Paris,  France. 


jerospatioVc 
aerospatiale 
wospafio" 


hat's  special,  that's  aerospatiale. 
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Teams  of  engineers  are  working  on 
two  projects  for  the  21  st  Century,  the 
ATSF  (Avion  de  Transport  Supersonic 
Future),  a  200-passenger  SST,  and  the 
AGV  (Avion  a  Grande  Vitesse)  capa- 
ble of  seating  300  and  moving  at  a 
speed  of  Mach  5.  Aerospatiale  has 
other  plans  for  the  near  future:  a  100- 
passenger  airliner,  powered  by  two 
propfans,  and  the  AS1 00,  expected  to 
be  commercially  available  in  1995. 

With  a  stake  of  38%  in  the  European 
Airbus  Consortium  and  50%  in  the  Fran- 
co-Italian ATR42  commuter  plane,  the 
company  is  reorganizing  its  aircraft  divi- 
sion to  meet  a  rise  in  orders  and  to 
challenge  the  strong  foreign  competi- 
tion says  CEO  Henri  Martre.  Orders 
reached  about  15  billion  francs  during 
the  first  six  months  of  this  year,  com- 
pared with  20  billion  for  all  of  1986. 

Already  the  world's  leading  export- 
er of  helicopters,  Aerospatiale  will  build 
a  new  combat  helicopter  in  coopera- 
tion with  West  Germany's  MBB,  under  a 
definitive  agreement  recently  signed 
by  two  countries. 

Aerospatiale,  which  devotes  27% 
of  its  sales  to  R&D  is  also  a  leader  in 
space  activities,  designing  and  man- 
ufacturing a  wide  range  of  products  and 
capable  of  delivering  a  complete  sat- 
ellite system  on  a  turnkey  basis.  It  is  the 
industrial  architect  and  stage  con- 
tractor of  Europe's  Ariane  rocket 
launcher. 

FRANCE  TELECOM  INC.  (France 
Telecom)  in  New  York  City  has  served 
as  the  U.S.  liaison  for  the  French  tele- 
communications administration  (Direc- 
tion Generale  des  Telecommunica- 
tions) since  1980. 

The  French  telecommunications 
administration  is  the  official  and  sole 
provider  of  all  basic  telecommunica- 
tions services  within  France  and  from 
France  to  the  rest  of  the  world.  Several 
subsidiaries  have  been  established  to 
offer  specialized  services.  The  orga- 
nization consists  of  165,000  employees 
worldwide.  Revenues  in  1986  ex- 
ceeded $15.2  billion  and  net  income 
reached  $1.12  billion.  Investment  in 
R&D  was  $630  million,  4%  of  1986's 
revenues.  It  is  among  the  largest  and 
most  innovative  telecommunications 
providers  in  the  world.  Thus  far  it  has 
achieved  the  design,  implementation 
and  operation  of  TRANSPAC,  the- 
world's  largest  public  network,  amass- 
ed the  highest  national  network  digi- 
tization rate,  which  was  app  ;  ornately 
60%  at  the  end  of  1 986,  an      .  eloped 
ELECOX  1,  the  only 


satellite  system  in  Europe. 

The  France  Telecom's  administra- 
tion's presence  extends  far  beyond 
France's  national  borders.  In  addition 
to  the  U.S.  offices  they  have  representa- 
tive offices  in  Tokyo,  Singapore,  Ja- 
karta and  Venezuela.  In  addition,  the 
company's  global  presence  is  rein- 
forced through  involvement  in  inter- 
national joint  ventures  such  as 
INFONET. 

In  the  U.S.,  one  of  France  Telecom's 
key  missions  is  to  represent  the  full  spec- 
trum of  services  offered  by  the  various 
entities  under  the  French  telecommuni- 
cations administration  umbrella. 
These  include  the  D.T.R.E.  (Direction 
des  Telecommunications  des  Re- 
seaux  Externes),  F.C.R.  (France  Cables 
et  Radio)  and  TRANSPAC.  France 
Telecom  offers  a  range  of  services 
which  include  private  leased  lines, 
packet  switching,  video-teleconferenc- 
ing, full  motion  video  broadcasting 
and  network  engineering  and  consult- 
ing activities. 

Major  account  management  for 
U.S. -based  multinationals  is  another 
critical  responsibility  at  France  Tele- 
com. Its  New  York  team  is  dedicated  to 
providing  highly  responsive,  thor- 
ough and  timely  service  to  American 
carriers. 

France  is  determined  to  correct  its 
distorted  image  in  the  United  States.  A 
number  of  campaigns  have  emerged 
through  ads  in  the  media,  public  rela- 
tions and  sponsorship  now  taking 
place  with  other  ideas  in  the  planning 
stages. 

A  forthcoming  event  in  the  U.S.  in- 
volves a  "Windows  of  France"  week  at 
the  Jacob  Javits  Convention  Center  in 
New  York.  Beginning  November  4, 
French  companies  will  exhibit  a  wide 


In  five  years, 
Alain  Gomez, 
Chairman  of  the 
Thomson  Group, 
has  turned  his 
company  into  a 
major  world 
force  in  defense 
and  consumer 
electronics. 


variety  of  products,  from  high-tech  dy- 
namics to  luxury  products  and  along 
with  food,  services,  tourism  and  sports. 

A  major  feature  of  the  government's 
liberalization  policy  involves  the  privati- 
zation of  66  state-owned  banks  and 
companies.  In  the  space  of  eight 
months,  23  units  with  a  market  value  of 
$16.5  billion  were  denationalized,  in- 
creasing the  number  of  individual 
shareholders  fourfold  to  more  than  6  mil- 
lion. The  appetite  (domestic  and  for- 
eign) for  privatized  shares  has  out- 
stripped all  predictions,  with  five  offer- 
ings oversubscribed  more  than  20 
times,  and  one  (Banque  du  Batiment 
et  Travaux  Publics)  by  as  much  as  65 
times. 

Popular  capitalism  seems  to  have 
caught  up  with  the  French,  who  have 
traditionally  shied  away  from  the 
Bourse.  With  the  change  in  mentality 
spreading  fast,  France  is  readying  it- 
self to  position  the  Paris  Bourse  as  conti- 
nental Europe's  main  financial  clear- 
inghouse. The  government  recently  un- 
veiled an  ambitious  plan  aimed  at 
achieving  the  equivalent  of  the  "Big 
Bang"  that  deregulated  the  London 
market  last  year.  By  1 992,  when  the  Eu- 
ropean community  becomes  a  single 
unified  market,  the  century-old  trading 
monopoly  held  by  the  60  French  bro- 
kerage firms  will  be  abolished,  and  out- 
siders will  be  able  to  apply  for  mem- 
bership. 

While  French  brokers  will  hold  on  to 
their  exclusive  right  to  trade  through 
1991 ,  French  and  foreign  banks  and 
institutions  will  be  authorized  to  acquire 
stakes  in  French  brokerage  houses 
beginning  January  1 ,  1988. 

The  new  business  climate  in  France 
has  not  escaped  foreign  investors  who 
created  or  saved  a  record  1 3,526  jobs 
last  year,  56%  of  which  were  in  priority 
zones  and  as  such,  eligible  for  various 
regional  development  aid  programs. 

And  the  attraction  of  France,  with  its 
central  location  at  the  heart  of  the  320 
million  affluent  consumers  of  the  Euro- 
pean Community,  continued  this  year. 
Two  of  the  largest  American  invest- 
ments so  far  include  the  construction  of 
Scott  Paper's  $650  million  plant  near 
Orleans,  south  of  Paris  and  Atlantic 
Richfield's  construction  of  a  $400  mil- 
lion facility  at  Fos-Sur-Mer  on  the  Medi- 
terranean coast.  ■ 

Jack  Aboafis  a  freelance  writer.  Formerly, 
he  was  a  Pans  bureau  chief  of  the  Associated 
Press  and  Dow  Jones,  and  a  journalist  with 
the  International  Herald  Tribune  andJhe  Wall 
Street  Journal. 


IN  CERTAIN  NICHE  MARKETS 
WE'VE  GOT  THE  KNOWHOW 
AMERICA  NEEDS. 

AND  AMERICA'S  GOT  THE 
PARTNERS  WE  NEED. 


We  know  from  experience  that  flat-screen  liqi  rid-  crystal  displays, 
in  the  world  markets  in  which  we  compete,  And  with  Rockwell  to  fit 

no  company  can  go  it  alone.  It  takes  at  least  Australian  submarines  with  our  advanced 

two  to  tango.  Eledone  sonar  system. 

We're  Thomson-CSF  We're  At  the  same  time  we're  also 

Europe's  largest  defense  electronics  contractor  collaborating  with  several  other  leading 

and  the  fourth  largest  worldwide.  companies  around  the  world. 

We  got  there  the  hard  way.  By  For  instance,  with  MBB  of  West 

plowing  back  a  whopping  twenty  percent  of  Germany  on  a  joint  project  to  modernize 

revenue  into  research  and  development.  NATO's  anti-aircraft  defenses. 

That  commitment  not  only  We're  proud  that  these  US 

gives  us  a  strong  technological  edge.  It's  made  -  and  other  -  companies  picked  us.  After  all, 

us  an  attractive  international  partner.  we  operate  in  a  market  that's  fiercely 

Currently,  we're  working  in  competitive, 
mutually  profitable  partnership  with  -  among  But  that's  par  for  the  course, 

other  US  groups  -  GTE  to  supply  Mobile  At  Thomson-CSF,  we're  fiercely  competitive  too. 
Subscriber  Equipment  to  the  US  Army. 

to  develop  the  next  generation  of     IT  TAKES  TWO  TO  TANGO. 


O  THOMSON-CSF 

THE  BRAINPOWER.    THE  WILLPOWER.  THI 


The  France  Connection. 

France  Telecom  for  leading-edge  performance  services  tailored  to  meet 


technology  in  international 
telecommunications  services 

France  Telecom.  Responsive. 


your  company's  specific  needs. 

Call  us:#(212)  977-8630.  Or  write: 
1270  Avenue,  of  the  Americas, 
NewYork,# 
NY  10020* 


Once  again,  pharmaceutical  manufactur- 
er Syntex  Corp.  finds  itself  heavily  depen- 
dent on  one  drug,  while  FDA  approval  is 
slow  in  coming  on  new  ones. 

Struggling 
with  addiction 


By  Ellen  Paris 


As  every  drug  company  knows, 
it's  almost  always  unhealthy, 
b  long  term,  to  get  hooked  on  a 
single  drug,  no  matter  how  success- 
ful. But  in  a  business  where  a  pharma- 
ceutical smash  can  send  a  company's 
short-term  earnings  rising,  that's  far 
easier  said  than  done.  Take  Palo  Alto, 
Calif.-based  Syntex  Corp.  In  fiscal 
1987  (ended  July  31)  some  53%  of 
Syntex'  $1.1  billion  sales  and  a  larger 
percentage  of  its  $249  million  profits 
came  from  Naprosyn  and  Anaprox  (a 
related  compound)  tablets,  which  are 
now  the  country's  leading  prescrip- 
tion arthritis  medications.  But  while 
Syntex'  profits  were  up  25%  from  the 
previous  year,  postcrash  Wall  Street  is 
clearly  nervous  about  the  company's 
drug  dependency.  Compared  with 
Merck's  multiple  of  28  and  Upjohn's 
21,  Syntex'  recent  stock  price  of  33  is 
16  times  earnings. 

The  Street  has  good  reason  to  be 
jittery:  Syntex  has  been  in  this  posi- 
tion before.  In  the  early  Sixties  Syntex 
supplied  the  ingredients  to  Ortho  for 
its  Ortho-Novum  pill,  one  of  the  early 
birth  control  pills.  It  soon  developed 
and  marketed  its  own  contraceptive 
pill.  By  1969  almost  half  its  revenues 
came  from  its  oral  contraceptive  busi- 
ness. Syntex  was  a  stratospheric  high- 
flier throughout  the  Sixties,  with  the 
stock  trading  at  a  multiple  of  around 
100.  But  then,  in  1970,  the  U.S.  gov- 
ernment began  investigating  the  side 
effects  of  all  birth  control  pills.  In  the 
aftermath,  sales  of  the  pill  fell  sharp- 
ly. Syntex'  sales  folded,  and  the  stock 
price  fell  from  86  to  18.  Syntex  found 
itself  almost  a  one-drug  company 
with  an  unpopular  addiction.  Eventu- 
ally women  returned  to  the  pill.  To- 
day Syntex  markets  lower-dosage 
birth  control  pills,  but  these  account 


for  only  10%  of  sales. 

Syntex  revived  when  it  introduced 
Naprosyn  in  1976.  While  Eli  Lilly  and 
Johnson  &  Johnson  came  out  with 
similar  substances  around  the  same 


time,  Syntex  was  one  step  ahead.  "Six 
months  before  we  launched  the  drug, 
we  checked  with  local  pharmacies  to 
see  who  wrote  a  lot  of  prescriptions 
for  arthritis  drugs  and  sent  question- 
naires to  these  doctors  about  their 
experiences  treating  arthritis,"  says 
Paul  Freiman,  executive  vice  presi- 
dent of  pharmaceuticals  and  agribusi- 
ness. "So  as  soon  as  we  got  approval, 
we  were  ready  to  go.  We  had  already 
educated  the  doctors." 

Naprosyn  quickly  gained  a  strong 
franchise  among  physicians  and  today 
has  a  25%  share  of  the  U.S.'  $1.3  bil- 
lion prescription  nonsteroidal  anti-ar- 
thritic market,  compared  with  John- 
son &  Johnson  and  Lilly,  each  with 
around  4%  market  share. 

Recently  the  entire  prescription 
anti-inflammatory  market  has  been 
hit  with  competition  from  cheaper  ge- 
neric alternatives  and  over-the- 
counter  drugs.  This  has  hurt  Napro- 
syn's  sales,  slowing  growth  this  year 
in  the  U.S.  to  15%,  compared  with 

Robert  Holmgren 


Syntex  Corp.  Chairman  Albert  Bowers 

Waiting  for  the  Food  &,  Drug  Administration. 
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"Our  job  is  to 
build  airplanes 
with  plastics." 


"Boeing  is  writing  the  book  on 
high  strength  thermoplastic  com- 
posites for  aircraft  structures.  We're 
leaders  in  materials  technology, 
and  in  creating  teams  of  research, 
engineering  and  manufacturing 
professionals  to  speed  the  rate  of 
invention.  One  result:  a  40-foot 


wing  built  with  composite  spars, 
ribs  and  skins.  Heat-fused  joints 
form  composite-to-composite  coi 
nections.  Unique  processes  and 
fabrication  techniques  assure  stru 
tural  integrity  at  temperatures 
above  350°F,  good  enough  for  use  i 
advanced  jet  fighters.  Automated 


esses,  reduced  scrap,  and  ease 
pair  cut  costs.  And  the  new 
:tures  are  lighter  and  stronger 
metal." 

ink  D.  Statkus,  Manager,  Advanced 
'Meal  Fighter  Structural  Design; 
*ry  Oberle,  Manufacturing  Engineer, 
eing  Military  Airplane  Company 


This  monolith  is  made  of  carbon-fiber-  reinforced  high  temperature  thermoplastic 

At  Boeing,  we're  sharing  knowl- 
edge and  integrating  technology  to 
create  high-quality  products  and 
services.  In  computer  services, 
electronics,  aviation  and  aero- 
space. You  can  trust  the  people  at  m 
Boeing  to  do  it  right. 


Gannett  Co. ,  the  nationwide  news  and  information 
company,  reported  an  8  percent  gain  in  net  income  for  the  third 
quarter  of  1987,  the  80th  consecutive  increase  in  comparative 
quarterly  earnings  since  the  company  went  public  in  1967. 


Period  Ending  September  27 


Net  Income 
Earnings  Per  Share 
Operating  Income 
Net  Revenues 


13  Weeks 
+8% 
+7% 
+9% 
+9% 


39  Weeks 
+  13% 
+  14% 
+  10% 
+  11% 


Results  for  the  third  quarter  include  revenues  and  earnings 
of  recently  acquired  operations,  including  the  Arkansas  Gazette, 
and  compare  to  year-earlier  results  which  included  a  significant 
capital  gain. 

Gannett  publishes  90  daily  newspapers,  including 
USA  TODAY,  39  non-daily  newspapers,  and  USA  WEEKEND, 
a  newspaper  magazine.  The  company  owns  eight  television 
stations  and  16  radio  stations.  Gannett  also  operates  the  largest 
outdoor  advertising  company  in  North  America. 

For  more  information  about  Gannett,  write  Investor 
Relations,  P.O.  Box  7858,  Washington,  D.C.  20044. 


GANNETT 

A  WORLD  OF  DIFFERENT  VOICES 
WHERE  FREEDOM  SPEAKS 


©  Gannett  1987 


24%  in  fiscal  1986.  Worldwide,  the 
rate  of  sales  growth  is  also  down,  in- 
creasing 17%,  vs.  21%  the  year  before. 

Albert  Bowers,  Syntex'  chief  execu- 
tive since  1980,  does  have  other  prod- 
ucts in  the  pipeline:  Cardene,  for 
treating  hypertension  and  angina; 
Gardrin,  for  ulcers;  and  Toradol,  a 
non-narcotic  morphinelike  painkill- 
er. But  six  of  them  are  now  in  the 
none-too-nimble  hands  of  the  Food  & 
Drug  Administration,  awaiting  ap- 
proval. It  is  unclear  when  any  will  be 
available  to  the  U.S.  public. 

Certainly  Bowers  is  not  sitting  still 
while  the  FDA  twiddles  with  his  fu- 
ture. In  fiscal  1987  Syntex  spent  $175 
million,  or  15%  of  sales,  on  research 
and  development — an  industry  high. 
Aside  from  the  drugs  now  before  the 
feds,  Syntex  has  27  other  compounds 
in  various  development  stages.  One- 


"Look.  at  what  is 
happening  to  the  U.S. 
population.  You  see  the 
graying  of  America  and  ash 
yourself  where  will  the 
real  medical  needs  be." 


third  of  the  research  budget  is  in  the 
area  of  cardiovascular  drugs. 

"Look  at  what  is  happening  to  the 
U.S.  population,"  says  Bowers,  57, 
who  started  with  Syntex  as  a  research 
chemist.  "You  see  the  graying  of 
America  and  ask  yourself  where  will 
the  real  medical  needs  be."  So  he  is 
hoping,  for  instance,  that  Ticlid,  a 
stroke  preventive,  could  be  another 
Naprosyn. 

In  the  meantime  Syntex  is  trying  to 
extend  Naprosyn's  life  by  adding  to 
the  product  line  a  liquid  form,  larger 
dosages  and  easy-to-swallow  coated 
tablets.  Syntex  is  also  hoping  the  FDA 
will  soon  approve  Naprosyn  for  treat- 
ing migraines.  "I  think  Naprosyn  is  a 
product  with  a  lot  of  life  left  in  it," 
says  Freiman.  "We  still  think  we  can 
grow  it  another  15%  a  year."  Napro- 
syn's patent  expires  in  1993. 

With  $284  million  in  cash  and  long- 
term  debt  only  17%  of  total  capital, 
would  Bowers  be  tempted  to  make  an 
acquisition  to  lessen  his  dependency 
on  Naprosyn?  Not  likely.  He  tried  the 
acquisition  route  once  before,  buying 
cosmetics,  hair  care,  contact  lens  and 
dental  equipment  companies.  "Buy- 
ing those  businesses  was  a  strategic 
error,"  says  Bowers.  "It  makes  life 
easier  to  only  have  to  worry  about  the 
pharmaceutical  business." 

Besides,  unless  he  can  come  up 
with  another  big  winner,  the  pharma- 
ceutical business  will  give  Bowers 
more  than  enough  to  worry  about.  ■ 
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The  CEO  who's  always  ready  for  bad  news 
always  has  good  news  for  stockholders 


No  matter  how  confident  you  may  feel 
about  how  well  your  company's  doing, 
there's  always  the  possibility  that  bad 
news  may  surface. 

From  somewhere. 

And  the  CEO  aware  of  this  is  always 
ready  for  whatever  the  bad  news  is. 


Being  ready  he's  able  to  cope  with  it 
before  it  affects  earnings. 

Our  business  is  finding— and  correct- 
ing—the bad  news  before  it  surfaces. 

Which  is  just  about  the  best  news 
about  bad  news  there  is. 


Alexander  Proudfoot 

Specializing  in  the  Installation  of  Productivity  Improvement 
and  Profit  Enhancement 


The  Alexander  Proudfoot  Worldwide  Family  of  Companies.  Founded  1946.  Executive  Offices:  249  Royal 
Palm  Way,  Palm  Beach,  FL  33480  (800-843-4877).  Operating  in  the  United  States,  Canada  (Toronto 
416-862-7543),  Mexico  (Mexico  City  905-254-6711),  Brazil  (Sao  Paulo  011.492.4455),  Great  Britain, 
France,  Federal  Republic  of  Germany,  Italy,  Spain,  Portugal,  Denmark,  Ireland,  Luxembourg,  The  Nether- 
lands, Belgium  (Brussels  2.511.0640),  Australia  Hong  Kong,  Malaysia  Singapore  (65.225.4646). 
This  message  prepared  by  Alexander  Proudfoot  Communications.  L.P. 


(In  Florida  call  305-655-9300.) 


Present  ing.  The  \ 

The  Commodore  Amiga  200( 
Desktop  Presentation  Systen 
The  Next  Step  Forward. 


Commodore"  pre- 
sents a  major  break- 
through in  the  art  of 
presenting  ideas.  Intro- 
ducing Desktop 
Presentation  with  the 
Commodore  Amiga* 
2000.  It's  the  personal 
business  computer  that's 
also  a  com- 
plete desktop 
publishing 


outside  suppliers. 
Desktop  Publishing 
Color.  It's  the  next 
generation  in  desktop 
publishing.  And  with  the 
Amiga  2000,  you  can 
create  your  own  catalogs, 
brochures, 
mag- 
azines 


high  resolution  mode,  i 
gives  you  a  better  pre- 
view of  your  laser- 
printed  half-tone  pictu: 
than  the  Macintosh™  S 
ever  could. 

Desktop  Video 
Video  is  part  of  tr. 
new  language  of  mode 
business.  But  you  won't 
need  epic  budgets  to  pi 
duce  your  own  corpora 
sales,  and  promotional 
videos.  With  the 


Enjoy  true  freedom  of  the  press  with  Gold  Disks""  Professional  Page""  desktop  publishing  software 
Even  make  color  separations  with  resolution  as  high  as  2400  dots  per  inch 

center,  video  production  in  up  to  4096  colors, 
studio,  and  live  presenta-         There's  a  big  advan- 

tion  workstation— giving  tage  in  black  and  white, 

you  access  to  profes-  too.  Since  the  Commo- 

sional-quality  results  at  a  dor  Amiga  2000  dis- 

fraction  of  the  cost  of  plays  16  levels  of  grey  in 


DESKTOP  VIDEO 


Network  TV  producers  use  the  Commodore  Amiga  to  I 
dazzling  graphics  and  special  effects.  It  can  boost  the  t 
of  your  next  business  video,  too. 

Commodore  Amiga  201 
you  can  create  profes- 
sional-quality 3-D  ani- 
mation. Titles.  Wipes. 
Fades.  You  can  even  paii 


ture  Of  Business 


}Give  em  a  show  thev  II  never 
f  forget  Hook  a  Commodore 
\miga  2000  to  a  Polaroid 
f Palette'"  and  make  35mm 
es  in  up  to  4096  colors. 


r  video  images,  one 
lie  at  a  time. 
Live  Presentation 
The  Commodore 
liga  2000 
nes  in  front  of 
re  audience, 
.  Create  35mm 
ies,  transpar- 
:ies,  story- 
irds— even 
mated  "elec- 
tiic  slide  - 
»ws."  You'll  get 
the  support 
ill  need  when  you're 
your  feet. 


A  master  quick  change  artist,  the 
Commodore  A  miga  2000  gives  you 
fast  and  easy  access  to  design  and 
color  options 


Carry  your  whole  slide 
presentation  in  your  shirt  pocket.  When  you  slip  a 
iisk  into  a  Commodore  A  miga  2000  that  s  connected  to 
1GB projection  TV.  you  ve  got  an  animated  electronic 
slideshow  system 

Strictly  Business 
The  Commodore 
liga  2000  has  all  the 


power  you'll  need  for 
your  everyday  business 
needs,  too.  Word  proc- 
essing with  WordPerfect! 
Advanced  database  and 
spreadsheet  pro- 
grams. Complete 
networking.  And 
the  Commodore 
Amiga  is  the 
world's  first  true 
multi-tasking  per- 
sonal business 
computer,  so  you 
can  actually  run 
several  programs  at  the 
same  time. 

The  Commodore 
Amiga  2000  is  ready  to 
grow  with  you.  Its  wide 
open  architecture  will 
comfortably  fit  up  to 
9  megabytes  of  internal 
memory  (1  megabyte 
standard)  and  a  host  of 
expansion  cards,  includ- 


MMHHHI 


Multi-Tasking 


Here  's  a  show-stopping  juggling  act  Since  the 
Commodore  Amiga  is  the  world's  first  multi  tasking  personal 
business  computer,  you  can  actually  run  several  programs 
simultaneously 

ing  one  that  allows 
IBM-PC*  XT  compatibility. 

So  take  a  step  into 
the  future  of  personal 
computing.  Call  1-800- 
87-AMIGA  to  locate  your 
nearest  Commodore 
Amiga  2000  dealer. 


Optional  non  Commodore  hardware  and  software  required  tor  some  applications.  Commodore  is  a  registered  trademark  of  Commodore 
le  Amiga  logo  a  trademark  of  Commodore  Amiga.  Inc  Macintosh  is  a  trademark  of  Apple  Computer.  Inc  WordPerfect  is  a  registered  trademark  of 
of  International  Business  Machines.  Corp.  Gold  Disk  and  Professional  Page  are  trademarks  of  Gold  Disk.  Inc  Polaroid  Palette 


Electronics.  Ltd.  Amiga  is  a  registered  t  rademark 

the  WordPerfect  Corporation  IBM  PC  is  a  registered  trademark 

is  trademark  of  Polaroid  Corporation 


Okay,  Tom  Theobald  wants  to  rouse  sleepy 
Continental  Illinois.  But  does  he  have  to 
order  up  an  earthquake? 

Ten  on  the 
Richter  scale 


By  Charles  Siler 


CONTINENTAL  ILLINOIS  CORP.'s 
new  chairman,  who  reads  the 
papers  like  the  rest  of  us,  surely 
knows  what  a  beating  Wall  Street's 
investment  bankers  took  in  last 
month's  market  crash.  And  he  must 
know,  too,  how  mean  and  nasty  in- 
vestment banking  had  become  even 
before  the  stock  market  ran  into  a 
wall.  Why,  then,  is  Thomas  Theobald 
intent  on  dragging  his  battered  bank 


holding  company  into  Wall  Street's 
version  of  rock  'n'  roll? 

Since  it  was  rescued  from  collapse 
by  the  federal  government  in  1984, 
$31.5  billion  (assets)  Continental  Illi- 
nois had  been  quietly  plugging  along 
trying  to  rebuild  the  Chicago  banking 
company's  troubled  loan  portfolio  and 
expand  its  deposit  base. 

Forget  that.  Ex-Citicorp  Vice  Chair- 
man Theobald  has  junked  the  quiet 
approach.  His  plan:  drop  consumer 
banking  and  get  into  investment 


banking.  Theobald,  50,  gets  excited 
when  he  talks  of  currency  swaps,  in- 
terest rate  caps,  cash  management, 
hedges  and  the  rest  of  Wall  Street's 
arsenal  of  sexy-sounding  risk  manage- 
ment devices. 

"Selling  financial  services  is  no  dif- 
ferent from  selling  hats  or  making  ball 
bearings,"  says  Theobald,  who  took 
the  reins  three  months  ago.  "If  you've 
got  the  customers,  you've  got  a  huge 
advantage  over  the  guy  who  doesn't 
have  the  customers." 

Some  on  Wall  Street  have  stepped 
forward  to  praise  his  plan.  Others,  per- 
haps with  longer  memories,  recall 
that  another  high-risk,  high-reward 
strategy  led  to  the  bank's  downfall  in 
the  early  1980s.  When  agriculture  and 
manufacturing  loans  lost  their  luster, 
Continental  Illinois  turned  to  energy 
loans,  buying  $1  billion  in  rotten  pa- 
per from  Oklahoma  City's  now  noto- 
rious Penn  Square  Bank. 

Among  Continental  Illinois'  prob- 
lems then,  as  now,  was  the  lack  of  a 
stable,  mass-market  deposit  base. 
Such  deposits  are  less  volatile  than 
corporate  accounts  and  provide  an 
earnings  cushion  against  disaster  else- 
where. Theobald's  immediate  prede- 
cessor, John  Swearingen,  tried  to  fix 
this  by  buying  three  suburban  banks, 
part  of  a  network  of  five  moneylosing 

Jtfin  Camp 


Thomas  Theobald,  Continental  Illinois'  new  chairman 

Junking  the  quiet  approach for  Wall  Street's  version  of  rock  'n'  roll. 
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suburban  banks  purchased  by  Conti- 
nental Illinois  for  $25.2  million  since 
1982.  They  continued  to  lose  money, 
but  they  boosted  consumer  deposits 
from  4%  to  6%  of  total  deposits.  Be- 
fore Theobald  abruptly  scuttled  this 
strategy,  two  more  suburban  bank 
buys  were  in  the  works. 

Theobald  is  putting  all  that  on  the 
block.  His  numbers  crunchers  say 
that  he'd  have  to  spend  another  $200 
million  on  additional  bank  buys  to 
develop  a  dependable  consumer  base, 
and  even  then  the  network  would  not 
climb  out  of  the  red  for  five  years. 

A  depressing  prospect.  Does  his 
new  course  offer  a  better  one?  There's 
reason  to  doubt  it.  For  one  thing,  his 
would-be  customers  almost  certainly 
already  have  investment  banking  re- 
lationships elsewhere.  For  another, 
with  Continental's  own  house  in  less 
than  apple-pie  order,  Theobald  has 
not  explained  what  competitive  ad- 
vantages he  sees  for  the  customers  he 
has  that  might  give  his  bank  the  edge 
over  experienced  powerhouses  like 
Bankers  Trust  of  New  York  and  his 
own  alma  mater,  Citicorp. 

Worse,  the  risks  in  investment 
banking  are  now  abundantly  clear. 
Even  as  Theobald  was  announcing  his 
plan,  the  bank's  securities  clearing 
subsidiary,  First  Options  of  Chicago 
Inc.,  met  with  disaster  when  the  stock 


market  crashed  Oct.  19.  First  Op- 
tions, acquired  by  Continental  for 
$136  million  last  year,  is  the  nation's 
largest  clearing  firm  for  professional 
options  traders.  When  traders  took 
heavy  losses  in  the  October  stock 
market  crash,  so  did  First  Options. 
The  subsidiary  lost  $90  million,  and 
Continental,  which  earned  $60.1  mil- 
lion in  the  third  quarter,  said  it  ex- 


'  Selling  financial  services 
is  no  different  from  selling 
hats  or  making  ball 
bearings.  If  you've  got  the 
customers,  you've  got  a 
huge  advantage  over  the 
guy  who  doesn't  have  the 
customers." 


pects  to  lose  money  in  the  fourth 
quarter  as  a  result. 

Worst  of  all,  at  least  in  the  short 
run,  Continental  had  to  pump  mil- 
lions into  First  Options  to  cover  its 
losses  and,  in  so  doing,  violated  its 
legal  lending  limit  to  the  subsidiary. 
The  blunder  earned  the  bank  an  ex- 
traordinary public  censure  from  the 
Comptroller  of  the  Currency,  sparked 
a  congressional  investigation  and  was 
quickly  seized  on  by  the  securities 
industry  as  evidence  that  banks 
shouldn't  be  allowed  to  dabble  in  se- 


curities-related businesses. 

Bankers  have  long  argued  that  they 
can  run  riskier  businesses  such  as 
First  Options  as  separate  enterprises 
and  not  jeopardize  federally  backed 
deposit  money.  Continental  Illinois' 
purchase  of  First  Options  was  a  cru- 
cial test  of  that  argument.  It  failed. 

"When  your  name  is  on  the  door, 
you  will  do  anything  to  save  it,"  says 
Donald  ].  Crawford,  senior  vice  presi- 
dent of  the  Securities  Industry  Associ- 
ation, a  trade  group  fighting  the  pro- 
posed repeal  of  the  Glass-Steagall  act, 
which  keeps  banks  from  getting  into 
the  securities  business.  Theobald  says 
repeal  of  Glass-Steagall — which  looks 
further  off  than  ever  these  days — by 
1989  is  a  key  to  his  strategy. 

Wall  Street  is  unimpressed.  Contin- 
ental's stock  was  trading  recently  at 
3Vs,  near  its  52-week  low.  Since  the 
stock  market  plunge,  Continental's 
shares  have  dropped  far  more  than 
other  big  bank  stocks. 

One  thing,  perhaps,  is  working  in 
Theobald's  favor.  As  he  kicks  in  his 
new  strategy,  he  likely  will  have  to 
kick  out  some  of  Continental  Illinois' 
old  hands  and  replace  them  with  go- 
go  Wall  Street  types.  The  pickings 
should  be  excellent.  There  are  a  lot 
more  highly  qualified  investment 
bankers  out  on  the  street  these  days 
than  there  were  two  months  ago.  ■ 


OurWinter\Acation  Borders 
On  THe  Spectacular. 


Join  us  for  a  vacation  next  to 
none.  You'll  enjoy  three  miles 
of  bright,  white  beach.  Play  a 
round  of  golf.  Play  around  the 
pool  and  tennis  courts.  Try 
your  hand  at  sailing  or  wind- 
surfing. Go  deep-sea  or  fresh- 
water fishing.  Then  retreat  to 
the  lobby  for  afternoon  tea. 
Or  perhaps  something  more 
spirited.  We  have  fabulous 
restaurants  to  choose  from. 
An  entertaining  nightclub. 
Spacious  rooms.  And  a  most 
gracious  staff.  For  reservations 

call  81 3-598-3300  or 
800-241-3333.  And  leave 
winter  for  good. 


The  Ritz-Carlton 

Naples 

„/  "Th^Jeadm^Hotels  ofthtWorld® 
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CORNING  BE 


Q  '"GERSOLLflAN 


HOWELL 

Corporation 


"One  company 
makes  precision  materials 
for  all  of  these? 

GEE!" 
(No,  GTE!) 

The  GTE  Precision  Materials  Group 
makes  a  highly  diversified  range  of  cus- 
tomized components  for  virtually  every 
basic  industry.  Including  most  of  the 
500  largest  corporations. 

We  offer  total  capabilities,  from  prod- 
uct development  to  finished  part  — of 
almost  any  material,  any  design  speci- 
fication. The  number  of  products  we 
manufacture  each  year  is  literally  in  the 
billions: 

Everything  from  precious  metals  to 
plastic  parts  to  custom  ceramics  to  a 
complete  family  of  carbide  materials. 
And  many  of  the  parts  and  tools  we 
manufacture  are  made  of  silicon  nitride, 
one  of  the  toughest  ceramic  materials 
known  to  man. 

Also,  quality  control  and  process  in- 
spection are  so  designed  that  the  mil- 
lionth unit  of  a  product  will  be  identical 
with  the  first.  Which  is  one  of  the  reasons 
why  all  the  companies  on  these  pages 
are  on  these  pages. 

1-800-CALL-GTE 


One  doesnt  have  to  admire  Chiles  dicta- 
torship to  admire  its  handling  of  the  debt 
crisis.  Can  the  country  become  democratic 
without  reverting  to  spendthrift  ways? 

"Relax, 
Mr.  President" 


By  Edwin  A.  Finn  Jr. 


Brazil  can't  pay,  Argentina 
can't  pay,  Mexico  can  just 
about  pay,  but  here  is  a  develop- 
ing country  that  has  reduced  its  for- 
eign debt  by  about  10%  and  made 
interest  payments  promptly.  It  will 
attract  a  record  $700  mil- 
lion of  investment  from 
foreign  companies  in 
1987.  The  supreme  com- 
pliment: Within  two  years 
Chile  is  likely  to  get  vol- 
untary loans  from  foreign 
banks. 

For  all  this,  Chile  gets 
scant  respect.  "More  than 
any  other  South  American 
country,  Chile  has  done 
what  it  needs  to  do  to  re- 
solve its  debt  problems," 
says  a  senior  U.S.  banker. 
"But  because  of  the  politi- 
cal situation,  the  U.S. 
State  Department  can't 
come  out  and  say,  'This  is 
the  model  country.'  " 

While  Chile  is  undeni- 
ably a  dictatorship,  its  im- 
pressive economic  prog- 
ress rests  less  on  the  bayo- 
net than  on  sound  free- 
market  policies.  If  its 
politics  are  inspired  by 
Spanish  strongman  Fran- 
cisco Franco  (see  box,  p.  104),  its  eco- 
nomics are  pretty  straight  Adam 
Smith.  In  many  ways,  then,  the  Chil- 
ean economic  model  could  be  used  to 
ease  human  suffering  throughout  the 
impoverished  Third  World. 

Chile's  resurgence  stands  in  stark 
contrast  to  conditions  elsewhere  in 
Latin  America.  Brazil  has  an  inflation 
rate  running  at  220%  a  year.  It  re- 
mains the  continent's  economic  pow- 
erhouse, but  hasn't  paid  interest  on  its 


medium-  or  long-term  foreign  debt 
since  February.  Argentina's  economy 
is  mired  in  chaos,  and  the  situation  is 
even  worse  in  Peru,  where  leftist  Pres- 
ident Alan  Garcia  is  courting  eco- 
nomic disaster  by  nationalizing  the 
banks  in  a  last-ditch  effort  to  gain 
radical  support. 


In  the  shadow  of  the  Andes,  Pinochet  reiiews  the  troops 
After  14  years  as  dictator,  can  he  adjust  to  democracy? 


In  Chile,  meanwhile,  the  economy 
is  expanding  at  a  robust  6%,  while  the 
inflation  rate  is  running  at  20%  a 
year,  tame  by  Latin  American  stan- 
dards. Low  tariffs  have  made  import- 
ed TVs  and  automobiles  affordable  for 
many  Chileans.  And  the  very  poorest 
citizens  benefit  from  Chile's  highly 
acclaimed  social  programs,  which  in 
the  past  decade  have  sharply  upgraded 
housing  in  slum  areas  and  drastically 
reduced  the  country's  infant  mortal- 


ity rate. 

How  are  such  gains  possible?  Large- 
ly because  of  economic  innovations, 
several  of  which  were  put  in  place  by 
young  U.S. -trained  economists  before 
1982,  when  the  Third  World  debt  cri- 
sis erupted.  The  young  economists 
are  known  in  Chile  as  the  Chicago 
Boys  for  their  adherence  to  the  free- 
market  theories  of  University  of  Chi- 
cago economics  professor  Milton 
Friedman. 

Perhaps  the  most  critical  of  the 
Chicago  Boys'  innovations  was  labor 
reform.  Their  new  labor  legislation, 
passed  in  1979,  requires  unions  to  ne- 
gotiate employment  contracts  on  a 
company-by-company  basis  as  op- 
posed to  industrywide.  Says  Jose  Pin- 
era,  Chile's  former  minister  of  labor, 
"Now  the  workers  feel  that  they  have 
a  stake  in  the  success  of  their  compa- 
ny. It  makes  negotiations  less  of  a 
confrontation." 

At  the  same  time,  the  new  law  took 
away  the  power  to  strike  from  politi- 
cally motivated  union  bosses  and  put 
it  in  the  hands  of  the  people  on  the 
firing  line.  It  was  a  democratic  move. 

Initially,  dictator  Pino- 
chet was  wary  of  taking 
on  the  unions  so  directly. 
Pifiera  remembers  getting 
a  panicky  call  from  the 
president  when  the  new 
law  was  put  to  its  first  big 
test.  Unable  to  reach  a 
wage  settlement,  the  cop- 
per workers  at  El  Teniente 
mine,  about  18  miles 
north  of  Santiago,  were 
set  to  march  on  the  capi- 
tal, a  move  that  in  previ- 
ous years  had  ignited  na- 
tionwide strikes. 

"Should  I  call  out  the 
troops  and  block  the  high- 
way?" asked  Pinochet, 
clearly  concerned. 

"Relax,  Mr.  President," 
Pihera  responded  calmly. 
"The  miners  have  no 
gripe  with  the  govern- 
ment. The  law  says  they 
must  deal  with  their  com- 
pany, not  with  us." 

Pihera  was  right.  Before 
any  march  could  be  launched,  the 
workers  settled  for  wage  increases  of 
about  5% — a  marked  departure  from 
earlier  years  when  violence  and  hefty 
wage  settlements  were  common. 

In  Chile,  as  in  Margaret  Thatcher's 
Britain,  taking  the  free-market  ap- 
proach to  militant  labor  unions  was 
instrumental  in  breaking  the  back  of 
what  had  been  a  wage-driven  infla- 
tionary spiral. 
Under  the  same  free-enterprise  phi- 
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FOR  YOUR 
INFORMATION. 

A  funny  thing  about 
the  Information  Age. 
Progress  is  taking  a 
lot  of  people  back- 
wards. The  more  pro- 
ductive computers 
become  at  processing 
information,  the  less 
productive  business 
becomes  at  handling 
it.  And  all  that  data 
has  to  go  somewhere. 
Talk  to  Anacomp. 
We  can  show  you  a 
more  productive  way 
to  manage  informa- 
tion. 317  844-9666. 

anacomp 

(for  your  informat  ion) 


losophy,  Chile  replaced 
its  Byzantine  protection- 
ist tariff  system  with  a  flat 
20%  duty  on  imports.  A 
significant  exception:  If 
imported  equipment  is 
used  to  make  exports,  the 
20%  duty  can  be  recouped 
from  the  government. 

The  lower  import  du- 
ties enabled  Chilean  com- 
panies to  buy  up-to-date 
manufacturing  equip- 
ment from  all  around  the 
world,  helping  them  keep 
costs  low  and  quality 
high — for  the  domestic 
market  as  well  as  for  ex- 
ports. Little  wonder  that 
Chile's  trade  balance  now 
shows  a  $1  billion  sur- 
plus, an  impressive  5%  of 
gross  national  product. 

For  decades  copper  was 

Chile's  dominant  export.   

But  much  of  the  country's  economic 
rebound  is  now  being  spurred  by  huge 
increases  in  nontraditional  exports 
such  as  grapes,  lumber,  fish  and  wine. 
These  exports,  coupled  with  the  de- 
cline in  copper  prices,  have  cut  cop- 
per's share  of  total  Chilean  exports  to 
40%,  from  more  than  75%  in  the  ear- 
ly 1970s. 

Pihera  spearheaded  a  third  reform: 


Sieve  Bcnh<jw/Woodhn  Camp 


Mining  trucks  ready  to  bring  Chilean  copper  to  market 
But  fish,  lumber  and  wine  exports  are  on  the  rise. 


the  capitalization  and  privatization  of 
Chile's  social  security  system.  Prior 
to  1981,  social  security  had  been  a 
pay-as-you-go  affair.  In  other  words, 
contributions  taken  in  from  workers 
each  year  were  immediately  paid  out 
to  retirees;  there  was  no  buildup  of 
reserves.  But  the  old  system  had  es- 
sentially gone  bankrupt  and  was  de- 
pleting the  government's  coffers. 


Pinera  decided  to 
privatize  the  system.  He 
fixed  contributions  at 
17%  of  employees'  pretax 
income  to  cover  health 
care,  insurance  and  retire- 
ment benefits.  To  offset 
the  costs,  he  mandated 
18%  pay  raises.  Employ- 
ers didn't  balk  at  that  in- 
crease, because  they  had 
been  paying  the  equiva- 
lent of  29%  of  each  work- 
er's wages  into  the  old 
system. 

Now,  the  privately  run 
social  security  fund  has 
accumulated  $2.5  billion, 
and  the  capital  is  expected 
to  grow  to  $14  billion  by 
2015.  Not  only  will  this 
ensure    adequate  retire- 
ment funds  for  Chile's  fu- 
ture retirees,  it  will  pro- 
_    vide  funds  to  be  invested 
country's  budding  stock  and 
spurring  busi- 


in  the 

bond  markets — thus 
ness  expansion  and  creating  jobs  for 
some  of  Chile's  unemployed.  Healthy 
financial  markets,  in  turn,  will  allow 
local  businesses  to  be  weaned  away 
from  their  costly  dependence  on  for- 
eign banks  for  financing. 

Already,  some  U.S.  investors  are 
putting  money  directly  into  Chilean 


FINEST  BLENDED  SCOTCH  WHISKY 

'When  my  son  asked  for  a  few  thousand 
to  put  into  CD's,  I  was  thinking 
Certificate  of  Deposit.  Unfortunately, 
he  was  thinking  Compact  Disc.  Luckily 
Ballantine's  is  still  a  good  value." 


The  more  you  know  about  Scotch,  the  more  you  like  Ballantine's. 


Blended  Scotch  Whisky.  86  Proot  Bottled  in  Scotland  Imp.  rte  Brands,  Inc  .  New  tak,  NY  ©  1987 
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Fidelity  has  reduced 
the  market 
to  this. 


The  35  Fidelity  Select  Portfolios* 

Air  Transportation 

Housing 

American  Gold 

Industrial  Materials 

Automation  and  Machinery 

Leisure 

Automotive 

Life  Insurance 

Biotechnology 

Medical  Delivery 

Broadcast  and  Media 

Paper  and  Forest  Products 

Brokerage  and  Investment  Management 

Precious  Metals  and  Minerals 

Capital  Goods 

Property  and  Casualty  Insurance 

Chemicals 

Regional  Banks 

Computers 

Restaurant  Industry 

Defense  and  Aerospace 

Retailing 

Electric  Utilities 

Savings  and  Loan 

Electronics 

Software  and  Computer  Services 

Energy 

Technology 

Energy  Service 

Telecommunications 

Financial  Services 

Transportation 

Food  and  Agriculture 

Utilities 

Healthcare 

Choose  Industries, 
Not  Stocks 

Fidelity  offers  35  Select  Portfolios  to  investors 
looking  for  a  different  approach  to  stock  market 
investing.  Instead  of  picking  from  hundreds  of  stocks, 
you  can  invest  in  the  stock  market  by  investing  in  one  or 
more  of  our  35  industry  sector  portfolios.  And  they're 
managed  by  Fidelity's  industry  experts  who  do  the 
stock  picking  for  you! 

Fidelity  Select  Portfolios  can  offer  aggressive 
investors  a  way  to  better  target  their  investments.  And 
aggressive  investors  are  finding  that  sector  investing 
may  be  a  way  to  outperform  stock  market  averages 
regardless  of  which  way  the  market  is  headed. 

But  remember,  since  Fidelity  Select  Portfolios  are 
non-diversified  and  focus  on  specific  industries,  they 
are  targeted  to  investors  willing  to  accept  the  risks  of 
greater  share  price  volatility. 


Free  Information  Kit 

Request  a  Free  Information  Kit  with  more  complete 
details  on  the  special  risks  and  potential  rewards  of 
sector  investing  and  Fidelity  Select  Portfolios.  You  can 
start  with  just  $1,000;  $500  for  IRA's.  Call 
toll-free  24  hours  1-800-544-6666. 

VOIR 


ISA 


Fidelity  Select  Portfolios.* 

For  more  complete  information,  including  manage 
ment  fees,  expenses,  the  2%  sales  charge  and  1% 
redemption  fee,  please  write  or  call  for  a  free  prospectus.  Read 
it  carefully  before  you  invest  or  send  money.  Fidelity  Distributors 
Corporation  (General  Distribution  Agent),  P.O.  Box  660603, 
Dallas,  TX  75266-0603. 


Name. 


Address . 


City. 


State . 


Zip. 


□  Free  IRA  fact  kit  (seld  □  Free  Keogh  fact  kit  (seik) 


Call  toll-free  24  hours 

1-800-544-6666 

In  Mass.  call  collect  617-523-1919 


Fidelity 
Investments 


CODE:  FORB/SEL/113087 


Caught  between  the  left  and  the  right 


After  14  years  in  power  General  Augusto  Pinochet 
is  clearly  reluctant  to  let  go,  using  as  his  excuse  a 
fear  of  communist  takeover — a  possibility  that  almost 
became  fact  during  the  presidency  of  the  weak-willed, 
sybaritic  leftist,  Salvador  Allende.  The  danger  is  not 
entirely  imaginary:  Left-wing  militants  have  planted 
bombs,  kidnapped  soldiers  and  attempted  to  assassi- 
nate Pinochet;  70  tons  of  weapons  were  found  last 
year  hidden  in  the  desert  in  northern  Chile.  The 
suspected  source?  Cuban  fishing  boats  that  ply  Chile's 
coastal  waters. 

The  threat  of  leftist  violence  is  real.  Pinochet's 
reaction  has  been  brutal.  Amnesty  International  re- 
ports that  the  numbers  of  human  rights  abuses — 
though  far  below  the  heinous  levels  of  the  early  Pino- 


chet years — have  begun  to  rise  recently.  There  were 
109  cases  of  torture  reported  in  the  first  half  of  1986 
alone.  The  latest  figures  for  political  killings  indicate 
70  to  80  in  1985. 

In  May  of  last  year,  15,000  suspected  subversives 
were  taken  from  their  homes  in  the  middle  of  the 
night;  many  of  them  were  brought  to  Santiago's  Na- 
tional Stadium,  site  of  mass  executions  in  the  1973 
coup.  No  one  is  known  to  have  been  executed  this 
time,  but  the  incident  sickened  many  Chileans.  "Peo- 
ple hate  this  kind  of  treatment,  but  we  are  afraid  to 
speak  out,  afraid  of  informers  among  us,"  explains  a 
middle-class  Chilean  engineer.  "We  don't  want  com- 
munism. We  want  freedom,  like  you  have  in  the 
U.S."— E.A.F. 


stocks.  They  are  joining  the  450,000 
Chilean  adults,  some  6%  of  the  coun- 
try's adult  population,  who  already 
own  stocks  in  Chilean  companies. 
Despite  the  Oct.  19  crash  on  Wall 
Street,  the  Chilean  stock  market, 
bullish  all  year,  remains  strong,  show- 
ing a  57%  increase  in  the  ten  months 
to  Nov.  1.  And  the  outlook  remains 
bullish,  partly  because  of  the  benefit 
of  a  likely  influx  of  social  security 
funds  into  stocks  and  bonds.  "The 
market  is  cheap,"  says  one  investor. 
"You  can  buy  blue-chip  stocks  at 
P/E  ratios  of  five  to  seven." 

Foreign  institutions  such  as  Chase 
Manhattan  Bank  and  Britain's  Mid- 
land Bank  are  moving  in,  too.  The 
device:  exchanging  dollar  debts  with 
the  Chilean  central  bank  for  pesos, 
then  investing  the  pesos  in  the  stock 
market. 

Many  foreign  companies  are 
now  investing  in  Chile  directly. 
Among  them:  a  $  1 .2  billion  cop- 
per mining  venture  led  by  Aus- 
tralia's Broken  Hill  Proprietary, 
a  $300  million  methanol  plant 
by  a  unit  of  New  York-based 
Henley  Group,  and  a  $300  mil- 
lion urea  plant  by  Combustion 
Engineering. 

A  key  part  of  Chile's  effort  to 
attract  foreign  investment  is  its 
system  for  debt-equity  swaps. 
These  involve  foreign  creditors 
swapping  paper  for  hard  assets. 
On  a  proportionate  basis,  Chile 
has  done  far  more  swaps  than 
any  other  debtor  country,  re- 
sulting in  equity  investments 
by  dozens  of  companies  includ- 
ing Bankers  Trust,  Security  Pa- 
cific Bank  and  New  Zealand's 
Buckingham  Enterprises  forest- 
ry group. 

By  swapping  debt  for  equity, 
Chile  has  pared  its  foreign  debt 
by  about  10%  since  the  begin- 


ning of  1986,  to  about  $19  billion.  A 
further  $3  billion  to  $4  billion  of  debt- 
equity  swaps  is  expected  during  the 
next  two  years.  That  would  bring  Chi- 
le's foreign  debt  down  to  a  level  where 
foreign  bankers  will  likely  begin  lend- 
ing the  country  money  voluntarily — 
something  no  other  Latin  American 
country  has  been  able  to  achieve  since 
the  debt  crisis  began. 

There's  no  free  lunch,  of  course. 
Minimal  wage  hikes — coupled  with  a 
75%  devaluation  of  the  Chilean  peso 
since  1982 — have  greatly  reduced 
Chileans'  purchasing  power  over  the 
past  five  years.  The  unemployment 
rate  hovers  uncomfortably  near  12%. 

With  real  wages  squeezed  and  un- 
employment high,  the  poor  suffer,  but 
probably  less  than  they  would  have 
suffered  under  runaway  inflation  and 
a   continually   depressed  economy. 


Santiago 's  booming  bourse 
Now  U.S.  investors  are  buying. 


Chile  has  learned  the  hard  way  that 
countries  can't  spend  more  than  they 
produce  indefinitely.  (Is  Washington, 
D.C.  listening?) 

The  dictatorship  remains  a  blotch 
on  this  progress.  A  key  test  could 
come  as  early  as  next  September, 
when  Pinochet  is  expected  to  call  a 
plebiscite — a  simple  vote  either  for  or 
against  him.  If  Pinochet  wins  a  major- 
ity, he  will  secure  an  eight-year  term 
as  president.  The  results  are  difficult 
to  predict. 

Right  now,  polls  show  about  20%  of 
the  voters  favoring  Pinochet,  30% 
against  him,  and  the  remainder  unde- 
cided. What  if  Pinochet  loses  the  pleb- 
iscite? Then  the  voters  get  to  go  to  the 
polls  a  second  time,  by  early  1990,  for 
a  nationwide  election  in  which  as 
many  as  14  different  candidates  could 
end  up  running.  If,  that  is,  Pinochet 
accepts  the  will  of  the  Chilean 
electorate. 

Meanwhile,  a  120-seat  con- 
gress is  scheduled  to  be  elected 
in  1990.  The  new  legislative 
body  will  have  the  authority  to 
override  the  president  with  a 
two-thirds  vote.  This  could  pro- 
vide Chileans  with  the  first  fo- 
rum for  democratic  debates 
about  policy  since  Pinochet 
took  power  in  1973. 

Can  Chile  regain  democracy 
without  losing  the  fruits  of  its 
economic  progress?  That's  the 
most  important  question  of  all. 
Much  of  the  answer  hinges  on 
the  maturity  of  Chile's  prospec- 
tive voters  and  the  intelligence 
of  its  future  politicians:  If  a 
democratic  Chile  throws  out 
sound  policies  and  replaces 
them  with  populist — meaning 
economically  illiterate — poli- 
cies, then  this  nation  of  12  mil- 
lion will  simply  have  exchanged 
the  frying  pan  for  the  flame.  ■ 
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Are  there  advisors  out 
who  think  in  terms  of 
ations?  Who  can  help 
ain  the  kids  to  use 
y  responsibly?  Deal  with 


gloomy  possibilities  like 
illness  and  bad  marriages? 
Carry  out  what  I  want  to  the 
letter,  but  still  be  flexible? 
And  who,  most  importantly, 
can  help  all  of  us  enjoy  life 
more  now? 

That  kind  of  service  fol- 
lows naturally  from  the 
long-term  financial  partner- 
ships the  private  bankers  at 
Morgan  build.  We  link  tech- 
nical skills  to  the  fairness, 
responsiveness,  firmness,  and 
kindness  necessary  to  watch 
over  a  family's  private  affairs. 


Our  trust  officers,  most  of 
whom  are  lawyers  as  well, 
work  closely  with  your  other 
advisors. 

We  view  trust  and  estate 
matters  in  terms  of  all  the 
financial  concerns  we  handle 
for  you,  which  might  include: 
managing  your  investments, 
servicing  your  portfolio,  sell- 
ing a  collection  or  other  asset, 
looking  after  real  estate 
interests,  setting  up  an  edu- 
cation fund  lor  children  or 
grandchildren. 

And  we  can  use  all  the 


global  resources  of  Morgan 
on  your  behalf-the  same 
resources  that  serve  the 
world's  largest  companies. 

If  you'd  like  superior 
management  of  assets  of 
$5  million  or  more,  we  invite 
you  to  meet  with  us.  Contact 
Anthony  D.  Pennetti,  Trust 
Officer,  Morgan  Guaranty 
Trust  Company,  444  S.  Flower 
Street,  Los  Angeles,  CA  90017. 
(213)  489-9347. 


Private  banking  at  Morgan 


J  Morgan  &  ( )o.  Incorporated,  parent  of 
uaranty  Trust  Company  (Member  TDK '.)  and 
Morgan  subsidiaries 
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Sara  Lee  Corporation 

NZ$100,000,000 
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A  ll  report  cards  measure  performanc 
These  do  even  more.  They  make  a  st; 
ment  about  Bear  Stearns'  evolution  o 
the  past  year  and  a  half. 

In  that  time  period  we  have  com 
pleted  transactions  with  the  companii 
you  see  above.  And  since  each  of  the* 
issuers  has  its  choice  of  investment  ba 
the  question  is  why  Bear  Stearns?  In 
each  transaction  we  provided  either  a 
lower  cost  of  capital.  Or  an  innovativ 
financing  structure.  Or  banking  advil 
that  was  as  productive  as  it  was  differ 

How  did  we  create  these  client 
benefits?  Bv  taking  our  capital  —  over  ! 


CARDS. 


USUFE  Corporation 

$50,000,000 
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n  —  and  committing  it  to  take  ad- 
ge  of  specific  market  opportunities, 
itting  together  dedicated  capital 
ets  and  investment  banking  teams, 
by  using  our  market  knowledge 
ales  and  trading  expertise  to  sell  the 
;.  That  combination  has  turned 
anies  into  customers. 

EAR  STEARNS 

Sharing  Opportunities. 

Stearns  &  Co.  Inc.,  55  Water  Street 
York.  NY  10041.  (212)  952-3150. 
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If  it  weren't  for  their  minivans  and  pickup 
trucks,  Lee  lacocca's gang  would  be  sweat- 
ing. What  will  Chrysler  do  next? 

Any  more  rabbits 
in  the  hat,  Lee? 


By  Jerry  Flint 

Iee  Iacocca  was  irked.  Someone 
_  had  called  his  brand-new, 
I  $20,000  luxury  car  technologi- 
cally outdated.  The  critics  missed  the 
point:  The  car  is  designed  for  old  rich 
guys,  55-year-olds,  65-year-olds,  the 
Chrysler  chairman  said.  "What  do 
you  want?  Live  suspensions?  You 


want  four-wheel  steering?  You  want 
gimmicks  for  the  55-year-old  guy  in 
Florida?  What  do  you  want?" 

It's  a  sore  spot,  because  there's 
some  truth  to  it.  Chrysler's  conserva- 
tive styling  is  beginning  to  look  out- 
dated compared  with  the  rounded 
shapes  of  the  new  Ford  and  GM  cars. 
Chrysler's  engineering,  its  engines, 
suspensions,  transmissions,  are  get- 


ting old.  It  shows.  Retail  car  deliveries 
in  1987  are  off  25%  from  last  year,  an 
even  bigger  percentage  drop  in  units 
and  market  share  than  General  Mo- 
tors is  suffering. 

Chrysler  says  the  decline  in  sales 
stems  from  the  fact  that  it  stopped 
building  its  subcompact  cars  early  in 
the  year.  That  explains  part  of  the 
decline,  but  not  all  of  it.  The  smaller- 
size  models  are  also  fading,  the  new 
sporty  Chrysler  LeBaron  coupe  and 
convertible  haven't  lived  up  to  expec- 
tations. The  big  new  Chrysler  New 
Yorkers,  the  cars  for  the  older  but 
affluent?  Still  a  question  mark. 

So  why  is  Chrysler  still  doing  well? 
This  year  Chrysler  is  expected  to  earn 
more  than  $6  a  share,  maybe  some- 
thing under  $6.30  a  share,  against 
$5.72  last  year  (excluding  59  cents  a 
share  from  selling  its  stock  in  Peu- 
geot). One  reason  for  the  profit  gain  is 
booming  sales  in  minivans,  pickup 
trucks  and  now  Jeeps,  which,  com- 
bined, canceled  out  the  fall  in  car 
sales.  Then,  too,  Chrysler  is  pushing 
up  the  average  ticket  it  writes  by  sell- 
ing a  larger  proportion  of  more  expen- 
sive cars.  "We  did  better  than  $4,000 
[variable  profit  per  unit]"  on  a  half- 
million  cars  of  1.3  million  built  in  the 
'87  model  year,  says  Gerald  Green- 
wald,  chairman  of  Chrysler  Motors, 
the  vehicle  unit  of  the  parent  Chrysler 
Corp.  "And  I'm  only  talking  about 
cars.  I  haven't  talked  about  the  mini- 
van,  and  that's  before  the  C  bodies 
[the  new,  bigger  Chrysler  models]." 

But  the  drop  in  car  sales  is  a  bad 
omen.  The  automobile  business  today 
is  like  any  form  of  retailing;  it  is  fash- 
ion-driven. Styling,  engineering  and 
quality  are  major  factors  in  buying 
decisions.  And  nothing  is  deader  than 
yesterday's  fashions. 

Has  Lee  Iacocca  lost  his  touch?  No. 
Rather  his  domestic  competitors  have 
gotten  their  own  acts  together,  and 
Chrysler  faces  much  more  vigorous 
competition.  "The  problem  is  that 
the  Ford  Taurus  and  Sable,  and  the 
new  GM  10  cars  [rounded,  midsize 
cars  being  introduced  now]  have 
changed  the  way  people  look  at  cars," 
says  Ronald  Glantz,  a  general  partner 
at  Montgomery  Securities.  "People 
may  say  about  Chrysler  product, 
'These  are  really  good  cars,  but  I  don't 
feel  like  buying  an  old-looking  car.'  " 
Next  fall  Chrysler  will  have  a  new 
compact  car  to  replace  its  basic  K  car, 
but  the  new  model,  spy  photos  show, 
looks  as  conservative  as  the  rest. 

The  standard  four-cylinder  engine 
Chrysler  uses  was  adequate,  too,  until 
buyers  began  lusting  after  more  pow- 
erful cars  again,  and  Chrysler  had  no 
modern  six-cylinder  engine  of  its 
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3wn.  Other  engineering  programs 
probably  fell  to  manpower  short- 
iges — or  the  drive  to  produce  earnings 
:o  prove  the  company  was  healthy. 

Chrysler  people  admit  to  some  of 
:he  problems.  "Customers  say,  'You 
mys  have  been  selling  me  four-cylin- 
ier  turbo-powered  luxury  cars,  and 
mough's  enough,  thank  you.  Give  me 
^-6  engines,'  "  says  Greenwald.  He's 
3uying  up  to  500,000  Japanese  V-6 
mgines  for  the  vans  and  expensive 
;ars  this  year.  In  18  months  Chrysler 
-vill  be  producing  its  own  V-6,  too,  he 
says.  "And  we're  moving  to  fully  elec- 
:ronic  four-speed  automatics  [trans- 
nissions]  for  the  '89  model  year." 

The  acquisition  of  American  Mo- 
ots gives  the  company  some  maneu- 
vering room — a  new  dealer  group 
■vith  1,400  showrooms,  the  popular 
eep  and  a  new  $15,000  midsize  car. 

But  Chrysler  is  vulnerable  to  a 
lownturn  in  the  market — at  this 
)oint,  perhaps  more  vulnerable  than 
:ither  GM  or  Ford.  "Fleet  sales  will 
;arry  us  in  November  and  Decem- 
ber," says  Iacocca,  "but  January  and 
February  may  be  cold  as  hell  around 
lere."  So  Chrysler  is  running  scared, 
rushing  up  the  timing  on  layoffs  of 
5,500  white-collar  workers  and  look- 
ng  for  an  assembly  plant  to  close  to 
:ut  back  another  3,600.  Combined, 
:hese  cuts  would  probably  reduce 
:osts  $350  million  eventually.  That 
/vould  help  a  lot. 

Chrysler  has  some  of  the  best 
nanagement  talent  in  the  business, 
acocca.  Bennett  Bidwell,  probably 
he  best  marketing  man  in  Detroit, 
-lal  Sperlich,  the  chief  product  man 
president  of  Chrysler  Motors).  Rob- 
ert Lutz,  the  latest  arrival  from  Ford, 
who  led  that  company  successfully 
n  Europe,  runs  Chrysler  trucks. 
Greenwald,  another  Ford  veteran, 
ceeps  the  high-spirited  team  pointed 
it  the  competition  instead  of  slashi- 
ng at  one  another. 

"Getting  Jeep  bought  us  a  year  and  a 
ialf  of  time  to  get  the  company 
shaped  up,"  says  one  Chrysler  vice 
resident.  That's  not  a  lot  of  time  by 
mto  industry  standards,  but  if  put  to 
;ood  use,  it  can  make  a  big  difference. 

Reflecting  the  company's  vulnera- 
}le  position,  Chrysler's  stock  was 
lardest  hit  of  the  Big  Three,  dropping 
rom  a  peak  of  48  to  a  low  of  22,  and 
/vas  recently  about  26.  To  Lee  Iacocca, 
salesman  to  the  core,  that's  a  fine 
buying  opportunity.  At  that  price,  he 
said  recently,  "you'd  worry  about  a 
•aider  coming  in,  but  the  raiders  are 
ill  dead,  thank  God.  We  could  buy  the 
:ompany  ourselves  now.  At  $23  it's  a 
steal."  So  it  is,  if  he  and  his  crew  pull 
iff  a  few  more  miracles.  ■ 
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Vfte  believe  in  building 
mutually  beneficial  and 
enduring  relationships 
with  all  of  our 
stakeholders,  based  on 
conducting  business 
activities  with  integrity 
and  respect. 
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NCR 


We  take  customer 
satisfaction  personally: 
we  are  committed  to 
providing  superior 
value  in  our  products 
and  services  on  a 
continuing  basis. 
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Marriott  Corp.  has  sailed  into  recessions 
before  and  emerged  stronger  than  ever. 
The  next  recession,  promises  Chairman  Bill 
Marriott,  will  be  no  different. 

Sails  reefed 


By  Subrata  N.  Chakravarty 

W'hether  the  next  economic 
downturn  is  around  the  cor- 
ner or  years  away,  no  one  can 
say  (see  p.  120).  But  the  uncertainty, 
frightening  to  some  businessmen,  is 
of  little  moment  to  J.  W  (Bill)  Marri- 
ott Jr.  "If  this  is  just  a  correction,  and 
six  months  from  now  the  Dow  is  at 
3000,  wonderful!"  says  Marriott 
Corp.'s  chairman  and  son  of  its 
founder.  "But  if  it  isn't,  that's  great, 
too,  because  our  plan  is  to  have  65% 
of  our  hotel  rooms  in  the  moderate 
and  economy  markets.  If  we  get  into  a 


serious  downturn,  we'll  have  product 
that  we  can  sell." 

Marriott  Corp.  has  in  the  past 
weathered  economic  storms  well. 
During  the  1979-82  recession,  for  ex- 
ample, the  company  bought  back  a 
third  of  its  stock,  purchased  the  Gi- 
no's  restaurant  chain  and  Host  Inter- 
national (the  leading  operator  of  air- 
port restaurants  and  shops)  and  con- 
tinued building  hotels  while  others 
were  pulling  back. 

Result:  The  company  emerged  the 
strongest  and  best-managed  big  com- 
pany in  the  lodging  industry.  Return 
on  equity  has  been  at  least  20%  since 


1980.  Marriott  Corp.'s  market  value 
has  multiplied  tenfold  since  1979,  to  a 
postcrash  $4  billion. 

Not  that  Marriott  doesn't  face  plen- 
ty of  turbulence  in  its  principal  busi- 
ness. The  hotel  industry  is  signifi- 
cantly overbuilt  and  is  sensitive  to 
changes  in  tax  laws  and  interest  rates. 
But  Marriott,  with  340  hotels  and 
more  than  97,000  rooms,  refuses  to 
throttle  back  on  its  expansion  plans. 

By  hacking  away  at  real  estate  tax 
shelters,  tax  reform  "helps  knock  out 
the  marginal  developer,"  says  Marri- 
ott Corp.'s  chief  financial  officer,  John 
Dasburg.  "Those  changes  are  positive 
in  reducing  the  supply  of  hotel  rooms, 
and  we'd  like  to  see  it  reduced,"  Das- 
burg adds.  "But  we  don't  intend  to 
contribute  to  reducing  it." 

In  the  early  1980s  Bill  Marriott, 
now  55,  saw  that  his  company's 
growth  would  inevitably  slow  if  it 
built  only  traditional  "full  service" 
hotels.  So  Marriott,  who  took  over  as 
president  from  his  father  in  1964, 
looked  for  new  lodging  segments  to 
enter.  Extensive  market  research  re- 
vealed that  while  customers  were 
generally  satisfied  with  hotels  in  the 
high-price  and  economy  ends  of  the 
industry,  they  found  the  midprice 
range — dominated  by  Holiday  Inn  and 
Quality  Inn — inconsistent,  at  best. 

The  company's  response  was  to  cre- 
ate "Courtyard  by  Marriott"  in  1983. 
Stripped  of  frills  like  bellmen,  room 


Marriott  Chairman  J.  W  Marriott  Jr.  Bl" Ballenber* 

"We're  in  unchu.     f.  waters,  but  we've  always  been  able  to  come  through  recessions  and  grow." 
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iervice  and  extensive  meeting  and 
)anquet  facilities,  the  Courtyard  ho- 
ds provide  high-quality  rooms  at 
noderate  prices:  $45  to  $65  a  night.  A 
:ookie-cutter  design  permits  rapid 
instruction. 

Courtyard  was  an  immediate  suc- 
:ess.  Marriott  now  has  72  of  them, 
vith  1 1,000  rooms,  and  plans  to  open 
nore  at  the  rate  of  close  to  one  a  week 
or  years.  To  complement  Courtyard 
n  the  moderate-price  segment,  this 
lUmmer  Marriott  paid  $260  million 
or  Residence  Inn,  a  $60-to-$90-a- 
light,  suites-only  chain  with  some 
2,000  rooms,  which  had  been  code- 
reloped  by  Holiday  Corp. 

Determined  to  cover  almost  all  the 
>ases,  Marriott  is  building  "compact" 
ull-service  hotels,  with  scaled-down 
estaurant  and  banquet  facilities,  suit- 
id  to  small  markets.  It  is  also  catering 
o  the  higher  end,  suites-only  market 
vith  Marriott  Suites  and  to  the  econo- 
ny  end  with  the  Fairfield  Inn  chain. 
:airfield  will  open  1,000  rooms  next 
fear,  going  for  under  $40  a  night. 

When  other  food  and  lodging  chains 
vere  retrenching  in  recessed  1981, 
Harriott  plowed  on  to  become  the 
ndustry  leader  in  airport  food  and 
nerchandising  by  acquiring  Host  In- 
ernational,  now  among  the  most 
irofi table  of  all  Marriott's  businesses. 

Another  air-travel-related  division, 
Harriott  In-Flite,  has  33%  of  the  $1.6 
>illion  U.S.  airline  catering  market, 
erving  125  million  meals  on  a  mil- 
ion  flights  a  year.  Marriott  expects 
n-Flite  to  grow  at  around  12%  a  year 
lomestically  and  15%  overseas,  as  air 
ravel  rises  and  airlines  return  to  com- 
>eting  with  frills. 

A  major  disappointment  for  Marri- 
>tt  was  its  failure  to  acquire  the  Den- 
ly's  restaurant  chain  this  summer. 
According  to  Marriott,  the  deal  fell 
hrough  once  they  got  a  closer  look  at 
Denny's  books.  In  fact,  Marriott's  res- 
aurants — including  the  Hot  Shoppes, 
Sig  Boy  and  Roy  Rogers  chains — have 
lot  met  expectations.  At  Big  Boy,  for 
:xample,  franchise  agreements  made 
n  the  1940s  had  few  quality  controls 
ind  poor  revenue  agreements. 

Finally,  Marriott  is  moving  to  re- 
structure the  restaurants  division.  Ex- 
xutive  Vice  President  Francis  (Butch) 
lash  transferred  the  Big  Boy  franchise 
ystem  to  a  franchisee.  He  aims  to 
:ombine  Marriott's  208  Big  Boys  with 
he  184  restaurants  left  over  from  the 
.985  acquisition  of  Howard  Johnson, 
rhese  will  form  the  nucleus  of  a  new 
:offee  shop  chain.  Denny's  might 
lave  provided  that  new  identity.  Mar- 
iott  is  on  the  lookout  for  another 
;uch  chain  to  play  that  role. 

Operating  nearly  100,000  rooms, 
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We  respect  the 
individuality  of  each 
employee  and  foster  an 
environment  in  which 
employees'  creativity 
and  productivity  are 
encouraged,  recognized, 
valued  and  rewarded. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 
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Neville  Chamberlain,  Sept.  30, 1938 
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Suppliers 


We  think  of  our  suppliers 
as  partners  who  share  our 
goal  of  achieving  the 
highest  quality  standards 
and  the  most  consistent 
level  of  service. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 
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What  they  have  in  common  could  keep  them  apart, 


Every  day,  hundreds  of  thousands 
of  ships  and  boats  sail  the  oceans' 
waterways. 

In  darkest  night.  In  thickest  fog. 

Fortunately,  both  the  carrier 
and  the  pleasure  boat  have  the 
most  advanced  radar  systems 
from  Raytheon. 

You  would  expect  to  find 
sophisticated  electronics  aboard 
the  carrier.  And  now  Raytheon  is 
using  the  same  technology  in  a 
new  radar  for  smaller  craft. 

The  compact,  lightweight 
unit  gives  a  sharp,  clear  picture. 
And,  it  can  be  used  with  loran 
and  other  electronic  gear  from 
Raytheon  to  provide  a  complete 
navigation  system. 

For  more  than  40  years  Raytheon 


has  been  supplying  the  Navy, 
commercial  vessels,  and  pleasure 
craft  with  the  latest  in  electronic 
equipment. 

Along  the  way,  we've  learned 
a  lot  about  the  fundamentals 
of  marine  electronics.  And  we're 
always  looking  for  new  ways  to 
provide  greater  safety  at  sea. 

Because  sailing  the  ocean  should 
not  be  a  hit  or  miss  proposition. 

Raytheon  Company,  141  Spring 
Street,  Lexington,  MA  02173. 


Raytheon 


Where  quality  starts  with  fundamentals 


Some  big  politicians  dont  like  mergers.  In 
the  name  of  closing  tax  loopholes,  they 
may  end  up  helping  managements. 


The  war  on 
takeovers 


By  Laura  Saunders 


House  Ways  &  Means  Committee  Chairman  Dan  Rostenkowski  RaM"Kamam  »<™r*«*° 
Merger  tycoons  don't  have  a  lot  of  friends. 


I't  looks  like  Dan  Rostenkowski  is 
backing  down  on  his  most  notori- 
ious  antimerger  tax,  but  he  has 
others  up  his  sleeve.  That's  bad  news 
for  stockholders  in  firms  that  could  be 
taken  over  or  restructured. 

The  House  Ways  &  Means  Com- 
mittee chairman  (D— 111.)  announced 
on  Oct.  15  that  he  was  willing  to 
"revisit"  (read:  change)  the  draconian 
provision  of  the  House-passed  tax  bill 
that  would  deny  interest  deductions 
for  debt  incurred  in  certain  takeovers 
or  financial  restructurings.  Wall 
Street  breathed  a  sigh  of  relief. 

But  don't  be  fooled:  Several  impor- 
tant but  largely  overlooked  tax 
changes  intended  to  punish  mergers 
are  imminent.  They  are  contained  in 
both  the  House  bill  and  a  Senate  ver- 
sion that  hasn't  passed  yet.  The  dan- 
ger is  that  in  their  eagerness  to  close 
loopholes,  the  congressmen  may  help 
entrench  managements. 

Mergers  and  acquisitions,  no  mat- 
ter how  worthwhile,  don't  have  much 
popular  support.  Retiring  Senator 
William  Proxmire  (D-Wis.),  for  exam- 
ple, is  pushing  nontax  takeover  legis- 
lation that  could  offer  wonderful  pro- 
tection for  executive  power  and  perks. 
So  a  few  obscure  tax  proposals,  some 
of  which  are  seen  as  loophole  closers, 
stand  a  good  chance  of  passage. 

Here  are  three  of  the  most  impor- 
tant aspects  of  tax  law  that  would  be 
upset  by  the  revisions: 

•  Mirror-image  liquidations.  A  mir- 
ror-image liquidation  is  a  technique 
often  used  by  acquirers  when  taking 
over  companies  that  will  be  broken  up 
and  partly  sold  off  to  pay  down  the 
enormous  debt  incurred  to  make  the 
acquisition.  Experts  say  that  mirrors 
were  used  in  recent  deals  involving 
Borg-Warner,  Owens-Illinois,  Be- 
atrice, Supermarkets  General  and 
Burlington  Industries,  among  others. 
The  pending  tax  proposals  would  out- 
law the  technique. 

Mirrors  allow  acquirers  to  defer  im- 
portant taxes  and  tax  valuation  deci- 
sions so  that  they  fall  on  the  ultimate 
owners  of  the  pieces  of  the  broken-up 
target.  In  general,  this  is  not  a  luxury 
available  to  the  takeover  target, 
should  it  want  to  restructure  itself. 
"Congress  is  trying  to  level  the  play- 
ing field  between  private  and  public 
leveraged  buyouts,"  says  Robert  Wil- 
lens,  a  senior  vice  president  at  Shear- 
son  Lehman  Brothers. 

•  Amortization  of  intangibles.  This 
also  would  go,  ending  a  tax-saving 
technique  widely  used  in  acquisitions 
of  banks,  insurance  companies,  news- 
papers, magazines  and  cable  televi- 
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Accion  International  encourages  the 
spread  of  capitalism  in  Latin  America. 
Through  propaganda?  No,  with  money. 

Do-gooders  who 
really  do  good 


ion  firms,  among  others.  In  it,  the 
myer  recoups  part  of  the  cost  of  the 
leal  by  writing  off  over  several  years 
in  asset  such  as  a  customer  list,  a 
;roup  of  core  deposits  or  a  list  of  poli- 
yholders.  The  "depreciation"  can  be 
aken  on  as  much  as  75%  of  the  pur- 
:hase  price  in  some  cases,  say  experts, 
fhe  IRS  is  not  happy  with  these  de- 
letions, since  they  come  pretty 
lose  to  depreciation  of  goodwill, 
omething  the  tax  code  has  never  al- 
owed.  But  the  writeoffs  have  been 
ipheld  in  court  cases,  among  them 
~>onrey,  Inc.  v.  United  States  (1987).  The 
iroposed  legislation  would  continue  a 
ecent  trend  in  which  the  IRS  simply 
;ets  Congress  to  change  the  law  when 
t  loses  a  court  case. 

•  The  Woods  Investment  case.  Anoth- 
r  sore-loser  move  from  the  IRS.  This 
ime  it  lost  a  1985  Tax  Court  decision 
laving  to  do  with  the  capital  gain  that 

company  reports  when  it  sells  a  sub- 
idiary.  If  the  parent  has  been  filing  a 
onsolidated  tax  return  with  the  sub- 
idiary,  then  it  has  been  getting  the 
•enefit  of  the  sub's  tax  losses.  Logical- 
y,  the  IRS  said,  those  losses  should 
igure  into  the  computation  of  the 
;ain.  If  the  sub  was  bought  for  $50 
nillion,  then  generated  $10  million  of 
ax  losses,  the  parent  should  have  to 
ise  $40  million,  not  $50  million,  as 
he  cost  of  the  subsidiary  in  comput- 
ag  capital  gain.  That  would  rai«e  the 
larent's  taxable  gain  by  $10  million. 

But  the  tax  code  isn't  logical  on  this 
ioint.  Because  of  a  drafting  error  years 
go,  some  or  all  of  this  $10  million  in 
xtra  gain  can  go  untaxed.  The  IRS 
yants  to  repair  this  error. 

All  this  will  help  balance  the  bud- 
;et — or  so  it  is  alleged.  Congressional 
stimators  claim  these  three  changes 
vill  raise  $2.8  billion  over  the  next 
hree  years. 

Will  these  changes  kill  mergers? 
>Jo,  just  make  them  a  lot  tougher  to 
xecute.  Jeffrey  Berenson,  chief  of 
nergers  and  acquisitions  for  Merrill 
-ynch  Capital  Markets,  says  that 
prices  will  probably  fall,  and  some 
leals  may  not  get  done." 

Price  Waterhouse  expert  Leon  Nad, 
yho  has  been  observing  the  tax  scene 
or  35  years,  is  worried  about  the  cu- 
nulative  effect  of  all  the  antimerger 
irovisions  in  the  last  several  tax  acts. 
Congress  doesn't  seem  to  under- 
tand  that  if  they  make  it  harder  for 
J.S.  businesses  to  make  acquisitions, 
t  will  encourage  acquisitions  by  for- 
igners.  This  will  present  a  problem 
omeday  when  Mr.  Rostenkowski 
vakes  up  and  Chicago  is  owned  by 
oreigners.  I  don't  know  when  that 
iay  will  be,  but  the  foreigners  are 
luying."  ■ 


By  Patrice  Duggan 

Maria  Jesus  Velez  was  not 
what  most  bankers  would 
consider  an  ideal  credit  ap- 
plicant. Maria,  in  her  40s,  a  single 
mother  of  three,  was  living  in  a  one- 
room  cardboard  house  in  a  barrio  of 
Cali,  Colombia.  She  earned  $50  a 
month,  working  15  hours  a  day  mak- 
ing plastic  bags.  She  bought  scrap 
sheets  of  plastic  at  a  local  plant  and 
sealed  the  bottom  of  the  bag  using  the 
heated  edge  of  a  steel  knife. 

When  Maria  was  short,  she  usually 
borrowed  from  her  supplier  at  20%  a 
month — a  bargain  relative  to  the  10% 
per  day  sometimes  charged  by  loan 
sharks.  Then,  in  late  1984,  she  heard 
about  the  local  affiliate  of  Accion  In- 


ternational. Carlos  Castello,  32,  Ac- 
cion's  Colombian  representative,  says 
Maria  was  a  good  credit  risk.  Accion 
approved  a  loan  of  $92.85  at  3%  inter- 
est per  month,  a  typical  commercial 
rate  in  Colombia. 

Maria  used  the  proceeds  to  finance 
inventory  for  her  little  business.  By 
her  third  loan,  her  income  had  dou- 
bled. After  the  fourth,  it  had  nearly 
tripled,  and  she  had  saved  enough  to 
buy  a  small  machine  to  seal  her  bags. 
Maria  made  improvements  to  her 
house,  including  replacing  her  dirt 
floor  with  a  cement  one,  and  sent  two 
of  her  children  to  school. 

Accion  International  is  a  nonprofit 
organization  based  in  Cambridge, 
Mass.  Founded  in  1960,  slightly  be- 
fore the  Peace  Corps,  it  was  the  brain- 


Making  furniture  in  Lima,  Peru 

Small  loans,  small  businesses,  many  jobs. 
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"We  began  to  sense  that  a 
school  or  a  water  system 
didn't  necessarily  have  a 
long-term  impact.  We  were 
simply  reorganizing  the 
resources  that  a  community 
already  had  within  it, 
rather  than  increasing 
their  resources." 


child  of  Joseph  Blatchford,  a  24-year- 
old  Berkeley  law  student.  Blatchford 
managed  to  raise  his  seed  money, 
$90,000,  from  companies  like  IBM 
and  PepsiCo. 

Accion  International  was  originally 
involved  in  community  development: 
constructing  roads  and  the  like.  Terry 
Holcombe,  who  took  over  when 
Blatchford  left  to  head  the  Peace 
Corps,  says-,  "We  began  to  sense  that  a 
school  or  a  water  system  didn't  neces- 
sarily have  a  long-term  impact.  We 
were  simply  reorganizing  the  re- 
sources that  a  community  already  had 
within  it,  rather  than  increasing  their 
resources."  Holcombe  is  now  a  vice 
president  of  Yale  University. 

So  Accion  turned  itself  into  a  kind 
of  venture  capital  firm  for  small  entre- 
preneurs in  societies  where  ordinary 
financing  is  usually  denied  to  such 
people — the  microempresarios,  or 
small-business  entrepreneurs  of  Latin 
America's  urban  slums.  Only  it  lends 
them  money  rather  than  buying  into 
their  businesses.  (The  Peace  Corps 
has  remained  a  community  develop- 
ment organization,  with  nearly  30% 
of  its  programs  devoted  to  education.) 

Since  1972  Accion  International 
has  been  financing  the  kind  of  people 
Peruvian  economist  Hernando  de 
Soto  writes  about  in  his  influential 
book  El  Otro  Setidero  (The  other  path). 
Unsung,  underfinanced  and  operating 
outside  the  formal  economy,  such 
people  now  account  for  as  much  as 
60%  of  the  economic  activity  in  ur- 
ban Latin  America  and  between  30% 
and  60%  in  developing  countries  in 
Africa  and  Asia. 

This  year,  with  a  headquarters  pro- 
fessional staff  of  five  and  an  operating 
budget  of  less  than  $2  million,  donat- 
ed by  such  benefactors  as  USX,  the 
Ford  Foundation  and  Citibank  among 
others,  Accion  will  administer  loans 
to  between  17,000  and  20,000  clients 
from  a  loan  portfolio  of  $7.5  million. 
Average  loan  size:  $173.  Typical  loan 
period:  one  to  six  months.  Last  year 
loans  administered  by  Accion  created 
over  9,000  jobs.  Now  that's  real  lever- 
age: No  government  program  can 
match  it  for  cost-effectiveness. 

Says  Carlos  Castello:  "The  kind  of 
clients  we  deal  with  really  don't  have 
the  option  of  working  in  the  formal 
sector,  partly  because  of  education, 
but  also  because  the  formal  sector  is 
more  and  more  capital-intensive." 
And,  as  de  Soto  has  pointed  out,  legal- 
istic and  bureaucratic. 

It  is  the  informal  economy,  not  gov- 
ernment programs,  that  absorbs  most 
of  the  workers  who  pour  into  Latin 
cities  from  the  rural  areas.  From  1980 
to  1985  this  sector  created  5  million 


jobs  in  Latin  America,  while  the  for- 
mal sector  showed  almost  no  net  gain. 

In  1972  Accion  launched  its  first 
loan  operation,  called  UNO,  in  Reci- 
fe, Brazil.  With  the  help  of  local  busi- 
ness people,  UNO  provided  entrepre- 
neurs with  credit  at  commercial  in- 
terest rates,  as  well  as  technical 
assistance.  In  the  next  few  years  it 
started  similar  loan  operations  in 
Mexico,  the  Dominican  Republic, 
Peru  and  Ecuador. 

In  1978  it  came  across  the  "Grupos 
Solidarios"  concept  in  the  Philippines 
and  El  Salvador:  Here  four  to  eight 
individuals  join  together  to  guarantee 
one  another's  loans;  if  one  member 
misses  a  payment,  no  one  receives 
another  loan.  Accion  adopted  the  pro- 
gram on  a  larger  scale.  "We  have  0% 
default,"  says  Pancho  Otero,  director 
of  Prodem,  Accion's  affiliate  in  La 
Paz.  "Most  people  say,  'Oh,  I  thought 
poor  people  didn't  pay.'  If  it  fits  their 
need,  of  course  they  pay." 

Once  in  a  while  Accion  uncovers  a 
star.  Jorge  Caridad  joined  Accion's 
program  in  the  Dominican  Republic 
in  1983,  at  age  28.  He  made  jewelry 
from  amber  and  coconut  shells  and 
employed  one  assistant.  His  first  loan 
was  for  $50.  By  the  time  he  "grad- 
uated" in  1985,  he  had  two  lines  of 
credit,  one  for  fixed  capital  and  one  for 
working  capital,  for  a  total  of  $5,000. 
Today  he  borrows  from  the  Banco 
Popular,  one  of  the  largest  banks  in 
the  Dominican  Republic.  He  has  a 
factory  with  up  to  50  workers  and 
exports  to  U.S.  stores.  With  a  salary  of 
about  $4,000  a  month,  he  now  owns  a 
house  and  carries  credit  cards. 

Some  of  the  worst  enemies  of  Ac- 
cion's clients  are  the  corrupt  and  offi- 
cious government  bureaucracies  in 
Latin  societies.  Says  William  Burrus, 
Accion's  executive  director  in  Cam- 
bridge: "I  think  that  the  formal  econo- 
my has  to  change  so  that  it  is  easy  for 
these  people  to  register  their  busi- 
nesses, and  so  they  don't  have  to  pay 
taxes  until  they  reach  a  certain  level." 

Last  year  alone,  Accion  started  new 
operations  in  Brazil,  Bolivia,  Mexico 
and  even  on  the  southwestern  border 
of  the  U.S.  It  also  plans  an  office  for 
Chile.  In  Colombia,  where  there  are 
14  separate  programs  in  eight  cities, 
every. credit  counselor,  every  director 
is  Colombian. 

Robert  Helander  is  president  of  the 
board  of  Accion  and  a  partner  at  the 
law  firm  of  Jones,  Day,  Reavis  & 
Pogue  in  New  York.  Says  he:  "The 
most  emotional  thing  is  to  see  these 
guys  who  a  year  before  were  saying 
'Somos  los  pobres'  [We  are  the  poor] 
turn  around  and  say  to  you  Yo  soy 
empresario'  [I  am  a  businessman]."  ■ 
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Small  news  from  IBM 


Introducing  a  new  low-priced, 
high-powered  IBM  Personal  System/2. 

It  s  called  the  Model  25,  for  short,  and  it 
comes  with  the  power,  graphics  and  quality 
that  have  made  the  IBM®  Personal  System/2  " 
family  the  acknowledged  new  leader  in  per- 
sonal computing.  What's  more,  it  comes  in  a 
size  that  fits  virtually  anywhere  and  at  a 
price  that  fits  most  any  budget. 

It's  at  home  wherever  you  work. 

Whether  you  work  in  an  office,  bring 
office  work  home  or  run  a  business  from 
home,  the  Model  25  can  help  you  keep  up 
with  correspondence,  prepare  proposals 
and  balance  budgets.  It  can  also  help  you 
track  inventory  and  handle  your  business 
and  personal  accounting  as  well. 

The  system  works  with  the  other  mem- 
bers of  the  Personal  System/2  family.  And  it 
was  designed    .^BR^  to  run  lots  of  the 


available  for  IBM  Personal  Computers.* 
It's  at  home  wherever  students  learn. 

In  the  classroom,  dorm  and  at  home, 
students  will  love  the  easy-to-use  design  and 
spectacular  graphics 
of  the  new  Personal 
System/2  Model  25. 
Parents  and  school 
board  members  w  ill 
especially  love  its 
small  price. 


It  can  get  you 
great  year^end 
bonuses. 


IBM  Personal  System/2 

Model  25 

Microprocessor 

8086-8 

Potential  system 
throughput 

More  than  2 
times  IBM  PC 

Standard  memory 

512KB 

Expandable  to 

640KB 

Diskette  size 
and  capacity 

3l/2  inch 
720KB 

Expansion  slots' 

2 

IBM  Keyboard 

Enhanced  or 
Space  Saving 

Operating  system 

IBM  DOS  3.3 

'Model  25  has  one  full-size  and  one  eight-inch 
expansion  slot. 


popular 


programs  that 
are  already 


If  you  buy  an  IBM  Personal  System/2 
Model  25  or  30  before  the  year's  out,  you'll 
get  a  Software  Sampler  with  16  free 
programs— for  word  processing,  personal 
productivity,  education  and  more.  And  no 
matter  which  Personal  System  II  you  buy, 
vou'll  get  great  rebates  direcdy  from  IBM  on 
selected  accessories  and  a  wide  range  of 
software  from  IBM  and  other  leading 
software  companies.  You  may  also  qualify 
instandy  for  $2,500  of  IBM  credit**  with  no 
payments  due  until  February,  1988. 

To  find  out  more,  just  ask  your 
participating  IBM  authorized  dealer. 


•Differences  in  system  configurations  must  be  considered  in  selecting  software 
•Only  purchases  on  the  Personal  (silver)  IBM  Credit  Card  qualify  for  the  instant 
credit  and  deferred  payment  portion  of  this  offer.  ©  IBM  1987.  IBMisa 
registered  trademark  and  "Personal  System/2"  is  a  trademark  of  IBM  Corporation 


YOUR  PARTICIPATING  IBM  AUTHORIZED  DEALER  ABOUT  SPECIAL  IBM  YEAR-END  BONUSES. 


People  are  screaming  at  the 


government  to  do  something 


about  the  stock  market  and  the  economy.  Maybe  the  best  thing 
they  could  do  for  us  is — absolutely  nothing. 

Why  the  market  crash 
wont  cause  a  recession 


Batten  down  the  hatches,  the 
recession  cometh.  So  say  the 

forecasting  swamis.  So  say   

the  magazines  and  newspapers.  The  current  economic 
expansion  is  now  in  its  sixth  year,  they  point  out;  that 
makes  it  the  second-longest  postwar  expansion,  and 
thus,  its  time  must  be  running  out.  Triggering  the 
downturn,  they  argue,  will  be  a  slowdown  in  con- 
sumer   spending:    The    October    stock  market 
spooked  investors  and  that,  in  turn,  has  weakened 
demand  and  will  brake  economic  growth. 

Convinced?  Persuaded?  Don't  be.  Just  remember 
that  the  forecasting  swamis  have  been  predicting 
the  death  of  this  economic  expansion  for  the  past 
two  years.  If  you  had  listened  to  them,  you  would 
have  trimmed  inventory,  stopped  hiring  people  or 


By  Susan  Lee 
and  Christie  Brown 


taking  on  debt,  and  frozen 
capital  expenditures.  As  an 
investor   you   would  have 
been  out  of  stocks  since  late 
1985  and  would  have  missed 
the  best  of  the  bull  market. 
But  don't  all  periods  of  pros- 
perity end?  Doesn't  every  eco- 
nomic expansion  eventually  run 
out  of  steam?  Yes,  of  course.  But 
any  attempts  to  predict  the  when 
and  the  how  are  doomed,  because 
downturns  and  upturns  are  not  dic- 
tated by  any  internal  logic.  There  is 
no  natural  rhythm  at  work  here. 
The  odds  of  a  long-running  boom's 


Illustrations  by 
Patrick  McDonnell 


Percent  Change 
in  Gross 

National  Product 
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ending  are  no  greater  than  those  for  a  short  boom  to 
end.  In  a  coin-toss,  five  heads  in  a  row  do  not  in- 
crease the  odds  for  a  tail  on  the  sixth  throw.  A  60- 
month  economic  expansion  is  no  more  vulnerable  than  a 
month  one. 

Well,  what  about  the  stock  market?  How  can  a  25%- 
plus  drop  in  the  averages  not  trigger  a  spending  slowdown? 
For  one  answer,  see  page  32.  It  shows  that  there  have  been 
nine  crashes  of  this  magnitude  in  the  past  two-thirds  of  a 
century.  One  of  the  nine  was  followed  by  an  earth-shatter- 
ing depression,  but  three  were  followed  by  only  short 
recessions  and  four  were  followed  by  continued  economic 
prosperity.  So  much  for  the  stock  market  as  the  harbinger 
of  doom. 

For  another  answer,  listen  to  a  new  breed  of  economist. 
Has  time  run  out  for  this  expansion?  "Who  knows?"  says 
Finn  Kydland,  professor  of  economics  at  Carnegie-Mellon. 
"The  perception  that  business  cycles  are  quite  regular  in 
length — that  an  up  period  is  followed  by  a  down  period  at 
predictable  intervals — is  questionable.  Even  if  the  econo- 
my experiences  above-average  growth  rates  for  quite  a 
while,  there  isn't  a  much  higher  probability  of  a  downturn 
occurring." 

Does  the  October  stock  market  crash  ensure  a  recession 
or  even — gasp — a  depression?  "The  likelihood  of  a  reces- 
sion has  increased  a  bit,  but  that  is  not  the  same  as  being 

confident  that  a  sharp  con- 
traction is  looming,"  says 
Kydland. 


the  rational  expectations  school.  Its  views — and 
his — go  against  the  Keynesian  view  of  business  cy- 
cles that  has  dominated  modern  economic  thinking. 
Keynesians  hold  that  the  cycle  unfolds  in  a  predictable, 
rhythmic  way.  Whether  John  Maynard  Keynes  himself 
would  endorse  their  views  is  open  to  question.  But  his 
followers  believe  that  every  eight  or  ten  years  a  period  of 
expansion  reaches  a  peak  and  is  followed  by  a  period  of 
contraction  that,  in  turn,  hits  a  trough,  and  then  the  cycle 
turns  up  again.  Indeed,  there  is  even  an  official  historian  of 
business  cycles,  the  National  Bureau  of  Economic  Re- 
search, whose  economists  chart  these  waves,  pronouncing 
their  beginning  and  end. 

This  expansion,  being  now  61  months  old,  must  be 
nearing  its  end.  So  Keynesians  say.  Nonsense,  say  rational 
expectationists. 

The  charts  confound  the  Keynesians.  Take  a  look  at  the 
chart  below.  Since  World  War  II,  expansions  have  lasted 
anywhere  from  12  months  to  a  record  106  months,  and 
contractions  anywhere  from  6  months  to  16.  Hardly  a 
regular  pattern.  Really,  no  pattern  at  all. 

Score  one  for  Kydland  and  his  colleagues.  But  rational 
expectations  theory  does  more  than  dispute  the  regularity 
of  business  cycles.  It  is  y\ 


on  a 

how  the  economy 
works  that  goes  against 
the  past  40  years  of 
thinking.  Indeed,  it 
turns  the  old  Keynes- 
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ian  analysis  inside  out. 

According  to  the  Keynesian  view,  fluctuations  in 
GNP  are  mainly  caused  by  disturbances  in  the  de 
mand  for  goods  and  services.  Say,  for  example,  demand  for 
goods  drops  off  because  consumers  cut  back  their  spending 
after  the  October  stock  market  debacle.  Business  people, 
finding  themselves  stuck  with  a  lot  of  inventory,  will  slash 
orders,  and  manufacturers  will  lower  production.  A  cut  in 
production  means  jobs  will  be  wiped  out.  And  economic 
growth  will  slow  or  turn  negative. 

Sounds  simple  and  natural.  But  here  is  where  the 
Keynesian  world  becomes  too  clever  by  half.  Since  the  root 
of  the  problem  is  insufficient  demand,  the  Keynesian 
solution  is  for  the  government  to  step  in  and  boost  de- 
mand, usually  by  printing  and  spending  more  money. 
Thus,  demand  rises  to  absorb  the  old  level  of  output,  and 
employment  will  not  suffer. 

Rational  expectations  theory  thumbs  its  nose  at  this  old 
analysis.  Where  Keynesians  see  mostly  demand  shocks, 
this  view  argues  that  fluctuations  in  GNP  are  caused 
chiefly  by  disturbances  in  supply — that  is,  sudden  changes 
in  the  conditions  of  production  that  affect  productivity 
and  hence  output.  Where  the  Keynesians  probe,  poke  and 
agonize  over  demand,  rational  expectationists  look  for 
events  that  will  increase  or  decrease  human  productivi- 
ty— and  thus  the  supply  of 
goods  and  services. 

The   rapid   development  of 


computerization  in  recent  decades  was  a  tremen- 
dous— and  favorable — supply  shock.  By  making  peo- 
ple more  productive,  computers  increased  the  supply 
of  goods  and  services,  lowered  costs  and  enabled  people  to 
buy  more.  It  was  a  case  of  supply  stimulating  demand 
rather  than  vice  versa.  A  century  and  more  ago  the  devel- 
opment of  the  railroads  provided  a  similar  improvement  in 
human  productivity.  Henry  Ford  with  the  Model  T  and 
mass  production  did  the  same. 

Note:  These  improvements  in  the  standard  of  living  did 
not  come  about  because  someone  encouraged  people  to 
spend  more  money.  They  were  improvements  on  the  sup- 
ply side,  not  on  the  demand  side. 

Some  shocks  are  positive,  like  a  technical  advance  in 
making  semiconductors,  and  some  shocks  are  negative — 
which  is  why  there  are  depressions  and  recessions.  Wars, 
droughts,  strikes,  epidemics,  demographic  changes,  for 
example,  can  produce  unfavorable  supply  shocks.  Govern- 
ment, too,  can  cause  sudden  changes,  or  shocks,  by  chang- 
ing its  tax,  regulatory  or  monetary  policies. 
Even  shifts  in  social  values  can  have  tremendous  influ- 
ence on  supply  of  goods  and  services. 
Take  the  change  in  attitudes  toward 
women  working — an  immensely  fa- 
vorable supply  shock.  By  entering  the 
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work  force  in  large  numbers,  women  greatly  en- 
hanced the  ability  of  the  economy  to  produce  and 
thus  helped  lift  the  economy  and  our  standard  of 
living.  Conversely,  the  decline  in  the  work  ethic  here  as 
compared  with,  say,  Japan  or  Korea  is  an  unfavorable 
supply  shock  in  that  it  lowers  productivity. 

Trouble  is,  these  shocks  are  hard  to  measure  and  impos- 
sible to  predict.  To  this  day  there  is  no  agreement  on  what 
caused  the  Great  Depression;  it  certainly  cannot  be  ex- 
plained by  business  cycle  theory. 

Also,  the  magnitudes  of  shocks  differ — the  discovery  of 
superconductivity  at  higher  temperatures  will  surely  be 
more  influential  than  the  strike  at  U.S.  Steel  that  took 
place  earlier  this  year. 

These  shocks  are,  of  course,  random,  and  the  timing  of 
their  impact  can  vary.  Some,  like  the  trebling  of  oil  prices, 
will  have  a  major  impact  immediately.  Others  will  accu- 
mulate over  time.  For  instance,  the  transformations  in  the 
economy  kicked  off  by  the  information  explosion  have 
only  just  begun  to  make  themselves  felt.  This  is  why  any 
attempt  to  find  regularity  in  economic  upturns  and  down- 
turns is  doomed. 

Thus,  the  coming  recession — when  it  comes — will  be 
the  result  of  a  bunch  of  shocks,  some 
of  which  may  have  occurred  four  or 
five  years  ago.  As  economist  Edward 
Prescott  of  the  University  of  Minne- 
sota says,  "If  you  have  a  string  of  bad 
shocks,  you'll  have  a  recession;  a 
string  of  good  shocks,  you'll  have  a 
boom." 

Central  to  the  Keynesian  theory  of 
the  business  cycle  is 
the  notion  that  wages 


and  prices  are  "sticky."  Keynesians  argue,  for  exam- 
ple, that  wage  costs  are  rigid,  perhaps  fixed  by  labor 
contracts,  for  a  period  of  time.  Thus,  in  the  Keynes- 
world,  since  prices  cannot  fall  to  adjust  to  sagging 
production  and  employment  must  fall.  This 


lan 

demand, 

makes  automatic  readjustment  difficult  and  the  business 
cycle  inevitable.  To  counter  this  stickiness,  Keynesians 
urge  government  to  boost  demand. 

It  is  now  clear,  however,  that  when  government  stimu- 
lates demand,  unless  supply  also  increases,  the  result  is 
not  full  employment  but  inflation.  It  is  also  clear  that 
while  prices  and  wages  are  somewhat  sticky,  they  are  not 
glued  in  place. 

Look  at  what's  been  happening  to  the  U.S.  steel  indus- 
try. In  the  early  1980s  it  was  bombarded  by  an  overvalued 
dollar,  new  domestic  competition  using  improved  produc- 
tion processes,  lower-cost  overseas  competition  and  many 
other,  mostly  negative,  events.  Steel  production  dropped 
off  and  unemployment  rose.  Eventually,  however,  wages 
tempered  and  prices  fell.  Now,  both  production  and  em- 
ployment are  recovering. 

But  Keynesians  wouldn't  have  waited  for  this  adjust- 
ment to  happen.  They  would  have  rushed  in  with  govern- 
ment schemes  to  prop  up  income  and 
spending.  These  were  the  wonderful 
policies  that  brought  us  stagflation — 
remember? — in  the  Seventies  and  ear- 
ly Eighties. 

Consider  what  happened  in 
1970s  when  abrupt  increases  in 
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price  of  oil  caused  production  costs  to  spike  up, 
resulting  in  unemployment.  The  Kcyncsians'  re- 
sponse was  to  increase  the  money  supply  because, 
they  believed,  that  would  drive  down  real  wages  and  thus 
increase  employment.  (More  money  would  boost  prices, 
prompting  business  to  hire  more  workers  who,  in  turn, 
would  not  understand  that  inflation  was  eroding  their 
wages.)  Rational  expectationists,  however,  predicted  that 
this  policy  wouldn't  work.  They  predicted  that  people 
would  catch  on  to  the  ruse  and  demand  higher  wages  while 
business  would  raise  prices.  They  were  correct.  Keynesian 
policies  resulted  in  near-runaway  inflation  and  continued 
unemployment. 

Keynesianism  is  based  on  the  delusion  that  government 
can  somehow  find  a  painless  way  to  cushion  economic 
fluctuations.  In  the  real  world,  though,  there  was  no  escap- 
ing the  consequences,  the  dislocations,  of  the  oil  price 
hikes.  Ratexians  argue  that  if  the  government  had  just  let 
the  economy  adjust  on  its  own,  it  would  have  done  so 
faster  and  more  smoothly. 

Hence  the  term  rational  expectations:  Since  the  govern- 
ment is  only  a  player  in  the  game — although  the  most 
important  player — the  other  players  anticipate  its  moves 
and  thus  neutralize  them,  as  workers  and  business  people 
did  when  the  Keynesian  economists  tried  to  cut  real  wages 
during  the  oil  crisis. 

In  the  Keynesian  world,  everything  is  simpler.  Govern- 
ment is  a  powerful  but  well-intentioned  friend.  If  the 
economy  turns  sour,  the  helpful  government  makes  things 
sweet  again. 

In  the  Ratexian  world,  however,  an  activist  government 
can  create  mischief.  In  actual  fact,  drastic  changes  in 
government  policy  can  render  extremely  unfavorable 
shocks  to  an  economy.  Says  economist  Patrick  Kehoe  of 
the  University  of  Minnesota:  "Some  types  of  shocks  are 
inevitable.  But  policy  shocks — like  the  government  having 
an  erratic  monetary  policy  or  changing  tax  rates — are  not." 


No  one  would  deny  that  balancing  the  federal 
budget  is  a  necessary  long-range  goal.  But  panicky 
measures  by  the  government — like  tax  increases — or 
intense  regulation  of  markets  in  response  to  the  stock 
market  crash  will  probably  make  matters  worse. 

Stop-and-go  government  policies  create  uncertainty. 
And  that  uncertainty  can  have  a  chilling  effect  on  the 
efficient  use  of  resources.  "Uncertainty  over  the  direction 
of  policy  means  that  consumers  and  business  people  have 
to  hedge  against  all  the  possibilities,"  says  Martin  Eichen- 
baum  of  Carnegie-Mellon. 

Far  from  being  a  stabilizing  factor,  then,  government 
intervention  is  destabilizing.  And  since  government  is  the 
dominant  player — it  sets  up  the  rules  of  the  game  and 
moves  first — it  ought  to  reduce  uncertainty.  Simply  put, 
government  ought  to  provide  a  stable  and  predictable 
economic  environment  for  business  people  and  consumers 
(see  box). 

How  can  government  do  that?  Easy  as  pie.  Rather  than 
react  to  the  stock  market  crisis — or  to  any  crisis — the 
government  would  be  wiser  to  decide  on  a  policy.  Then, 
whatever  that  policy  is,  it  ought  to  be  in  the  form  of  a  rule. 
And  these  rules  should  be  explicit,  not  shrouded  in  secre- 
cy. The  Fed,  for  instance,  could  decide  that  money  supply 
ought  to  grow  at  3%  a  year — no  matter  what — and  then 
announce  that  decision.  Or,  more  to  the  point,  having  cut 
income  taxes,  Congress  should  resist  raising  them  again. 
This  is  not  to  say  that  the  government  shouldn't  alleviate 
suffering  through  unemployment  insurance  and  othei 
safety  nets  if  needed.  But  the  futile  business  of  fine-tuning 
should  be  abandoned. 

There  is  almost  no  chance  that  the  October  stock  mar- 
ket crash  alone  will  trigger  a  serious  economic  downturn. 
Whether  the  market  does  or  doesn't  drop  further,  ad  hoc 
government  intervention  will  only  make  an  unpleasant 
situation  worse  and  possibly  trigger  the  very  situation  it 
seeks  to  avoid.  ■ 


Business  is  disillusioned 


The  lack  of  success  economists 
have  had  in  predicting  and  mea- 
suring the  business  cycle  has  disil- 
lusioned a  lot  of  business  people 
with  macro  forecasting.  Some  of 
the  blame  falls  on  Keynesian  anal- 
ysis, some  on  inconsistency  in  gov- 
ernment policies.  Says  Noel  Perry, 
a  former  corporate  economist: 
"Most  corporate  executives  don't 
listen  to  economists,  in  part  be- 
cause the  professionals  get  it 
wrong.  Instead,  they  make  their 
decisions  based  on  gut  feeling." 

Not  only  have  the  macro  mod- 
els— based  on  Keynesian  demand 
analysis — been  slow  in  calling 
turns  in  the  economy,  but  they 
have  little  relevance  to  particular 
industries.  Thus,  most  business 
people  make  their  own  industry 
forecasts  and  try  to  stay  close  to 
their  own  micro  situation.  For  in- 
stance— what  are  the  chances  of  a 
recession,  of  a  strike,  that  the  prod- 


uct will  become  obsolete,  that 
sales  and  profits  will  be  strong? 
And  they  have  been  very  good  at  it. 
(One  economist  admits  to  prefer- 
ring business  forecasts  to  profes- 
sional ones.  "Business  forecasts  of 
the  next  quarter  are  a  good  leading 
indicator.  After  all,  business  peo- 
ple are  looking  at  their  or-  fr\ 
der  books,  not  a  bunch  of 
old  data,"  he  says.)  _j  j 


Second,  business  people 


find  that  making  economic  fore- 
casts of  more  than  a  quarter  or  two 
out  can  be  hazardous.  While  this 
cautious  attitude  may  work  for 
them,  it  has  brought  criticism  that 
corporate  planning  tends  to  be  too 
short  term.  If  it  has  been  short 
term,  government  stop-and-go  pol- 
icies have  a  lot  to  do  with  the  ori- 
entation. As  Gordon  Richards  of 
the  National  Association  of  Manu- 
facturers points  out:  "An  unstable 
economic  environment  tends  to 
create  a  shorter  corporate  planning 
horizon  because,  obviously,  you 
can't  plan  if  the  environment  is 
characterized  by  frequent  policy 
changes,  especially  if  those 
changes  are  not  anticipated." 

Perhaps  Cross  &  Trecker's  vice 
president  of  finance,  John  Hinnen- 
dael,  puts  it  best:  "People  can't 
plan  long  term  with  the  put-it-in 
and  take-it-out  sort  of  thing  the 
government  does." — S.L.  and  C.B. 
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Just  six  weeks  ago,  Philip  Fisher  told  Forbes  readers 
that  the  market  looked  like  either  1927  or  1929. 
Now,  after  the  crash,  what  is  he  saying? 


Maybe  it's 
1928  again 


Forbes  has  received  many  letters 
and  telephone  calls  from  people  con- 
gratulating investment  philosopher 
Philip  Fisher  for  calling  the  stock 
market  crash  in  his  interview  in  our 
issue  dated  Oct.  19.  This  issue,  provi- 
dentially, hit  the  newsstands  just  two 
weeks  before  the  Dow  Jones  industri- 
al average  took  the  fastest  plunge  in 
history. 

In  fact,  Fisher  did  not  predict  a 
crash.  He  did  say  that  things  were 
looking  dicey.  Still,  with  the  market 
down  740  points  since  we  printed 
Fisher's  blunt  statements 
about  the  market,  we 
thought  it  worthwhile  to 
get  back  to  Fisher  and  ask 
what  he  expects  now. 

Fisher:  I  felt,  as  I  said  then, 
that  we  were  in  a  shaky 
area,  but  anybody  who 
would  read  into  my  first 
interview  that  I  was  call- 
ing this  thing  with  exact 
timing  is  giving  me  credit 
that  I  just  don't  deserve. 


Ereiyone  bos  bis  own  no- 
tiotis  about  wlyy  the  drop 
was  so  severe.  Care  to  add 
your  two  cents? 
In  the  course  of  my  busi- 
ness lifetime,  which  goes 
back  to  the  1920s,  I  have 
never  seen  a  time  when  as 
big  an  amount  of  stock 
has  been  held  by  people 
who  are  short  term  in 
their  orientation.  Those 
people  flocked  to  the  ex- 
its, and  that  may  be  the 
chief  reason  why  this  de- 
cline has  been  so  tremen- 
dously precipitous  and  the 
brant  so  broad.  In  1929 
there  was  much  more 
margin  stock  than  there  is 


By  Thomas  Jaffe 


now,  and  that  created  some  trouble. 
But  there  were  also  many  more  people 
who  understood  and  believed  in  the 
long  term. 

I  still  feel  there  are  some  alarming 
comparisons  with  the  late  Twenties.  I 
still  don't  know  whether  this  is  1927 
or  1929,  and  I  don't  think  the  evi- 
dence is  going  to  be  clear  for  some 
weeks  yet. 

What  are  some  of  the  signals  you're 


hwestment  philosopher  Philip  Fisher 
"Selectivity  is  going  to  be  the  key." 


watching  for? 

One  of  the  first  things  I  will  look  at  is 
automobile  sales.  The  automobile  in- 
dustry has  exploited  the  future  mar- 
ket by  significant  discounts,  cash  re- 
bates and  whatnots  it's  been  offering. 
So  if  there  is  any  place  that  would  be 
vulnerable,  this  would  be  it.  If  there  is 
no  noticeable  decline  from  the  pres- 
ent, relatively  low  level  of  automobile 
sales,  I  think  we  are  probably  in  the 
fortunate  position  of  this  being  more 
like  1962  than  like  1929.  If  there  is  a 
decline,  but  it's  confined  solely  to  the 
most  vulnerable,  highest- 
priced  cars,  the  Cadillacs, 
foreign  BMWs,  Mercedes 
and  so  on,  it  probably 
won't  affect  the  economy 
much  because  it  simply 
means  that  people  are 
buying  a  cheaper  car. 

Another  guideline, 
maybe  more  significant 
than  anything,  is  if  the 
Fed  continues  its  present 
policy  of  recognizing  this 
is  potentially  a  very  seri- 
ous situation  and  lets 
money  stay  at  the  easier 
rates  to  which  it  has  fallen 
since  Black  Monday.  That 
is  a  sign  we  will  be  going 
through  this  without  a 
major,  near-term  decline. 

What  are  you  betting? 
If  I  had  to  bet,  I  would  say, 
very  much  because  of  the 
actions  of  the  Fed,  that 
there  is  about  a  51% 
chance  this  decline  is  not 
a  forecaster  of  economic 
trouble. 

But  there  is  another 
possibility  that  people 
aren't  talking  about  at  all. 
A  lot  of  people  are  asking, 
"Is  this  1929  or  1962?"  It 
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n  a  class  by  itself. 

Air-India  was  the  second  airline 
use  the  new  GE  CF6-80C2  engine 
power  new  widebody  airliners. 

Like  other  airlines  using  the  -80C2, 
ir-India  has  experienced  none  of  the 
lowing  pains  normally  associated 
ith  an  engine  introduction. 

By  every  standard,  the  engine  has 
:rformed  at  exceptionally  high  levels: 
l-time  departures,  fuel  efficiency, 
liability,  everything.  Also,  because 
the  proven  reliability  of  the  -80C2, 
dn-engined  aircraft  are  already  fly- 
g  the  most  direct  possible  routes, 
fering  added  passenger  convenience 
id  higher  airline  profitability. 

It  all  starts  with  an  attitude:  We 
Jieve  that  promises  should  not  be  just 
matter  of  good  intentions.  Promises 
e  meant  to  be  commitments. 

Promises  Count. 


sheer  elegance  and  beauty,  few  monuments  can  com 
e  to  the  Taj  Mahal.  Just  as  this  world  famous  edifice 
v es  as  a  symbol  of  India's  past,  Air-India  serves  as  a 
lbol  of  its  future. 


may  be  neither.  It  may  be  a  1928, 
which  many  have  forgotten.  My  son 
Ken  [Forbes  columnist  Kenneth  Fish- 
er] has  made  quite  a  study  of  the  busi- 
ness cycles  of  the  past,  and  I  have  used 
him  quite  extensively  to  refurbish  my 
memory  of  what  occurred  in  those 
periods.  Nineteen-twenty-eight  was  a 
rcmaikablc  year,  particularly  vivid  in 
the  minds  of  us  northern  Califor- 
nians.  On  the  San  Francisco  Stock 
Exchange,  which  I  think  at  the  time 
was  by  far  the  biggest  next  to  New 
York,  there  was  such  a  tumultuous 
break  that  the  two  most  active  stocks, 
BankAmerica  and  Transamerica,  de- 
clined to  a  degree  that,  whereas  most 
New  York  stocks  and  even  some  San 
Francisco  stocks  reached  new  peaks 
in  1929,  those  two  never  fully  recov- 
ered, nor  did  the  San  Francisco  ex- 
change as  a  whole.  The  economy 
went  rolling  right  along,  and  it  is  pos- 
sible, particularly  if  the  Fed  doesn't  do 
what  it  did  in  1929  when  it  kept  mon- 
ey tight,  that  this  could  be  like  1928, 
with  another  year  or  maybe  two  of 
prosperity. 

What  strategy  are  you  taking  to  cope  with 
this  uncertainty? 

I  have  what  for  me  is  a  very  abnormal 
amount  in  Treasury  bills  [between 
20%  and  25%].  I  am  committing 
small  amounts  of  that  to  the  market 
right  now  when  many  people  are  say- 
ing wait  and  let  it  stabilize  before  you 
do  any  buying.  But  this  kind  of  a  mar- 
ket doesn't  stabilize.  It  goes  one  way 
or  another  very  readily,  and,  again,  I 
think  some  stocks  are  so  cheap  that 
I'm  ready  to  carry  them  through. 

There  are  three  things  to  decide  on 
your  action  here.  The  first  one  is  se- 
lectivity, the  second  one  is  selectiv- 
ity, and  the  third  one  is  selectivity.  I 
would  be  very  surprised  if  a  lot  of 
stocks  hadn't  reached  a  height  a  few 
months  back  that  they  are  not  going 
to  reach  again.  So  selectivity  is  going 
to  be  the  key. 

People  who  think  a  stock  is  attrac- 
tive because  it  is  down  63.2%  from  its 
high,  whereas  some  other  stock  is  less 
attractive  because  it's  down  only 
44.8%,  are  barking  up  the  wrong  tree. 

What  about  seeking  shelter  in  big  cap 
stocks? 

I  am  vitally  interested  in  companies 
that  are  going  to  survive,  but  I  don't 
think  a  big  cap  company  is  necessarily 
one  that  will.  Look  at  history.  Look  at 
U.S.  Steel  today  and  where  it  was  at 
the  end  of  World  War  II,  and  if  you 
knew  something  of  their  manage- 
ment then,  what  happened  to  it  was 
clearly  foreseeable  When  I  first  went 
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into  the  investment  business  in  the 
1920s  American  Woolen  was  one  of 
the  stalwarts.  To  flee  into  big  cap 
stocks  just  because  they're  big  Caps  is 
sheer  nonsense. 

Where,  then,  does  one  seek  safety?  In  so- 
called  defensive  stocks? 
Those  in  mass  consumer  business- 
es— whether  it's  a  Campbell  Soup,  a 
cigarette  company  or  others  selling 
commodities  at  a  fairly  low  price  per 
unit — will  be  flocked  to  by  a  great 
deal  of  money  if  the  slide  worsens  and 
the  fear  of  depression  increases. 
Which  means  they  may  not  have  the 
opportunities  I'm  interested  in:  long- 
term  capital  gains.  They  don't  go 


There  are  three  things  to 
decide  on  your  action 
here.  The  first  one  is 
selectivity,  the  second 
one  is  selectivity, 
and  the  third  one  is 
selectivity. 


down  as  much  in  this  kind  of  slide, 
and  if  business  turns  good,  they  won't 
go  up  as  much. 

What  kinds  of  companies  are  you  inter- 
ested in,  then? 

The  thing  that  really  counts  for  me  is 
how  much  a  company's  earnings  are 
apt  to  grow  over  the  next  several 
years — companies  with  new  products, 
expanded  in  relation  to  their  existing 
product  lines,  so  that  there  is  much 
less  risk  that  management  will  gum 
things  up;  companies  that  in  the  nor- 
mal course  of  their  product  develop- 
ment have  got  very  exciting  products 
in  their  pipelines  about  to  emerge.  I 
think  there  is  a  great  element  of  safety 
here.  I  like  companies  that  have  taken 
the  lead  in  some  of  the  things  we've 
learned  from  Japan:  statistical  produc- 
tion control,  total  quality  control, 
time  inventory.  Another  that  is  allied 
but  different  is  reducing  the  produc- 
tion cycle  time. 

Also  important  is  the  speed  with 
which  a  company  can  change  from 
producing  a  model  of  one  size  to  an- 
other model  of  a  slightly  different 
size.  The  companies  that  are  taking 
the  lead  in  this  and  the  other  things 
are  going  to  have  their  cost  sufficient- 
ly lower  than  the  competition's  and 
will  make  good  profit  margins  in  a 
tough  period  when  the  competition 
may  not  be  able  to  break  even.  They 
will  also  give  much  better  service  to 


the  customer. 

I  know  a  smart  investor  relations 
officer  at  one  of  the  companies  I'm 
interested  in,  a  big  company,  so  he  has 
lots  of  investment  professionals  call- 
ing on  him.  I  asked  him,  "Of  your 
stockholders,  how  many  do  you  think 
are  really  long-term  investors  rather 
than  just  purely  speculators?"  He  an- 
swered, "About  5%."  I  then  asked, 
"Do  you  know  who  they  are?"  He 
said,  "Yes."  "Well,  how  do  you  tell 
them?"  I  asked.  He  answered,  "One  of 
the  ways  that  I  do  it  is  to  bring  up  the 
number  of  vendor  awards  that  we 
have  won.  Some  of  the  biggest  manu- 
facturers as  well  as  the  smaller  ones 
give  a  sort  of  honorary  award  to  com- 
panies that  have  done  the  almost  in- 
credible job  of  having  no  product  de- 
fects whatsoever  and  all  on-time  de- 
liveries over  a  period  of  two  quarters.  I 
will  immediately  notice  the  small 
group  of  stockholders  who  are  in- 
tensely interested  in  that  and  the  ma- 
jority of  people  who  couldn't  care  less, 
because  they're  concerned  with  what 
we're  going  to  earn  next  quarter." 

This  is  the  kind  of  thing  that  I  be- 
lieve is  going  to  distinguish  the  com- 
panies that  are  really  buys  in  this  peri- 
od when  everything  is  down,  rather 
than  that  this  one  is  more  attractive 
than  that  one  because  it's  down  64% 
and  the  other  one's  down  45%. 

For  a  man  who  urote  a  book  titled  Con- 
servative Investors  Sleep  Well,  you 
sound  like  a  pretty  aggressive  fellow. 
For  a  period  of  years  in  the  1920s,  the 
University  of  California  had  a  football 
team  that  cleaned  up  on  everybody, 
and  the  coach  of  it,  Andy  Smith,  was 
called  the  Wonder  Coach.  One  of  his 
slogans,  which  I  thoroughly  believe 
in,  is  that  the  best  defense  is  a  strong 
offense.  If  you  are  doing  something 
that  is  going  to  make  money,  and 
you're  doing  it  right,  you're  not  going 
to  lose  money.  I  think  it  is  more  con- 
servative in  the  long  run  to  be  in  a 
company  that  is  really  progressing 
and  really  has  an  edge. 

Are  you  buying  now? 
At  these  levels  in  exactly  the  right 
stocks,  I  am  buying  with  a  small 
amount  of  my  cash  reserve,  but  slow- 
ly, because  I  think  this  thing  could 
bounce  in  any  direction.  But  over  the 
years  it  has  usually  paid  to  do  what 
the  general  public  is  not  doing. 

Which  is  what? 

Nothing.  They're  waiting  in  a  state  of 
shock.  Except  those,  I  think  there  are 
a  few,  who  are  still  scrambling  for  the 
exit.  ■ 
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The  SteinRoe  International  Growth         ■  Name 
Fund  can  help  you  make  the  most  of  ■ 

promising  long-term  growth  opportu-         '  Address  1 

nities  overseas.  It  carefully  diversifies 
its  portfolio  beyond  the  U.S.  economy 

with  investments  spread  across  multiple       1  S(ate  Zip 
industries  in  areas  like  Western  Europe 

and  the  Pacific  Basin.                               1  Daytime  phone  1  !   ■ 

This  no-load  fund  makes  interna-                    r     toi,.free  2d  hours 
tional  investing  easy.  Start  with  just                    ^aU  1011  Iree  Z4  nours 
$1,000  (just  $500  for  IRAs).                    ■  1  Qf\f\  WQ  " 

There  are  risks,  to  be  sure.  But  the            1  A™ O \/ Vf  ™%J'*^/0 m£^J ^ \J 
SteinRoe  International  Growth  Fund               For  more  complete  information  about  the 
helps  you  diversify.  And  conquer.                  |  Fund,  including  management  fees  and 
Call  today,  24  hours,  1  -800-338-2550.             expenses,  call  for  a  prospectus.  Read  it 
Or  Stop  by  the  SteinRoe  Mutual  Fund             1  carefully  before  you  invest  or  send  money. 
Center  in  Chicago  at  150  S.  Wacker                                             5058732ointc  b 
from  8  AM  to  5  PM  weekdays.                 Hi  Hi  Hi  HI  HB  Hi  Hi  Hi  Hi 

Hi       Get  your  share  of  tomorrow 

M Stein  Roe 

MUTUAL.     r  U  /V  D  S 

©  stein  Roe  &  Famham,  incorporated  1987                                                       Liberty  Securities  Corporation,  Distributor 

Its  growth  has  slowed  substantially.  Hur- 
rah, says  the  chairman  of  Washington 
States  Puget  Sound  Power  &  Light. 


The  waiting  game 


By  James  Cook 


Back  in  the  mid-Seventies,  few 
U.S.  electric  utilities  launched 
more  ambitious  expansion  pro- 
grams than  Bellevue,  Wash.'s  middle- 
size  Puget  Sound  Power  &  Light.  Pu- 
get was  blessed  (or  cursed)  with  one  of 
the  fastest-growing  service  areas  in 


the  country — a  4,500-square-mile  ter- 
ritory squeezed  between  the  Cascade 
mountains  and  Puget  Sound.  "We 
were  growing  sometimes  10%,  com- 
pounded, a  year,"  says  Chairman  John 
W.  Ellis,  vs.  3%  or  so  for  the  industry. 

Until  then,  Puget  had  always  de- 
pended on  hydroelectric  power,  much 
of  it  bought  from  local  public  utility 


Puget  Sound's  John  W.  Ellis 

Growth  was  more  of  a  curse  than  a  blessing. 


districts.  But  there  was  no  new  hydro 
power  available,  and  so,  for  the  first 
time,  Puget  turned  to  nuclear  powei 
and  coal.  It  acquired  a  23.5%  interest 
in  Portland  General's  Pebble  Springs 
nuclear  project,  launched  another  on 
its  own — Skagit/Hanford,  40% 
owned — and,  under  pressure  from  the 
Bonneville  Power  Administration, 
took  a  5%  interest  in  the  ill-fated 
Washington  Public  Power  Supply  Sys- 
tem 3  nuclear  power  project.  Most 
adventurous  of  all,  it  took  a  25% 
stake  in  Montana  Power's  massive 
Colstrip  3  and  4  coal-fired  project 
(Forbes,  Oct.  6,  1986].  "That's  one  ol 
the  things  that  almost  wiped  us  out," 
Ellis  says,  "trying  to  keep  up  with 
that  growth,  building  all  these  darned 
plants." 

Of  course,  nothing  went  the  way 
Ellis  had  planned.  The  second  oil  cri- 
sis sent  power  costs  surging,  and  as 
Puget's  rates  doubled  and  tripled  un- 
der the  impact  of  its  costly  new  capac- 
ity, demand  slackened  off  and  left  the 
Northwest  with  an  enormous  surplus 
of  power.  Puget  abandoned  its  nucleai 
ambitions  before  the  plants  got  undei 
construction.  But  that  left  Ellis  with  a 
raft  of  new  problems 
in  recovering  the 
costs  of  the  projects  it 
had  been  forced  tc 
abandon.  It  was  close, 
but  Ellis  somehow 
pulled  through.  His 
company  is  recover- 
ing all  of  its  $48  mil- 
lion investment  in 
Pebble  Springs,  $82 
million  out  of  $128 
million  from  Ska- 
git/Hanford, and  has 
managed  to  convert 
its  $169  million  in- 
vestment in  WPPSS 
3,  whose  construc- 
tion has  been  sus- 
pended, into  a  30-yeai 
power  supply  con- 
tract from  BPA. 

And  today?  Puget  is 
sitting  in  the  catbird 
seat.  Puget  now  pro- 
duces a  healthy  pro- 
portion of  its  own 
power,  mainly  from 
those  new,  coal-fired 
plants  at  Colstrip, 
Mont.,  but  it  still  de- 
pends on  outside 
sources  for  55%  of  its 
power.  And  these 
days  that's  a  plus,  not 
a  minus.  With  all  that 
surplus  power  around 
it's  easily  bought,  of- 
ten at  fire-sale  prices. 
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CADILLAC  COMFORT 
ATA  COZY  PRICE. 


s  features  GM  cars, 
d i t lac  Sedan  deVi lie. 


tVISSUPERVALUE 

jr  a  Cadillac  Sedan  deVille. 


A  comfortable  Cadillac 
Sedan  deVille  or  similar 
group  car  for  only  $45  a 
day.  Available  at  many  Avis 
locations  across  America. 

And  this  cozy  price  comes 
with  everything  you  expect 
from  the  We  try  harder8 


people.  Like  Avis  Express®  service,  Avis  Rapid  ReturnSM 
And  now  at  selected  airports  across  the  U.S.,  Avis 
Roving  Rapid  Return,  the  new  Avis  Carside 
Computer SM  return  service  that  takes  just  seconds  to 
complete.  So  travel  in  style  with  an 
Avis  Cadillac.  For  information  and 
reservations,  call  1-800-331-1212. 
Or  see  your  travel  consultant. 


AVIS 


;  are  available  at  selected  U.S.  locations,  subject  to  availability,  and  must  be  returned  to  renting  location.  These  rates  are  nondiscountable.  and  rates,  terms  and  conditions  are  sub|ect  to 
nge  without  notice.  Rates  have  a  free-mileage  allowance.  There  is  an  additional  per-mile  charge  in  excess  ot  this  allowance  Refueling  service  charge,  taxes,  optional  CDW,  PAI,  PER  and  ALI 
lot  included.  Cadillac  or  similar  group  car  available  in  New  York  area  at  a  higher  rate.  Rates  higher  for  renters  under  25.  At  certain  locations  a  charge  for  additional  drivers  will  apply.  Seasonal 
hargesand  blackout  periods  will  apply.  Call  Avis  for  complete  details.  ©  1987  Wizard  Co.,  Inc. 


Honeywell  knocks  the 
wind  out  of  windshear. 


Honeywell* 
leadership  in 
automation  and 

CONTROL. 

Windshear  is  a  pilot's 
nightmare.  It's  a  sudden, 
invisible  downdraft  that  can 
attack  a  plane  when  it's  most 
vulnerable . . .  during  take  off  or 
final  approach.  Honeywell's 
Windshear  Detection  System, 
the  first  to  be  certified  for 
commercial  aircraft  by  the  FAA, 
warns  pilots  in  time  and  helps 
them  fly  out  of  danger  safely. 
It's  already  in  service  aboard 
60  Piedmont  Airlines  jets. 

But  windshear  detection  is 
just  one  way  we're  making  air 
travel  safer  and  more  efficient. 
The  Sperry  Commercial  Flight 
Systems  Group  of  Honeywell 
offers  the 
broadest 
line  of 

sophisticated 
avionics 
available 
including 
systems  for 
flight  man- 
agement, 
automatic  flight  control,  and 
navigation.  And  we  supply 
systems  to  such  leading  aircraft 
builders  as  Airbus  Industrie, 
Boeing,  British  Aerospace, 
Fokker,  and  McDonnell  Douglas. 
Honeywell  systems  fly  on 
virtually  every  commercial 
plane  in  the  world. 

Our  business  is  making  your 
business  more  productive 
through  automation  and  control. 
From  aerospace  to  manufactur- 
ing, from  building  control  to 
process  control,  Honeywell 
technology  and  teamwork  are 
ready  to  work  for  your  company. 
CaU  800-328-51 11,  ext.  1594. 


Together,  we  can  find  the  answers. 

Honeywell 


In  1913,  when  Notre  Dame  made  football  history,  Allendale 
had  been  tackling  loss  control  problems  for  78  years. 


Notre  Dame  at  Army.  A  tough  fight.  Until  Notre  Dame 
unleashed  its  secret  weapon-  the  forward  pass.  In  the  last  half, 
quarterback  Gus  Dorais  and  star  receiver  Knute  Rocknc  dazzled  the 
crowd.  Thirteen  passes,  10  completions.  And  when  Notre  Dame 
engineered  its  35-13  triumph  over  Army,  Allendale's  engineers  had 
been  leading  a  winning  team  for  78  years. 

Today  at  Allendale,  we  continue  to  shape  the  history  of  loss  con- 
trol with  engineering,  training,  research  and  testing,  responsiveness 


and  fairness  in  the  way  we  do  business.  After  a  century  and  a  hal 
that  part  of  our  philosophy  is  not  about  to  change. 

For  a  free  22"  x  12"  reproduction  of  the  illustration,  write  on  y( 
company  stationery  to  Michael  C.  Mclntyre,  Allendale  Insurano 
P.O.  Box  7500,  Johnston,  Rhode  Island  02919. 

Allendale  Insurance/Factory  Mutual  Systei 

Over  150  years  of  progress  and  stability. 


^w^;%^^;:tv%^;P  :-  ^  fat 


>uget  Power's  coal-fired  plants  at  Colstrip,  Mont. 
It  long  last,  something  to  earn  a  return  on. 


With  demand  in  his  service  area 
drtually  stagnant,  Ellis  is  under  no 
mmediate  pressure  to  add  new  capac- 
ty  and  should  not  be  for  years  to 
:ome.  And  even  then  there  are  alter- 
latives  to  building  new  plant. 

British  Columbia  Hydro  is  trying  to 
levelop  a  hydroelectric  site  on  the 
'eace  River  for  export  to  the  U.S.,  and 
illis  is  trying  to  work  out  a  deal  to 
:xchange  power  with  utilities  in  the 
iouthwest  whose  periods  of  peak  de- 
nand  counterbalance  those  of  the 
Northwest.  "We  would  deliver  power 
n  the  summer,"  he  says,  "and  get 
»ower  back  in  the  winter,  without 
ither  party  having  to  build  another 
negawatt  of  generation." 

With  all  this,  Puget's  revenues  have 
;rown  faster  than  those  of  all  but  three 
>r  four  other  utilities  in  the  U.S.  in 
ecent  years,  but  Puget  has  yet  to  trans- 
ate  that  growth  into  higher  earnings. 
*uget's  earnings  peaked  at  $2.86  a  share 
n  1981  and  since  then  have  not  even 
:ome  close.  The  problem  is  that  when 
'ou  buy  power  from  the  outside,  you 
lon't  make  money  on  the  deal.  "Those 
ong-term  power  supply  contracts  are 
trictly  passthrough  benefits,"  Ellis 
ays.  "They  reduce  rates,  but  they  are 
lot  earning  assets.  There's  no  deprecia- 
ion,  no  cash  flow,  nothing  to  earn  on. " 
Sut  this  should  change  as  more  of  the 


new  coal-fired  capacity  comes  into 
play.  "We're  out  of  the  woods  at  last," 
says  he. 

Fine,  but  when  will  the  profits 
flow?  Puget  has  agreed  not  to  ask  for  a 
rate  increase  for  another  V-h  years. 
Puget's  rates  have  risen  so  rapidly  that 
residential  growth  has  come  to  a  halt, 
and  Ellis  feels  his  customers  need  a 
breather. 

To  bridge  the  gap  until  he  can  get 
higher  rates,  Ellis  is  fiddling  with  the 
books.  The  regulators  agreed  to  let 
Puget  bring  $98  million  in  accumulat- 
ed deferred  investment  tax  credits 
into  earnings  over  the  next  three 
years,  instead  of  over  the  life  of  the 
facilities.  This  will  enable  Puget  to 
stabilize  its  rates,  maintain  its  $1.76 
dividend  and  restore  earnings  to  their 
1985  level.  "We'd  like  to  get  more 
dollars  out  of  the  system  for  our 
shareholders,"  says  Ellis.  "But  for  the 
next  2  to  2  lA  years,  earnings  will  be 
about  where  they  were  in  1985  [$2.17 
a  share],  and  dividends  will  be  the 
same.  After  that  we  should  grow  at  a 
more  normal  rate." 

And  while  they  are  waiting,  stock- 
holders aren't  exactly  suffering:  With 
the  stock  at  a  recent  193A,  Puget 
shareholders  get  a  yield  of  close  to 
9% — plus  the  prospect  of  considera- 
bly more  a  few  years  down  the  road.  ■ 


Y  profitable 
business 
fcbsons 
to  visit 


FRANCE 


0  France  will  host  68  major  interna- 
tional trade  shows  during  1988.  At 
each  one,  American  visitors  and  ex- 
hibitors will  discover  new  opportuni- 
ties to  buy,  sell,  learn  the  latest,  make 
valuable  contacts,  and  generally  stay 
competitive  in  an  increasingly  global 
marketplace. 

0  Whether  your  business  is  house- 
wares or  fashion,  electronics  or 
aeronautics,  machinery  or  food 
technology,  there  is  a  show  that 
highlights  your  industry— and  pro- 
vides a  glimpse  into  its  future.  You'll 
see  the  most  recent  products  and  meet 
the  most  interested  parties:  companies 
from  all  over  the  world  looking  for 
international  trading  partners. 

Paris  Is  Good  for  Business 

0  Most  exhibitions  take  place  in  Paris, 
(now  the  trade  show  capital  of  the 
world),  and  are  often  an  industry's 
largest  annual  or  biennial  international 
show. 

0  France's  international  trade  exhibi- 
tions: Companies  that  don't  go  won't 
know  what  they're  missing.  (Which  is 
just  fine  with  competitors  who  do  make 
the  trip.) 

0  To  find  out  what  you  may  be  miss- 
ing, call  or  write  for  your  FREE,  com- 
prehensive listing  of  all  the  1988 
exhibitions.  It  could  be  a  very  profit- 
able request. 

International  Trade 
Exhibitions  in  France,  Inc. 

8  West  40th  Street 
New  York,  NY  10018 
212-869-1720 
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©  Eastman  Kodak  (  ompany,  l')H 


Kodak  copiers  win  awards  for  reliability, 
service,  copy  quality  and  overall  satisfaction, 
year  after  year.  Good  show! 

Every  year  for  the  past  six  years,  an  independent 
research  organization  has  surveyed  copier  users,  am 
then  given  "Special  Merit  Awards"  to  the  highest- 
ranking  copiers  in  each  of  four  categories  :  reliability, 
service,  copy  quality  and  overall  (  ustomer  satis- 
faction. Every  year  for  the  past  six  years,  one  or  mort 
Kodak  copiers  has  won  the  top  award  in  every 
category.  Nobody  else  has  even  come  close. 
.    ml  See  why.  Ask  for  a  demon- 

™£      '     stration.  Call  1 800  44KODAK 
(1 800  445-6325)  Ext.  6/5D. 

Leading  technology: 
the  Kodak  copier  advantage. 


The  new  vision  of  Kodak 


n  scaling  back  its  California  savings  and 
oan  operation,  Sears,  Roebuck  is  recog- 
lizing  that  even  the  best  consumer  fran- 
hises  cant  always  be  transferred. 


Name  recognition 


Chas  B  Slackn 


By  John  Heins 


Some  people  snickered  when 
Sears,  Roebuck  decided  to  be- 
come a  major  factor  in  financial 
rvices.  Nobody  is  laughing  now. 
:ars  confounded  the  critics  by  its 
iccess  in  the  highly  competitive 
isiness:  Counting  Allstate  Insur- 
ice,  financial  services  now  account 
r  roughly  half  its  earnings. 
Why,  then,  did  Sears  announce  in 
ctober  that  it  was  closing  40  of  its 
maining  41  Sears  Savings  Bank 
anches  in  California?  "We've  fig- 
ed  out  a  way  to  be  a  little  smarter," 
id  John  Detterick,  president  of  Sears 
Dnsumer  Financial  Corp.  and  chair- 
an  of  Sears  Savings. 
After  29  years  and  probably  $100 
illion  worth  of  acquisitions,  Sears 
)w  realizes  its  California  S&L  ven- 
re  wasn't  the  right  way  to  go.  Its 
/o-year-old  Discover  Card,  says  Det- 
rick,  is  a  cheaper  way  to  get  con- 
tmer  loans  and  consumer  deposits. 


Coldwell  Banker  and  Sears  Mortgage 
Corp.,  other  subsidiaries,  can  generate 
all  the  residential  mortgage  loans 
across  the  country  that  the  company 
could  want. 

Sears  Savings  (1986  assets,  $6.6  bil- 
lion) was  an  attempt  to  put  the  Sears 
name  on  banks,  hoping  that  its  con- 
sumer franchise  would  rub  off.  It 
didn't  work  well.  Under  Sears'  owner- 
ship, the  thrift  has  been  a  consistently 
poor  performer.  Last  year,  while 
healthy  California  competitors  re- 
ported record  earnings,  Sears  Savings' 
net  fell  82%,  to  $4.3  million.  That's  a 
microscopic  0.07%  return  on  assets. 
Profits  in  this  year's  first  half,  not 
counting  nonoperating  gains  from  as- 
set sales  and  the  like,  weren't  much 
better. 

Sears  Savings  isn't  completely  dead. 
A  single  branch  at  the  Glendale  head- 
quarters will  remain  open.  It  will  still 
sell  insured  CDs,  primarily  through 
brokers  at  Sears'  Dean  Witter  subsid- 
iary. Sears  Savings  will  also  help  ser- 


vice mortgages  originated  elsewhere 
in  the  Sears  system. 

But  this  is  quite  a  long  way  from 
the  grand  plan  when  Sears  bought 
the  first  S&L  back  in  1958  and  soon 
thereafter  named  it  Allstate  Savings 
&.  Loan.  At  the  system's  peak,  in 
1984,  there  were  109  branches  and 
1,600  employees.  By  1984  Allstate 
Savings  had  become  Sears  Savings 
Bank,  and  executives  were  crowing 
about  the  thrift's  "vital  role"  in  con- 
sumer financial  services.  Sears  fig- 
ured its  strong  reputation  with  con- 
sumers and  easy-access  locations  in 
stores  would  enable  it  to  expand  na- 
tionwide through  acquisition. 

In  practice  almost  everything  that 
could  go  wrong  did.  "Name  recogni- 
tion doesn't  translate  into  a  knock- 
out punch  competitively,"  Detterick 
now  admits.  Deposit  growth  had 
been  anemic  since  1984.  In  February 
Sears  Savings  agreed  to  sell  its  50  re- 
maining stand-alone  branches  to 
Citicorp. 

The  40  full-service  branches  in 
Sears  stores  never  clicked,  either. 
Automated  teller  machines  at  the  in- 
store  branches  were  handling  perhaps 
2,000  transactions  a  month,  one- 
tenth  the  level  generally  considered 
profitable.  Sears  Savings  also  found 
itself  competing  for  customers'  in- 
vestment dollars  with  Dean  Witter 
salesmen  in  nearby  booths. 

There  were  other  problems.  Sears 
Savings  bought  real  estate  loans  in 
Texas  and  Oklahoma,  many  of  which 
promptly  soured.  Foreclosed  real  es- 
tate and  other  repossessed  assets 
more  than  quadrupled  from  1984  to 
1986.  Cost  controls  were  also  quite 
poor.  Operating  expenses  had  grown 
27%  a  year  since  1982,  vs.  17%  annu- 
al asset  growth. 

Interstate  expansion  didn't  work 
out.  Detterick  blames  regulators  at 
the  Federal  Home  Loan  Bank  Board 
for  never  giving  serious  consideration 
to  Sears  Savings'  bids  for  out-of-Cali- 
fornia  S&Ls. 

Long  lines  of  communications 
didn't  help  matters.  Detterick,  the 
thrift's  top  executive,  hasn't  been 
based  in  California  since  1985,  and 
now  works  out  of  Chicago.  In  the 
Sears,  Roebuck  hierarchy,  Sears  Sav- 
ings is  overseen  by  the  Dean  Witter 
Financial  Services  Group,  so  manage- 
ment directives  often  come  all  the 
way  from  New  York. 

What  Sears  learned  is  that  synergy  is 
not  always  in  the  most  obvious  places. 
Putting  its  name  on  savings  and  loans 
turned  out  to  be  the  wrong  step.  For  all 
the  giant  company's  experience  and 
skill  in  financial  services,  it  wasn'*-  able 
to  make  the  name  rub  off.  ■ 
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Midlantic  Corporation 


Hungry  then. . . 

1980.Assets  $3 Billion 

"We  have  sophisticated  banking  services, 
428  branches  in  a  thriving  region,  and  a 
lending  limit  approaching  $200 million. 
Were  gratified.  But  not  satisfied. " 

Theory  has  it  that  the  bigger 
you  get,  the  slower  you  move.  But 
Midlantic  has      intention  of  slow- 
down. 


Hungry  now. 

1981  Assets  $17 Billion 

Our  increase  in  compound 
earnings  for  the  past  five  years  has 
been  averaging  a  healthy  18%,  our 
ROE  close  to  17%  and  our  ROA  has 
exceeded  1%.  For  a  $17  billion  bank, 
that's  moving  right  along. 

We  think  momentum  is  less  a 
matter  of  size  than  one  of  attitude 
and  management  style.  Areas 


lere  we  are  second  to  no  one. 

We  are  well  known  to  be 
ungry  bankers"  who  set  demand- 
si  goals  and  exceed  them.  Who 
gerly  seek  new  markets  and  new 
ents.  Who  know  how  to  develop 
she  markets.  Who  know  how  to 
novate.  And  who  offer  the  whole 
snu  of  corporate  and  retail  ser- 
ies. Gash  management,  pension 
anagement,  corporate  trust,  real 
tate  financing,  mortgage  banking, 
ternational  services,  the  works. 

The  only  other  thing  a  Super 
;gional  needs  is  a  super  region  in 
lich  to  grow.  That's  certainly  not 
>roblem. 

Midlantic  couldn't  "plant" 
elf  in  a  better  region.  Economic 
pansion  in  Midlantic's  market 
itpaces  the  top  markets  in  the 
untry,  including  Boston  and 
ashington.  The  income  of  our  ten 
illion  neighbors  is  increasing 
'2  times  faster  than  the  national 
erage  and  unemployment  is  at  an 
-year  low. 

Midlantic's  offices  are 
ployed  throughout  the  heart  of  a 
O-mile  circle  considered  to  be 
tie  world's  greatest  concentration 
market  wealth." 


Take  a  c  loser  look.  For  more  information  about 

the  new  Midlantic  Corporation,  call 1-201-32 1-8290. 
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18.0% 

23.3% 

16.58% 

1.03% 

35  BANK 
INDEX* 

11.5% 

8.7% 

12.76% 

0.63% 

•Salomon  Brothers  35  Bank  Index  Data:  1982-1986 


We've  got  a  billion-dollar  cap- 
ital base,  the  region,  the  market 
share  and  the  people  to  make  the 
most  of  the  opportunities  being 
Super  Regional  brings.  Small 
wonder  we're  growing.  And  confi- 
dent of  the  future. 

Best  of  all,  we're  still  hungry. 

_  MEMBER  F  DIC 

Midlantic 


Midlantic  Banks  and  Continental  Bancorp  are 
members  of  Midlantic  Corporation. 


Efficiency  and  cost-cutting  are  demanded 
of  unions  and  industry.  Even  government 
is  under  pressure  to  deliver  value  for  the 
dollar.  Why  then  does  higher  education  get 
away  with  delivering  a  deteriorating  prod- 
uct at  ever  rising  prices? 

The  untouchables 


By  Peter  Brimelow 


ost  of  America's  famous 
colleges  were  first  founded  to 
train  clergymen,  and  though 
higher  education  now  trains  far  more 
technicians  than  theologians,  it  still 
retains  a  religious  mystique.  Educa- 
tors preach,  and  parents  and  politi- 
cians faithfully  accept,  the  gospel  that 
education  is  morally  good  and  more 
education  is  morally  better.  When 
Forbes  asked  "Are  We  Spending  Too 
Much  On  Education?"  (Dec.  29,  1986), 
many  were  genuinely  outraged  that 
such  a  crass  economic  question  be 


posed  at  all. 

Of  course,  there  is  a  moral  value  to 
education  that  cannot  be  expressed  in 
dollars  and  cents.  But  education  nev- 
ertheless has  to  be  paid  for  in  dollars 
and  cents.  Particularly  higher  educa- 
tion— in  recent  years  the  cost  of  col- 
lege has  far  outstripped  inflation.  And 
public  disquiet  at  the  results  has  been 
rising  just  as  fast.  One  symptom:  the 
surprise  success  this  summer  of  Pro- 
fessor Allan  Bloom's  philosophical 
blast  at  modern  universities,  The  Clos- 
ing of  the  American  Mind,  on  the  Neiv 
York  Times  bestseller  list  since  May. 

The  malaise  of  higher  education 


can  be  traced  to  its  economic  struc- 
ture. Or  as  Adam  Smith,  himself  a 
respected  academician,  wrote  in  1776: 
"The  discipline  of  colleges  and  uni- 
versities is  in  general  contrived,  not 
for  the  benefit  of  the  students,  but  for 
the  interest,  or  more  properly  speak- 
ing, for  the  ease  of  the  masters."  * 
If  true  then,  truer  today. 

Thanksgiving,  and  the  kids  are 
home  from  college.  Over  the  turkey, 
maybe  you'll  want  to  catch  up  with 
the  latest  on  the  haute  culture  front. 
Why  is  Bloom's  critical  book  such  a 
runaway  success?  Why  did  art  critic 
Hilton  Kramer  say  recently  that 
there's  "less  serious  work  being  done 
in  the  humanistic  studies  than  at  any 
time  in  my  life"  and  speak  of  "a  lost 
generation  of  scholars"  as  a  result  of 
academic  pettifogging  and  pervasive 
politicization  in  the  academies? 

As  we  spend  more  on  higher  educa- 
tion, it  seems  we  get  less. 

According  to  the  American  Council 
on  Education,  in  1986-87  public  col- 
lege students  paid  an  average  of 
$5,579  for  tuition,  room,  board  and 
incidentals;  private  college  students 
paid  $11,113.  Since  1980,  overall  col- 
lege charges  have  been  rising  at  twice 
the  inflation  rate  (see  chart).  And  the 
ACE  sees  no  relief  in  sight:  It  predicts 

'Adam  Smith.  An  Inquiry  Into  the  Nature  and  Causes 
of  the  Wealth  of  Nations,  ed  Edwin  Cannan  (New 
York:  Tlx  Modern  library;  1937),  hook  V,  720 


Charge  fiercely,  Harvard  . . . 


Adjusted  for  inflation,  college  charges  (left)  lagged  stag- 
nant family  income  through  1980,  then  shot  past  it  as 
times  improved.  But  student  enrollments  have  been 
Hat  since  1980.  In  effect,  then,  colleges  kept  revenues 
rising  by  substituting  price  for  volume.  (Public  college 

Index,  1966  =  100  " 
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charges  are  lower  in  part  thanks  to  taxpayer  subsidies 
and  a  shift  to  cheaper  two-year  schools.)  Real  expendi- 
tures per  student,  always  ahead  of  inflation,  leapt  since 
1980  (center).  Charges  at  Ivy  League  schools  and  Stan- 
ford (right)  are  in  a  class  by  themselves. 

Charges  per  student  (Sthousands)* 

1981-82 
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college  charges  will  continue  to  out- 
pace inflation  by  as  much  as  30%  for 
the  rest  of  the  decade. 

We  know  why  medical  costs  are 
rising  faster  than  inflation — people 
are  demanding  and  getting  better 
health  care.  But  why  college  costs? 
Are  we  really  getting  better  college 
training? 

In  1950  total  expenditure  on  col- 
leges and  universities  amounted  to 
less  than  1%  of  the  gross  national 
product.  Since  then  it  has  increased  to 
2.7%  of  GNP  in  1986,  or  about  $100 
billion.  In  the  process,  colleges  and 
universities  are  edging  aside  the  ele- 
mentary and  secondary  school  sec- 
tors— their  combined  share  of  educa- 
tional expenditure  has  fallen  from 
69%  to  61%  over  the  same  period. 


This  impressive  growth  by  the  U.S. 
higher  education  industry  is  out  of  all 
proportion  to  what  is  happening  in 
other  advanced  countries.  Japan  and 
West  Germany  spend  only  0.4%  and 
0.6%  of  their  respective  GNPs  on  col- 
lege education  (see  chart) — and  an  ex- 
cellent case  can  be  made  that  Japan 
and  Germany  have  better-educated 
citizenries  than  the  U.S.  does. 

The  growth  in  our  spending  on 
higher  education  has  occurred  even 
though  its  traditional  market  has  con- 
tracted sharply  in  recent  years.  The 
number  of  18-to-24-year-olds  in  the 
population  is  declining,  from  30.4 
million  in  1980  to  an  estimated  25.8 
million  in  1990.  But  total  enrollment 
in  higher  education  is  holding  steady 
at  about  12.4  million,  and  the  number 


SAT-style  slump 


Tests  taken  by  college  graduates,  less  publicized  than  the  SATs  taken  by 
high  school  students,  show  a  general  decline  in  learning  levels — and 
these  students,  aiming  for  postgraduate  work,  are  the  cream  of  the  crop. 


Change  in  scores  on  Graduate  Record  Examination 
and  professional  school  admission  tests:  1964-85* 

Computed  as  the  change  in  scale  points  divided  by  the  mean 
standard  deviation  lor  the  beginning  and  ending  years. 


Mathematics 


LSAT  (1975-82) 
Biology  |1977-82) 


-10 


Unless  otherwise  noted 


-6  -4 
Decline 


-2 


MCAT 

quantitative  (1977-82) 


GRE  Verbal 
English  literature 
History 

Political  science 

+  2  +4 
Increase 


ent  of  Education 


of  institutions  involved  has  actually 
increased,  to  an  alltime  high  of  3,340 
in  1985-86. 

The  higher  education  industry  has 
been  able  to  maintain  its  volume  part- 
ly by  reaching  further  down  into  its 
traditional  market.  In  recent  years 
some  62%  of  graduating  high  school 
seniors  have  gone  on  to  higher  educa- 
tion, compared  with  52.5%  20  years 
earlier  and  less  than  40%  before  1950. 
Since  more  students  are  graduating 
from  high  school,  the  proportion  of 
the  age  group  entering  college  is  now 
double  what  it  was  in  the  early  1950s 
and  nearly  four  times  what  it  was  in 
the  early  1930s. 

Similarly,  higher  education  is  re- 
taining its  traditional  clients  longer. 
Higher  degrees  now  comprise  about  a 
quarter  of  all  degrees  granted,  as  op- 
posed to  less  than  a  fifth  in  1960  and 
less  than  a  tenth  in  1920. 

Higher  education  has  also  been  en- 
ergetically pursuing  new  clients. 
These  include  women  (up  from  41% 
of  total  enrollment  in  1970  to  53%  in 
1985)  and  minorities  (up  from  8.8%  to 
14.1%,  excluding  Hispanics).  Above 
all,  higher  education  has  discovered 
the  "nontraditional"  25-plus  age 
group.  These  supplied  27.8%  of  total 
enrollment  in  1970,  41.1%  in  1985. 

"They  won't  rest  until  you  and  I  are 
both  back  in  school,"  Department  of 
Education  Deputy  Under  Secretary 
Bruce  M.  Carnes  (Ph.D.)  told  a  Forbes 
reporter  (M.B.A.),  referring  only  half- 
jokingly  to  his  former  colleagues  in 
academe. 

Unfortunately,  much  of  the  result 
is  less  impressive.  Stockbrokers  are 
required  to  inquire  into  "suitability" 
before  peddling  a  stock  to  a  customer. 
But  apparently  "suitability"  is  an  ad- 
justable notion.  The  higher  education 
industry's  voracity  has  caused  it  to  eat 
through  the  IQ  barrier.  "In  1952, 
when  I  wrote  my  Ph.D.  dissertation 
on  education  as  an  industry,  I  was 
able  to  argue  that  a  student  required 
an  IQ  of  110  in  order  to  benefit  from 
college,"  says  Fordham  University's 
Professor  Ernest  van  den  Haag,  a  psy- 
choanalyst and  sociologist.  "That  im- 
plies a  maximum  of  about  25%  of  the 
population.  I  still  think  it's  true,  but 
quite  obviously  many  students  in  col- 
lege today  are  far  below  that  level." 

To  broaden  their  markets,  colleges 
are  accepting  students  who  formerly 
would  not  have  been  permitted  to 
graduate  from  high  school.  People  are 
being  graduated  with  IQs  below  110, 
according  to  Berkeley  educational 
psychologist  Arthur  R.  Jensen.  That 
means  they  haven't  the  innate  ability 
to  acquire  the  degree  of  knowledge 
and  skills  formerly  associated  with  a 
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ruzziea  aoout  mutual  funds  { 

Kidder,  Peabody  representative  has 
a  solution  that's  a  perfect  fit. 

Over  1,500  funds  are  being  offered  today— each  with 
its  own  very  specific  objectives  and  ways  of  reaching 
them.  Choosing  the  right  fund— one  that  meets  your 
personal  goals — can  be  a  daunting  experience. 

Guiding  You  Through  1,500  Claims.  To  find  a 
mutual  fund  solution  that  meets  your  personal 
needs,  you  can  rely  on  the  expertise  of  a  Kidder, 
Peabody  representative.  You'll  find  our 
representatives  to  be  knowledgeable 
professionals,  skilled  in  all 
facets  of  wealth 
management. 

One  of  our 
representatives 
can  help  you  assess 
your  needs... then 
help  you  match  your 
objectives  with  the 
appropriate  fund. 

An  Ideal  Wealth  Manage- 
ment Tool.  The  key  elements 
of  any  fund  are  professional 
management  and  flexibility. 
The  Kidder,  Peabody  Family  of  Funds 
is  known  for  both.  Management 
is  provided  by  Kidder,  Peabody  s 
Webster  Management  Corporation- 
experienced  professionals  who  currently^ 
manage  nearly  $6  billion  in  assets. 

To  solve  the  puzzle  of  which  mutual 
fund  is  right  for  you,  talk  to  a  Kidder, 
Peabody  representative.  For  a  prospectus 
containing  more  complete  information  on 
the  Kidder,  Peabody  Family  of  Funds,  including  a  description 
of  all  charges  and  expenses,  call:  1-800-KP-ADVICE; 
(1-800-572-  3842).  Read  the  prospectus  carefully 
before  you  invest  or  send  money. 


n  KIDDER,  PEABODY 

Founded  1865.  Member  All  Principal  he hanges,  Over  60  Offices  Worldwide 


Wealth  management  begins  before  you're  wealthy. 


bachelor's  degree.  The  higher  educa-  tion  figures  show  that  87%  of  colleges 
tion  industry  has  frequently  coped  offered  remedial  instruction  in  1985; 
with  this  phenomenon,  claims  Jen-  '63%  reported  an  increase  in  remedial 
sen,  by  lowering  its  standards.  "There  instruction  since  1978;  33%  had  es- 
arc  colleges  for  every  level  of  ability,  tablished  permanent  remedial  depart- 
There  are  colleges  where  the  average  ments  or  divisions. 
IQ  is  below  100."  And  although  it  has  been  little  re- 

Suitability?  Department  of  Educa-  ported,  there  has  been  a  20-year  de- 
cline in  average  scores  on  Graduate 
Record  Examinations  (GREs)  and  pro- 
fessional school  admission  tests  tak- 
en by  candidates  for  higher  degrees 
(see  chart).  This  decline  strikingly  par- 


Costly  distinction 


The  U.S.'  higher  education  industry  claims  more  resources  and  warm 
bodies  than  its  international  counterparts.  Worth  it? 


%  GNP  spent  on  college  education*       Students  per  100,000  inhabitants! 


West 


0%      0.5%       1.0        1.5        2.0        2.5      0  2,000  4,000  6,000 

Oinrnt  public  expenditures;  most  recent  year  available  tMost  recent  year  available. 
Sources.  UNESCO  Statistical  Yearbook,  1986.  American  Council  on  Education-,  FORBES 


allels  the  prolonged  slippage  in  the 
Scholastic  Aptitude  Test  (SAT)  re- 
sults obtained  by  high  school  seniors 
contemplating  college.  It  can  only  be 
the  result  of  the  lower  average  quality 
of  students,  or  of  a  deteriorating  high- 
er education  system — or  both. 

Not  coincidentally,  the  value  of  a 
bachelor's  degree  has  been  falling. 
The  difference  between  the  median 
annual  incomes  of  college  graduates 
and  high  school  graduates  over  25  was 
only  $9,690  in  1986.  The  bottom  line 
is  that  people  are  spending  $25,000  to 
$75,000  to  buy  a  piece  of  parchment 
that  could  be  a  marginal  proposition, 
considering  the  opportunity  cost  of 
the  funds  and  the  time  spent  out  of 
the  work  force. 

Students  with  lower  IQs  but  pos- 
sessing patience  and  a  bankroll  will 
eventually  graduate,  particularly  from 
mediocre  colleges.  But  their  degrees 
are  universally  regarded  in  academia 
as  simply  not  comparable  with  those 
from  the  top  50  to  100  schools,  where 
there  is  competition  to  enter.  The  ac- 
creditation agencies  that  are  supposed 
to  keep  colleges  up  to  par  have  been 
no  help:  They  focus  largely  on  input 
measures  such  as  the  number  of 
Ph.D.s  on  staff,  not  on  ensuring  a 
comparable  level  of  education. 

Thus  the  triumph  of  egalitarianism 
has  been  achieved  at  the  expense  of 
the  standards  that  make  a  college  de- 
gree worthwhile.  In  making  college 
education  easily  available,  the  educa- 
tional industry  has  debased  the  prod- 
uct. The  main  beneficiaries:  the  es- 
tablished colleges,  the  "Ivy  cartel," 
whose  brand-name  protection  is 
sought  by  clients  with  increasing  des- 
peration. What  has  been  sold  as  an 
antidote  to  elitism  has  become,  in 
fact,  a  spur  to  elitism. 

Not  surprisingly,  this  has  enabled 
the  folks  who  run  the  elite  schools  to 
push  their  prices  up  faster  than  those 
at  the  ordinary  schools. 

Educators  traditionally  wave  aside 
all  such  criticisms  with  airy  talk  of  an 
education's  intangible  benefits  to  so- 
ciety— or,  if  they  are  economists,  of 
"externalities"  such  as  promoting 
democratic  values  or  making  you  "a 
nicer  person"  that  are  unreflected  in 
individuals'  incomes.  This  is  an  asser- 
tion rather  an  argument.  It  cannot  be 
quantitatively  assessed.  But  it  has  to 
outweigh  some  powerful  arguments 
that  can  be  objectively  assessed. 

Whatever  the  higher  education  in- 
dustry is  doing  to  its  clients,  it  is 
unquestionably  spending  more  to  do 
it.  Inflation-adjusted  expenditure  per 
student  since  1959-60  has  increased 
some  37%  for  public  colleges,  91%  for 
private  schools  (see  chart).  This  is  de- 
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To  understand 
what  is  happening  today  or 
what  will  happen  in  the  future, 


EXPERIENCE 

You  learn  to  accept  risk  if  you  expect  gain. 

But  the  risks  you  face  in  today's 
complex  business  climate  are  many  times 
more  severe  than  the  simple  entrepre- 
neurial risks  encountered  just  a  few 
years  ago. 

Our  experience  can  help  you  manage 
these  new  risks.  After  all,  Fireman's  Fund 
has  been  dealing  with  changing  risk 
environments  for  124  years. 

During  the  Civil  War,  we  began 
underwriting  Pacific  coastal  schooners. 
Before  long,  we  were  insuring  steam- 
ships, then  airplanes  and  now  satellites. 

But  it  hasn't  been  without  cost. 
Fireman's  Fund  was  less  than  10  years  old 
when  we  paid  dollar  for  dollar  on  the 
fire  that  destroyed  Chicago  in  1871.  Our 
stature  among  policyholders  grew  as  we 
survived  the  San  Francisco  Earthquake 
of  1906  and  the  economic  tremors  of 
the  Thirties. 

Today  we're  one  of  the  world's  largest 
commercial  insurers,  with  nearly 
$10  billion  in  assets  and  the  financial 
integrity  to  match. 

We  concentrate  our  energies  on 
property  and  casualty  insurance,  under- 
writing only  those  businesses  we  know 
well.  We  deal  only  through  a  select  roster 
of  independent  agents  so  that  you  get  the 
finest  service.  And  our  people  are  share- 
holders with  a  sense  of  personal  commit- 
ment and  pride. 

Fireman's  Fund.  For  124  years  we've 
been  planning  for  tomorrow. 
Not  merely  accepting  risk, 
but  doing  something 
about  it. 

FIREMAN  S  FUND 

INSURANCE  COMPANIES 

124 years  of  tomorrows. 


Hitachi's  wide-ranging  audiovisual  technologies  include  Picture-in-Picture  for 
simultaneous  viewing  of  more  than  one  program  on  a  single  TV  screen,  DAT, 
a  high-density  projection  display,  and  frame  memory  used  in  IDTV. 


AV  should  be  more  than  faithful  sight 

and  sound  reproduction.  Ideally,  it  also  creates 

drama  and  ambience. 

Digital  technology  (the  conversion  of  con-  Hitachi's  original  screen  technology  has 

/entional  signals  into  computerized  zeros  led  to  high-density  big  screen  projection  TV, 
and  ones)  has  led  to  a  remarkable  prolifera-  using  screens  up  to  110  inches.  It  is  contrib- 
ion  of  audiovisual  uses  —  in  TV,  for  example,  uting  to  a  wholly  new  technology,  High 
or  more  diversified  and  sophisticated  pro- 
gramming and  information  services  acces- 
sible through  computer  connections  or 
/ideotex  terminals.  And  this  is  only  the 
beginning. 

Hitachi's  scientists  and  engineers  are 
jsing  digital  applications  such  as  frame 
nemory  to  develop  Improved  Definition  TV. 
DTV  will  greatly  improve  picture  quality  with 
Dut  changing  current  broadcasting  stan- 
dards by  doubling  the  density  of  scanning 
ines  and  increasing  vertical  resolution  1.5 
imes.  This  same  Hitachi  technology  has 
esulted  in  the  Digital  Audio  Tape  recorder, 
which  is  capable  of  superior  recording  and 
eproduction. 


Definition  TV.  HDTV  is  capable  of  photo- 
graphic quality  resolution  and  will  soon 
enable  satellite  services  to  transmit  wide 
screen  images  that  give  the  viewers  the  feel- 
ing of  actually  being  there. 

We  link  technology  to  human  needs,  and 
believe  that  our  special  knowledge  will  lead 
to  numerous  easy-to-use  systems  and  prod- 
ucts with  highly  advanced  functions. 
Our  goal  in  audiovisual  —  and  in  medicine, 
energy  and  transportation  as  well  —  is  to 
create  and  put  into  practice  products  and 
systems  that  will  improve  the  quality  of  life 
the  world  around. 


0  HITACHI 

Hitachi,  Ltd.  Tokyo,  Japan 


spite    three  important 
cost-reducing  devel- 
opments:     The     in-  "3**^  ™ 
creased  proportion  of  part- 
time  students,  30.5%  of  enrollment 
in  1966  and  42.2%  in  1985;  the  ex- 
panding role  of  two-year  "commuter 
colleges,"  17.7%  of  enrollment  in 
1963  and  37%  in  1985;  and  the  heavi- 
er reliance  on  cheap  part-time  faculty, 
21.9%  of  staff  in  1970  and  37%  in 
1986.  None  of  these  savings  were 
passed  on  to  the  consumer. 

Overall  faculty  salaries  are  not  the 
cause  of  increased  expenditures.  A  re- 
cent study  by  economic  consultant 
Eva  C.  Galambos  shows  these  "in- 
structional expenditures"  proportion- 
ately stable  since  the  mid-1970s  and 
actually  down  substantially  from  pre- 
World  War  II  levels.  Plant  and  mainte- 
nance expenditures  are  also  flat. 

The  big  increases?  They  have  been 
in  administrative  cost  categories — 
from  16.2%  in  1929  to  29.7%  in  1985. 
Indeed,  Galambos  understates  the  to- 
tal amount  of  paper-pushing  (or  flop- 
py-disk flapdoodling)  going  on  in  col- 
leges. She  factors  out  costs  attribut- 
able to  administering  research  and 
other  school  activities.  Including 
these,  administrative  costs  in  1985-86 
amounted  to  62%  of  instruction,  up 
from  48.7%  in  1974-75.  Galambos 
also  does  not  estimate  administration 
costs  buried  in  the  instructional  bud- 
get itself.  According  to  another 
source,  this  amounts  to  perhaps  a 
third  or  more. 

The  escalation  in  college  costs  is 
occurring  because  it  enables  the  peo- 
ple who  run  colleges  to  extract  profits 
from  an  ostensibly  nonprofit  system 
and  redistribute  them  as  they  wish. 
Of  course,  they  claim  to  have  only  the 
highest  of  motives. 

"Our  policy  is  total  Robin  Hood," 
Eamon  M.  Kelly,  president  of  Tulane 
University  ($15,950  a  year,  up  10% 
from  1986)  told  the  New  York  Times  in 
May.  "We  put  our  tuition  up  as  high 
as  possible  and  then  put  most  of  the 
extra  money  into  financial  aid." 

Who  could  argue  with  spending 
money  to  keep  worthy  students  in 
college?  Most  schools  in  effect  offer 
discounts  to  selected  students — from 
poor  families,  from  minorities  or  with 
outstanding  athletic  abilities.  But  the 
overall  college  budget  pays  for  these 
scholarships  (most  of  which  actually 
go  straight  back  to  the  college  itself), 
and  this  means  higher  fees  for  stu- 
dents from  relatively  affluent  middle- 
class  families.  (A  couple  earning,  say, 
$50,000  a  year  is  no  longer  affluent  if 
it  must  keep  one  or  two  kids  in  col- 
lege at  $10,000  to  $15,000 

Moreover,  just  as  with  b  :ombi- 


ftfw-  nation  of  high  marginal  in- 
2»l  come  tax  rates,  loopholes  and 
transfer  payments,  this  policy 
can  mean  money  is  being  taken 
from  one  pocket  and  put  back  into  the 
other  by  administrators  who  have  a 
vested  interest  in  running  a  complex 
financial  aid  system. 

Harvard,  which  says  two-thirds  of 
its  undergraduate  students  receive 
some  form  of  financial  aid,  gave  near- 
ly $20  million  in  grants  and  scholar- 
ships in  1986 — meaning  an  extra  $20 
million  burden  on  the  relatively  afflu- 
ent parents. 

Of  course,  Harvard  could  have  sim- 
ply reduced  tuition  across  the  board, 
by  more  than  $3,000.  Education  De- 
partment officials  say  that  many  col- 
leges could  reduce  charges  by  a  quar- 
ter to  a  half  if  they  charged  flat-rate 
fees.  Parents  would  no  doubt  be 
pleased — they  are  increasingly  being 
forced  to  turn  to  consultants  for  help 
in  filling  out  financial  aid  forms.  But 
pleasing  parents  is  not  a  higher  educa- 
tion priority. 

Raising  fees  is  also  a  way  to  put  the 
arm  on  the  taxpayer.  Federal  subsidies 
to  college  students,  currently  running 
at  $14.5  billion,  are  unchanged  in  real 
terms  since  1981  despite  constant  cat- 
erwauling to  the  contrary.  Washing- 
ton's shift  to  "need-based"  programs 
in  the  late  1970s  effectively  allowed 
higher  educators  to  tap  federal  funds 
simply  by  raising  their  fees,  sparking 
the  present  cost  conflagration.  Federal 
funds,  however,  have  also  brought 
costly  federal  regulation. 

College  costs  are  also  kept  unnatu- 
rally high  by  what  can  only  be  called 
featherbedding  on  a  scale  that  few  pri- 
vate businesses  could  tolerate,  often 
in  the  form  of  noncash  benefits.  Many 
faculty  members  do  extraordinarily 
little  teaching.  Former  Vanderbilt 
Professor  Chester  E.  Finn  Jr.,  now  As- 
sistant Secretary  for  Education,  esti- 
mated in  1984  that  the  "average  pro- 
fessor at  the  average  college"  works  at 
most  22  Vi  hours  a  week  in  term 
time — "and  that's  still  fewer  than 
thirty  weeks  a  year."  He  thought  that 
only  one  in  ten  did  any  useful  re- 
search. If  those  figures  are  correct,  a 
college  professor  earning  a  relatively 
low  $35,000  a  year  is  making  about 
$50  an  hour  for  his  actual  time — not, 
of  course,  counting  his  generous 
fringe  benefits. 

Another  noncash  emolument  is 
tenure.  Ostensibly  a  guarantee  of  aca- 
demic freedom,  this  peculiar  phenom- 
enon has  proved  compatible  with  the 
creation  of  impressive  ideological 
monoliths.  Recent  notorious  cases: 
The  University  of  Colorado's  College 
of  Arts  and  Science  in  Boulder  has 


reportedly  hired  no  registered  Repub- 
licans (that's  not  conservatives — Re- 
publicans) for  the  last  ten  years.  At 
Stanford  University,  faculty  opposi- 
tion succeeded  in  driving  away  the 
proposed  Reagan  Presidential  Li- 
brary— of  167  professors  in  the  eco- 
nomics, English,  history  and  political 
science  departments,  only  11  were 
registered  Republicans. 

From  an  economic  standpoint, 
however,  tenure  is  essentially  a  car- 
telizing  device  in  the  face  of  a  glut  of 
Ph.D.s.  Basically,  tenured  insiders 
have  been  able  to  hog  resources  at  the 
expense  of  nontenured  outsiders — the 
new  academic  proletariat  of  so-called 
gypsy  scholars,  forced  to  work  on 
short-term  contracts. 

We  can't  set  the  clock  back.  But  if 
the  American  people  really  think  a 
college  diploma  should  be  every 
young  person's  right,  there  are  still 
sensible  ways  of  reining  in  the  cost  of 
higher  education.  Mark  Gelber  of  the 
Washington-based  College-Universi- 
ty Resource  Institute  believes  that 
charges  could  be  reduced  by  as  much 
as  25%  if  colleges  could  be  persuaded 
to  "unbundle"  the  package  of  services 
they  currently  offer.  Students  would 
be  able  to  buy  a  no-frills  education 
alone  if  they  wished,  without  having 
to  pay  for  athletics,  health  insurance 
and  other  peripheral  services  that  col- 
leges acquired  thoughtlessly  in  the 
expansionary  1960s. 

Unbundling  is  an  attractive  con- 
cept. Higher  education  is  a  concatena- 
tion of  cross-subsidies,  with  under- 
graduates (and  their  parents)  support- 


148 


FORBES,  NOVEMBER  30,  1987 


E  CABLE  TELEVISION  CONNECTION 


These  days,  when  people  communicate, 

(dick)  On  America's  Number  One  Rent-A-Movie  Channel. 

it  takes  an  array  of  high-tech  equipment 
Oh,  I've  heard  about  that  movie.  It's  so  sad! 

to  make  it  possible.  But  more  important, 
(dick)  Stunning.  Not  available  in  any  store. 

it  takes  dedicated  professionals  to  make 
A  governess,  in  love  with  her  handsome  employer. 

the  technology  work.  So  when  you  connect 
(click)  This  is  CNN  Headline  News. 

with  Centel,  we  connect  you  with  people 
Blames  herself  for  his  business  failures. 

before  we  connect  you  with  technology. 
(click)  Nickelodeon,  the  cable  network  for  kids. 

Because  thaf  s  what  communicating 
/'//  cry  my  eyes  out.,  c'mon,  you'll  love  it. 
is  all  about. 

(click)  This  is  C-SPAN.  (click)  Zirconia.  (click)  And  good  night. 


CENTEL 


WHERE  PEOPLE  CONNECT 

BUSINESS  SYSTEMS  •  CELLULAR  COMMUNICATIONS  •  TELEPHONE  •  CABLE  TELEVISION  •  POWER  DISTRIBUTION 

For  more  information  about  Centel  Cable  Television  write  Department  £,  8725  Higgins  Road,  Chicago,  IL  60631.  ©  1987  Centel  Corporation 
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Through  all 
kinds  of  weather 


Through  all  kinds  of  weather,  for  nearly 
30  years,  Twentieth  Century  Investors  has 
successfully  stood  by  our  commitment  to 
achieve  solid,  long-term  results  for  our 
investors.  The  recent,  sudden  storm  in  the 
financial  markets  has  in  no  way  lessened  that 
commitment. 

We  remain  firmly  rooted  in  the  nation's  heartland 
.  .  .  continuing  our  disciplined  search  for  the 
types  of  growth  opportunities  that  build  great 
long-term  records.  Our  success  comes  not  from 
trying  to  outguess  the  market,  but  from 
patiently  following  a  solid,  sensible  investment 
philosophy. 

If  you  share  our  confidence  in  the  long-term 
view,  we'd  like  to  hear  from  you.  We'll  send  you 
our  current  Prospectus.  Please  read  it  carefully 
before  investing. 

Call  toll-free:  1-800-345-2021 


No-Load,  No-Minimum  Mutual  Funds 

'   )  BoS  419200,  Kansas  Citv,  MO  64141-6200 


ing  graduate  study,  pure  research  and 
other  activities.  And  unbundling 
could  have  wider  applications.  One  is 
implicit  in  one  of  Allan  Bloom's 
throwaway  lines:  "If  the  focus  is  ca- 
reers, there  is  hardly  one  specialty, 
outside  the  hardest  of  the  natural  sci- 
ences, which  requires  more  than  two 
years  of  preparatory  training  prior  to 
graduate  studies.  The  rest  is  just  wast- 
ed time.  ..."  In  short,  does  college 
really  need  to  be  a  four-year  affair? 

Perhaps  the  whole  idea  of  the  resi- 
dent campus  and  multiyear  academic 
degree  courses  is  just  a  freak  hangover 
from  a  patrician  age,  destined  to  go 
the  way  of  the  Grand  Tour,  the  debu- 
tante's ball  and  compulsory  Latin  and 
Greek.  Quaint  but  hardly  useful,  let 
alone  necessary. 

Perhaps  the  future  lies  with  night 
school,  with  specific  courses,  with 

In  1952  I  was  able  to 
argue  that  a  college  student 
required  an  IQ  of  110,'' 
says  Professor  Ernest  van 
den  Haag.  "Quite 
obviously,  many  students 
today  are  far  below 
that  level." 

faster  access  to  professional  training 
and  with  on-the-job  learning— a  1985 
Carnegie  Foundation  report  estimated 
that  corporations  were  already  spend- 
ing an  astonishing  $40  billion  to  $100 
billion  to  train  perhaps  8  million  peo- 
ple, and  had  even  quietly  set  up  18 
degree-granting  institutions. 

Why  should  such  proposals  sound 
sacrilegious  at  a  time  when  efficiency 
is  increasingly  demanded  of  industry, 
when  labor  unions  are  forced  to  give 
up  longstanding  privileges  and  when 
industry  is  under  pressure  to  slim 
down  and  shape  up?  Why  is  higher 
education  alone  exempt  from  giving  a 
dollar's  worth  of  product  for  a  dollar? 

In  1209  the  University  of  Oxford 
went  on  strike  when  the  town  au- 
thorities executed  two  scholars  who 
had  murdered  a  woman.  Sacrilege!  So 
outraged  was  the  Pope  at  this  applica- 
tion of  ordinary  standards  to  universi- 
ty folk  that  he  later  ordered  the  town 
to  do  penance  by  annually  distribut- 
ing 42  shillings  barefoot  to  "poor 
scholars"  and  holding  a  St.  Nicholas 
Day  feast  for  them,  and  by  freezing 
rents  for  ten  years. 

The  American  higher  education 
guilds  can't  quite  do  that.  But  they  do 
have  the  same  power  to  rise  above 
the  public  interest  by 
wrapping  themselves 
in  holy  garments. 


o  rise  above 
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^ou  know  how  it  was  as  a 
I  kid.  You  stared  at  the  sand 
ong  enough  and  out  of  the 
orner  of  your  eye  you  spotted 
omething  no  one  else  saw. 
vnd  it  was  the  catch  of  the  day. 

We  look  at  the  oil  business 
ike  that.  We  can  drill  where 
very  one  else  does.  Or  we  can 
se  innovation  to  drill  where 
o  one  has  drilled  before.  We 
an  build  new  refineries.  Or 
/e  can  apply  new  technology 
)  the  ones  we  have  so  they 
'ork  more  efficiently. 

That's  why  we  were  one  of 
le  pioneers  of  the  North  Sea 
rilling  venture  known  as 
kofisk.  A  city  at  sea,  it  was 
le  first  major  oil  field  ever 
iscovered  in  Western  Europe. 
We  led  the  way  in  low-cost, 
igh  efficiency  refining  tech- 
alogy  for  the  production  of 
lality  premium  unleaded  fu- 
s.  And  when  others  saw  no 
3tential  in  bottom-of-the- 
nrel  crude,  we  developed 
e  process  that  refines  it  into 
gh  quality  gasoline. 
And  below  our  offshore 
gs,  a  thriving  undersea 
arid  complete  with  mussels, 
irfish,  and  scallops  tells  our 
ivironmental  story.  They  re- 
ird  the  structure  as  a  natural 
ef,  and  we  don't  see  any  rea- 
n  to  tell  them  otherwise. 
Like  a  child  searching  for 
;asure,  when  you're  looking 
r  the  undiscovered  it  doesn't 
itter  as  much  where  you  look 
how  wide  you  open  your  eyes. 


hillips  Petroleum  Company 

Performing  to  meet 
the  challenge  of  change. 


IF  YOU  LOOK  HARD  ENOUGH, 

YOU'LL  BE  SURPRISED  WHAT  YOU  MIGHT  FIND. 


r  years,  broker  Charlie  Howard  brought 
in  millions  for  Thomson  McKinnon.  Now 
all  he  brings  is  grief. 

Requiem  for  a 
heavyweight 


By  Laura  Jereski 


During  four  days  in  late  Au- 
gust of  last  year  the  sleepy 
stock  of  New  Hampshire  Sav- 
ings Bank  woke  up,  spurting  17%,  to 
$27.50  per  share,  for  no  apparent  rea- 
son. But  the  cognoscenti  knew  that 
behind  the  rise  was  probably  Charles 
H.  Howard  III,  42,  New  England  bank 
stockbroker  extraordinaire  for  Thom- 
son McKinnon  Securities  Inc.  Word 
was  that  Charlie  was  going  to  lunch 
with  Robert  Dustin,  then  president  of 
the  $850  million  (assets)  bank,  and 
planned  to  ask  him  to  manage  part  of 
the  bank's  $163  million  cash  and  se- 
curities portfolio.  The  runup  in  the 
stock,  according  to  one  trader,  was 
just  "to  show  [Dustin]  how  big  and 
powerful  Howard  was." 

Unfortunately,  New  Hampshire 
Savings  Bank  declined  to  become 
Charlie's  client,  and  by  mid-Septem- 
ber its  stock  was  back  down  to  25. 

The  movement  in  New  Hampshire 
Savings'  stock  was  vintage  Charlie 
Howard.  It  was  typical  of  his  ability  to 
move  markets — and  typical  of  what 
has  gotten  him  in  hot  water  with  the 
authorities.  Howard  is  currently  un- 
der investigation  by  state  securities 
officials  in  Connecticut,  Massachu- 
setts, Vermont,  Maine  and  New 
Hampshire.  A  federal  grand  jury  in 
Boston  is  investigating  the  possibility 
of  insider  trading  in  a  bank  stock  he 
was  close  to.  The  Connecticut  bank- 
ing commissioner  wants  to  know 
why  Howard  was  doing  business  in 
the  state  when  he  wasn't  registered  as 
a  broker  there.  And  the  Securities  & 
Exchange  Commission  is  looking  into 
allegations  of  insider  trading,  conflict 
of  interest  and  self-dealing. 

Howard,  meanwhile,  is  still  run- 
ning the  Bedford,  N.H.  office  of 
Thomson  McKinnon,   the  firm  in 


which  he  has  risen  to  become  a  direc- 
tor since  joining  it  in  1973. 

Just  who  is  Charlie  Howard?  For 
many  years  he  was  one  of  the  biggest 
retail  brokers  in  the  country— and  by 
far  the  most  successful  one  at  Thom- 
son McKinnon.  In  1986  his  Bedford 
brokerage  team,  a  kind  of  mini-em- 
pire inside  Thomson  McKinnon, 
grossed  over  $10  million  in  commis- 
sions. For  Thomson,  17th  in  size 
among  brokerage  firms,  with  capital 
of  $290  million  as  of  January,  that 
volume  of  business  made  a  big  differ- 
ence to  profits. 

Howard's  take:  $5.5  million.  That 
helped  pay  for  a  house  in  Bedford  he 
valued  at  $4  million,  a  collection  of 
cars  worth  $185,000  and  a  real  estate 
portfolio  that  stretches  from  Maine  to 
Antigua. 

Charlie  had  been  in- 
volved with  regional 
banks     since     1973,  fl 
when     he  became 
friends    with  David 
Towner,   the  senior 
investment  officer  at 
the  Amoskeag  Bank, 
New  Hampshire's 
largest    bank  (assets, 
$1.7  billion).  Towner  recent- 
ly returned  from  five  days  in 
Paris,  all  expenses  paid  by 
Howard.   When  Amoskeag's 
trust  department,  now  $500 
million,  traded  stocks,  many  of 
the  trades  went  through  Thom- 
son McKinnon. 

Howard's  big  break  came  in 
the  early  1980s,  when  mutual 
savings  banks  across  New  En- 
gland began  coming  to  the  pub- 
lic markets  in  search  of  capital 
Since  1982  banks  and 
thrifts  raised  some  $8  / 
billion   in   capital — 
money    that,    if  it 


couldn't  be  put  into  loans,  could  by 
state  charter  be  invested  in  stocks. 

By  1985  Howard  had  established 
himself  as  a  force  in  New  England 
bank  stocks.  "You  had  to  know  what 
Charlie  was  doing,"  brokers  and  trad- 
ers say. 

Howard  derived  much  of  his  clout 
by  insisting  that  Thomson  McKinnon 
make  dealer  markets  in  many  of  the 
stocks  he  traded.  Doing  so  would  al- 
low him  to  share  in  the  spread  be- 
tween bid  and  asked  rather  than  ac- 
cept the  firm  quote  of  another  broker. 
Soon  Thomson  was  making  markets 
in  more  than  50  New  England  bank 
and  thrift  stocks,  some  so  small  that 
the  firm's  own  people  complained. 

"I  am  compulsive,"  Howard  once 
bragged  to  the  Boston  Globe.  "I  have 
absolutely  no  discipline." 

Ironic  words  for  many  clients  disen- 
chanted with  his  quick-on-the-draw 
trading  style.  In  1982  he  was  sued  for 
churning  $4.6  million  worth  of  trades 
out  of  a  $300,000  portfolio,  generating 
$50,489  in  commissions  for  himself — 
and  a  $164,571  loss  for  the  client. 
That  and  other  such  suits  were  settled 
out  of  court. 

But,  lately,  Howard's  problems 
have  been  closing  in  on  him.  Trading 
in  Coastal  Savings  Bank,  a  Maine 
lender  acquired  by  a  Howard  client, 
Suffield  Financial  of  Connecticut, 
was  so  heavy  in  the  days  leading  up  to 
the  July  1986  takeover  announcement 
that  the  National  Association  of  Se- 
curities Dealers  grew  interested.  Last 
spring  Howard  drew  further  unwant- 
ed attention  when  one  of  his  bank 
clients,  Amoskeag,  failed  to  file  13-D 
forms  indicating  that  it 
had  taken  positions  in  ex- 
cess of  5%  each  in  the 
stocks  of  seven  other 
^       \  banks. 

Hi       Clients    started  to 
leave    and  Howard's 
empire  began  to  crum- 
ble. His  personal  port- 
folio,  valued   at  $26 
million  in  April,  is  now  val- 
ued at  about  half  that.  Unfor- 
tunately for  Howard,  the  port- 
folio collateralizes  $24  million 
of  personal  loans  for  which  he 
is  on  the  hook,  in  some  cases  to 
the  very  banks  whose  stocks  he 
traded  and  invested  in. 

"The  whole  thing  is  some- 
what bizarre,"  says  the  Con- 
necticut banking  commission- 
er, Howard  Brown.  "I  thought 
that  most  of  these  [scandals] 
took  place  on  Wall 
Street.  I  was  surprised 
to  see  signs  of  one  in 
our  own  backyard."  ■ 
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We're  redefining  the  limits  of 
international  financial  services. 
And  that  takes  more  than  just 
a  global  presence. 
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Dresdner  Bank 

Bank  with  imagination 


Introducing  the  tw< 
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The  new  COMPAQ  DESKPRO  386/20 


The  world  now  has  two  new 
benchmarks  from  the  leader 
in  high-performance  personal 
computing.  The  new  20-MHz 
COMPAQ  DESKPRO  386/20  and 
the  20-lb.,  20-MHz  COMPAQ 
PORTABLE  386  deliver  system 
performance  that  can  rival 
minicomputers'.  Plus  they  intro- 
duce advanced  capabilities 
without  sacrificing  compatibil- 
ity with  the  software  and  hard- 
ware you  already  own. 


Both  employ  an  industry- 
standard  80386  microprocessor 
and  sophisticated  32-bit  architec- 
ture. Our  newest  portable  is  up 
to  25%  faster  and  our  desktop  is 
actually  up  to  50%  faster  than 
16-MHz  386  PC's.  But  we  did 
much  more  than  simply  increase 
the  clock  speed. 

For  instance,  the  COMPAQ 
DESKPRO  386/20  uses  a  cache 
memory  controller.  It  comple- 
ments the  speed  of  the  micropro- 


cessor, providing  an  increase  in 
system  performance  up  to  25% 
over  other  20-MHz  386  PC's.  It's 
also  the  first  PC  to  offer  an  op- 
tional Weitek™  Coprocessor  Board, 
which  can  give  it  the  performance 
of  a  dedicated  engineering  work- 
station at  a  fraction  of  the  cost. 

They  both  provide  the  most 
storage  and  memory  within  their 
classes.  Up  to  300  MB  of  storage 
in  our  latest  desktop  and  up  to 
100  MB  in  our  new  portable. 


It  simply  works  beti 


aost  powerful  rL  s 
nd  off. 


and  the  new  20-MHz  COMPAQ  PORTABLE  386 


Both  use  disk  caching  to  inject 
more  speed  into  disk-intensive 
applications. 

As  for  memory,  get  up  to  16  MB 
of  high-speed  32-bit  RAM  with 
the  COMPAQ  DESKPRO  386/20 
and  up  to  10  MB  with  the  COMPAQ 
PORTABLE  386.  Both  computers 
feature  the  COMPAQ*  Expanded 
Memory  Manager,  which  supports 
the  Lotus7Intel7Microsoff  Ex- 
panded Memory  Specification 
to  break  the  640-Kbyte  barrier. 


With  these  new  computers 
plus  the  original  COMPAQ 
DESKPRO  386™,  we  now  offer 
the  broadest  line  of  high- 
performance  386  solutions. 
They  all  let  you  run  software 
being  written  to  take  advantage 
of  386  technology.  And  to  prove 
it,  from  now  until  December  31, 
1987,  we're  including  Microsoft* 
Windows/386  Presentation  Man- 
ager free  with  your  purchase  of 
any  COMPAQ  386-based  PC. 


It  provides  multitasking  capabil- 
ities with  today's  DOS  applica- 
tions to  make  you  considerably 
more  productive.  But  that's  just 
the  beginning.  For  more  infor- 
mation, call  1-800-231-0900, 
Operator  43.  In  Canada,  call 
416-733-7876,  Operator  43. 


Intel,  Lotus,  Microsoft,,  and  Weitek  are 
trademarks  of  their  respective  companies. 
©1987  Compaq  Computer  Corporation. 
All  rights  reserved. 


COMPAQ. 


Las  Vegas?  That  isn't  where  the  action  is  in 
Nevada  today.  Move  out  into  the  hills, 
where  new  gold  finds  are  creating  fortunes 
beyond  the  forty-niners  wildest  dreams. 

There  really 
is  gold  in  them 
thar  hills 


Echo  Bay  s  Rou  ndMoi  intain  mine 

In  the  mid-1970s.,  uneconomic.  Today,  a  capital-intensive  bonanza. 


By  Howard  Rudnitsky 
and  Jonathan  Clements 

T|he  recent  drop  in  the  price  of 
gold  and  the  heavy  selloff  of 
gold  stocks  has  done  nothing  to 
throw  cold  water  on  Nevada's  gold 
boom.  For  now,  the  happy  partici- 
pants take  the  news  in  stride.  The 
Western  world's  conversion  to  easier 
money  could  spell  inflation  down  the 
road — and  inflation  is  good  news  for 
gold.  So  what  if  some  Hong  Kong  in- 
vestors were  forced  to  dump  gold  last 
month?  This  soon  may  pass. 

So  Nevada's  gold  rush  continues 
apace.  Not  even  the  state's  great  silver 
rush  of  over  a  hundred  years  ago 
comes  close  to  matching  the  current 
gold  mining  boom  in  Nevada's  barren 
hills  and  valleys. 

Why  now?  Aren't  gold  prices  below 
their  early  1980s  peak?  Yes,  but 
they're  still  well  above  the  prices  of 
the  late  1970s.  In  addition,  improved 
technology  is  lowering  costs  of  gold 
mining. 

The  improvements  made  since 
1979  in  recovery  processes  like  heap 
leaching  have  made  pay  dirt  of  once- 
uneconomic  ore.  Today  ore  that  con- 
tains as  little  as  0.015  ounces  of  gold 
per  ton  can  be  profitable.  Just  eight 
years  ago  you  needed  ore  seven  times 
as  rich. 

Some  individuals  are  getting 
wealthy — enormously  so — off  this  ac- 
tion. Roy  Ash  and  the  heirs  of  the  late 
Charles  (Tex)  Thornton,  for  example. 
Back  in  the  early  1960s,  Ash  and 
Thornton  each  paid  $1.25  million  for 
T  Lazy  S,  a  223,000-acre  cattle  ranch 
stretching  from  Battle  Mountain  to 
Carlin,  Nev.  As  these  things  go,  the 
ranch  was  a  good  tax  shelter.  Better 
yet,  the  investment  turned  out  years 
later  to  be  sitting  atop  the  Gold  Quar- 
ry deposit,  where  Newmont  Mining 
Corp.  was  extensively  exploring.  The 
ranch  and  certain  mineral  rights  were 
sold  to  Newmont  in  1982  for  $35  mil- 
lion— plus  an  unusually  large  16.2% 
gross  revenue  royalty  on  all  minerals 
produced. 

Today  Gold  Quarry,  mined  by 
Newmont  Mining's  90%  -owned 
Newmont  Gold,  has  8.3  million  prov- 
en and  probable  ounces  of  gold.  In 
1988  a  little  under  600,000  ounces 
will.be  produced  from  Gold  Quarry, 
entitling  the  royalty  holders  to  at 
least  $25  million.  Ash  and  Thornton's 
heirs  could  realize  about  $300  million 
to  $350  million  in  royalties  from  Gold 
Quarry  over  the  next  15  years — unless 
a  Newmont  suit  filed  at  the  end  of 
1986  against  the  partners  succeeds  in 
slowing  down  the  rate  of  production. 
Ash  and  Thornton's  estate  have  coun- 
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Determination  is  a  powerful  asset 


Total  Assets,  $9.7  Billion.  Revenues,  $3.5  Billion.  Shareholders'  Equity,  $2.7  Billion. 

General 


America's  Largest  Reinsurance  Group 


incial  data,  twelve  months  ended  September  30,  1987 

7  General  Re  Corporation,  Financial  Centre,  Stamford,  CT 
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Paydirt 


Shown  on  the  map  are  17 
large  Nevada  mines,  each 
holding  about  a  half-million 
ounces  or  more  of  gold  reserves, 
Over  the  next  two  years  each 
mine  will  produce  at  least 
50,000  ounces  a  year.  Some, 
like  Gold  Quarry,  will  produce 
eight  times  that  amount. 


Source:  Metals  Economics  Croup 


Environmei  -not  been  a  prt-hlem. 


tcrsued,  threatening  rescission  of  the 
deal  if  Newmont  cuts  back. 

Virtually  all  the  gold  mined  in  Ne- 
vada thus  far  has  been  from  lower- 
cost,  open-pit  mines.  Mining  analysts 
estimate  that  by  the  early  1990s, 
when  the  companies  will  begin  deep- 
mining,  Nevada's  gold  reserves  could 
swell  to  50  million  ounces.  The  figure 
is  up  from  less  than  20  million  ounces 
in  the  late  Seventies.  With  Nevada's 
gold  production  expected  to  nearly 
double  by  1990,  to  some  4  million 
ounces,  the  state  is  fast  becoming  a 
world-class  gold-producing  region. 
Nevada  already  has  enabled  the 
U.S. — which  produced  3.7  million 
ounces  last  year — to  pass  Canada  and 
become  the  world's  third-largest  pro- 
ducer, still  well  behind  South  Africa 
and  the  Soviet  Union. 

Which  are  the  big  corporate  win- 
ners? Newmont  Mining,  of  course,  for 
one.  Newmont  bought  Gold  Quarry 
from  Ash  and  Thornton.  The  mine 
went  into  production  in  early  1985.  In 
a  few  years  production  at  Gold  Quarry 
and  its  other  Carlin  trend  mines  is 
expected  to  be  well  in  excess  of  1 
million  ounces.  Assuming  $450  an 
ounce,  the  production  is  likely  to  be 
worth  about  $300  million,  more  than 
$4  per  Newmont  Mining  share  net  of 
operating  costs. 

"That  kind  of  production,"  says 
Graham  Birch,  gold  mining  analyst  at 
Britain's  Kleinwort  Grieveson  Securi- 
ties, "is  on  a  scale  with  some  of  South 
Africa's  largest  mines." 

Edmonton,  Canada-based  Echo  Bay 
Mines  this  year  found  a  large  gold 
deposit — the  Cove  deposit — only  a 
mile  or  so  away  from  its  existing  Mc- 
Coy mine  operation  in  central  Neva- 
da (Forbes,  Oct.  5).  Already  the  com- 
pany has  1.7  million  ounces  of  gold 
reserves  there.  At  today's  prices,  Echo 
Bay's  1989  Nevada  production  alone 
could  be  worth  over  $1  per  Echo  Bay 
share.  With  much  of  its  75-square- 
mile  McCoy/Cove  property  unex- 
plored, by  early  next  year  the  compa- 
ny expects  its  gold  reserves  to  double. 

Amax  Gold  put  its  Sleeper  mine, 
situated  in  Humboldt  County,  Nev., 
into  production  in  early  1986.  Further 
exploration  indicates  there  are  at  least 
2  million  ounces  of  gold  reserves  on 
the  property.  In  fact,  Sleeper  is  the 
U.S.-'  lowest-cost  large  gold  mine, 
with  cash  costs  estimated  at  well  un- 
der $100  an  ounce  this  year,  and  rising 
to  $130  as  lower-grade  ore  is  mined. 

FMC  Gold  found  over  1  million 
ounces  of  gold  at  Paradise  Peak  near 
the  town  of  Gabbs,  southeast  of  Reno. 
At  a  cost  of  $92  million,  Paradise  Peak 
went  into  production  in  April  1986. 
Today  it's  producing  175,000  ounces 


158 


FORBES,  NOVEMBER  30,  1987 


Introducing  the  A300  Allocator,  a  unique  way 
to  allocate  postal  expenses,  cut  mailing  costs, 
and  make  your  mailroom  run  faster  and  more 
efficiently  than  ever  before. 

The  A300  Allocator  lets  you  account  for  every  dime 
your  company  spends  on  postage,  by  client  or  depart- 
ment—all automatically.  Accurate,  comprehensive 
reports  analyzing  all  postal  and  shipping  transactions  are 
at  your  fingertips.  Best  of  all,  the  A300  hooks  up  with  all 
Pitney  Bowes  electronic  mailing  systems. 

So  even  when  your  growing  business  is  running  full 
tilt,  your  mailroom  can  keep  up  with  it. 

Without  being  overrun. 

For  more  information,  call  1-800-MR.  BOWES 
(1-800-672-0937),  ext.  701.  Or  write  to  Pitney  Bowes, 
1711  Pacific  St.,  Stamford,  CT  06926-0700. 

f|  Pitney  Bowes 


of  gold  a  year  at  a  cash  cost  of  just 
$1 1 1  an  ounce. 

The  Nevada  gold  rush  has  also  at- 
tracted Canadian  entrepreneurs  and 
promoters  like  Toronto's  frenetic  fi- 
nancial operator  Peter  Munk,  60,  who 
is  back  in  the  chips.  He  had  a  some- 
what checkered  career:  founding  a 
consumer  electronics  firm  that  even- 
tually went  bust,  and  trying  his  hand 
at  hotel  development  in  Fiji  and  in 
Egypt,  where  he  met  the  Khashoggi 
brothers. 

Back  in  Canada  in  the  early  Eight- 
ies, with  money  from  the  Khashoggis 
and  other  investors,  Munk  grabbed 
control  of  smallish  Barrick  Resources. 
In  1984  he  took  over  Quebec's  Camflo 
Mining.  More  than  a  mine,  he  got  a 
highly  regarded  gold  mining  operator, 
Robert  Smith,  with  whom  he  formed 
American  Barrick.  (The  Khashoggi 


family  sold  out  last  year.) 

Shortly  after  joining  Munk,  Smith 
Came  down  to  the  U.S.  looking  for 
gold  properties.  About  a  year  later 
American  Barrick  acquired  the  Mer- 
cur  gold  property  in  Utah  for  $3 1  mil- 
lion from  Texaco. 

Mercur  produced  over  110,000 
ounces  of  gold  in  1986  for  Barrick. 
That  helped  Barrick  to  pay  nearly  $80 
million  for  Goldstrike — a  Carlin 
trend  play— early  this  year.  The  price 
was  thought  very  high.  But  already 
Goldstrike's  proven  and  probable  re- 
serves come  to  3.4  million  ounces, 
worth  about  $1  billion. 

Peter  Munk  today  owns  some  1.6 
million  shares  of  American  Barrick, 
now  worth  over  $25  million.  And  all 
told,  through  the  Toronto-based  Hor- 
sham Corp.,  he  holds  voting  control 
over  7.4  million  American  Barrick 


The  talk  of  Round  Mountain 


shares  worth  over  $100  million. 

Two  prospectors  who  struck  it  rich 
in  the  Carlin  are  geologists  John  Liv- 
ermore  and  Peter  Galli.  Back  in  the 
early  1960s  Livermore  found  the  first 
Carlin  area  gold  deposit  for  Newmont 
Mining.  Newmont  posted  Livermore 
to  Canada  in  the  late  1960s.  He  left 
Newmont  in  1970  and  with  Galli  and 
four  Canadian  mining  companies 
founded  the  Canadian  investment 
syndicate,  Cordex,  to  finance  him 
down  in  the  U.S.  Shortly  after,  he  and 
Galli,  who  had  been  head  of  explora- 
tion for  Union  Carbide  in  the  Sixties, 
found  the  Pinson  deposit,  but  it 
wasn't  developed  until  1980  when 
gold  prices  started  to  take  off.  They 
managed  to  repay  the  $17  million 
bank  loan  needed  to  open  the  mine  in 
less  than  14  months.  The  Pinson 
mine  and  another  mine  they  discov- 


Production  workers  at  mines 
like  Hycroft  Resources'  Cro- 
foot  and  Lewis  in  northwest  Neva- 
da are  now  getting  nearly  $1,200 
for  working  ten  days  on  and  four 
days  off.  But  the  crew  at  Donna's 
Diner  in  Battle  Mountain,  an  old 
mining  town,  has  seen  prior  miner- 
al booms  come  and  go.  In  the  1970s 
Battle  Mountain  proclaimed  itself 
the  Barite  Capital  of  the  World, 
when  that  mineral  was  in  great 
demand.  But  the  oil  recession  of 
the  1980s  and  competition  from 
Chinese  barite  killed  that  boom.  A 
copper  boomlet  ended  in  the  late 
1970s,  when  prices  collapsed. 

"There's  no  confidence  in  min- 
ing," says  independent  miner  Tom 
Norris,  66.  "J.C.  Penney  or  Wal- 
Mart  aren't  going  to  move  into  this 
area.  I  don't  blame  them." 

At  the  moment  the  local  econo- 
mies  of  Battle  Mountain  (pop.  4,000)  and  Round  Moun- 
tain (900)  are  beginning  to  bubble.  Battle  Mountain 
supports  eight  gas  stations,  five  restaurants,  four  mo- 
tels, three  grocery  stores  and  two  "guest  ranches,"  as 
the  town's  brothels  are  called.  Miners  earn  as  much  as 
$14  an  hour,  plus  overtime.  The  mining  companies  are 
running  up  against  labor  shortages.  Last  year  Battle 
Mountain  Gold  Co.  gave  every  hourly  worker  50  shares 
of  stock— recently  worth  13'/4— if  they  stuck  with  the 
company  through  to  year's  end. 

Despite  the  rising  production,  however,  there  are  no 
major  population  inflows  to  the  area.  The  reason:  Ne- 
vada gold  mining  is  capital-  not  labor-intensive. 

The  population  of  Round  Mountain,  at  the  base  of 
Echo  Bay's,Hom<-stake  Mining's  and  Case,Pomeroy's 
Round  Mountain  mine,  hasn't  changed  much  over  the 
years.  But  thv  town's  location  is  about  to.  With  the 


Round  Mountain  (pop.  900) 
Moving  a  town  as  well  as  a  mountain. 


mine  starting  to  encroach  on  the  town,  Echo  Bay  has 
encouraged  Round  Mountain's  residents  to  move  5 
miles  to  a  new  town  named  Hadley,  after  mining 
executive  Hadley  Case  (see  story).  There  the  citizens 
will  have  a  nine-hole  golf  course  and  a  pool. 

Having  watched  booms  ebb  and  flow,  the  miners 
take  such  change  in  stride.  David  Naccarati's  great- 
grandfather emigrated  from  Italy  to  mine,  and  he  and 
his  family  have  been  mining  ever  since.  Naccarati 
himself  has  moved  often,  growing  up  in  Arizona  and 
traveling  to  South  America  to  ride  the  copper  boom. 
Now  he  is  manager  of  Echo  Bay's  McCoy  mine.  "Since 
the  early  1970s,  because  of  the  swings  in  commodity 
prices,  you've  got  to  move  to  stay  in  work,"  says 
Naccarati  philosophically,  over  breakfast  at  Donna's. 
"For  the  people  who  have  been  in  the  mining  business, 
it's  just  ups  and  downs.  It's  life."— H.R.  and  J.C. 
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We're  one  of  the  world's  most  successful  resource  companies  and  in  Bass  Strait,  off  the  coast  of  South 
Eastern  Australia,  we  produce  over  60%  of  Australia's  oil  needs  in  company  with  Exxon. 

On  the  other  side  of  Australia,  930  miles  north  of  Perth,  we're  working  with  Shell,  BP,  Woodside,  Chevron 
and  MIMI  on  the  North  West  Shelf  natural  gas  project.  One  of  the  world's  biggest  resource  developments,  natural 
gas  and  condensate  are  already  being  produced  for  the  domestic  market,  and  the  LNG  phase  is  on  schedule  for 
delivery  in  late  1989. 

In  Chile  we're  developing  a  huge  copper  find  with  RTZ  and  a  consortium  of  Japanese  companies  headed  by 
Mitsubishi.  We  work  with  Mitsui  on  iron  ore  and  coal  projects,  with  Sumitomo  on  steel  and  with  Newmont  Mining 
on  gold.  Last  year,  our  sales  totalled  US$6.2  billion,  and  earnings  were  US$598*  million.  Gross  assets  approximate 
US$12.4  billion. 

To  learn  more,  contact  Jean  Goity,  Manager  US  Investor  Relations,  BHP  (The  Broken  Hill  Proprietary 
Company),  550  California  Street,  San  Francisco,  California  94104.  Tel:  (415)  774  2288. 

'Before  minority  interests  and  extraordinary  Hems.  Note:  Ail  figures  quoted  based  on  Reuters  Hedge  settlement  rate  of  US$0.7115  =  $A1  of  Monday.  31  August.  1987.  McCANN  BHCI 13 


Welcome  to  the  cutting 
edge  of  heavy  industry.  A 
high-performance  comput- 
enzed  turning  machine  that 
v  churns  out  the  most  accu- 
)  rate  heavy-duty  machinery 
It's  the  PUMA  10,  and  it's 
precisely  the  kind  of  preci- 
sion equipment  with  which 
Daewoo  is  rocking  the 
marketplace. 

But  advanced  machinery 
isn't  the  only  way  we  can 
help  get  your  act  in  gear. 
We're  in  aulomotives  and 
automation.  Oceanliners 
and  jetliners.  Microwaves 
and  microchips. 

For  more  information 
call  201  -438-8288  And 
learn  how  a  power!  ul  new 
performer  can  help  you~ 
own  business  reach  the 
of  the  charts. 


oil  company,  wanted  out  of  mining. 
Case,  a  director  at  Echo  Bay's  parent 
and  a  former  Copper  Range  director, 
knew  Echo  executives  Robert  Caiman 
and  John  Zigarlick.  The  connection 
seemed  right.  So  Echo  Bay  went  ahead 
and  acquired  Copper  Range. 

Echo  Bay,  which  paid  $55  million 
for  its  50%  stake  in  Round  Mountain, 
quickly  proved  that  the  gold  heap- 
leaching  process  could  be  economi- 
cally used  to  extract  gold  from  the 
lower  ore  as  well  as  the  more  accessi- 
ble upper  ore.  Round  Mountain's 
proven  and  probable  gold  reserves  are 
now  almost  7  million  ounces.  Case, 
Pomeroy's  one-quarter  share  is  now 
estimated  to  be  worth  a  minimum  of 
$250  million.  In  addition,  Case,  Po- 
meroy's shareholdings  in  Homestake 
Mining  today  are  worth  some  $113 
million. 

But  what  would  a  gold  rush  be  with- 
out hype?  Wasn't  it  Mark  Twain  who 
defined  a  gold  mine  as  a  hole  in  the 
ground  owned  by  a  liar? 

Lying,  surely,  is  too  strong.  But  ag- 
gressive promotion  isn't. 

Canada's  smallish  Cornucopia  Re- 
sources has  close  to  100,000  acres  of 
land  in  the  area  known  as  the  Ivanhoe 
property.  It  boasts  about  the  value  of 
its  deep-drilling  acreage  because  other 
companies,  like  American  Barrick, 
did  some  deep  drilling  nearby.  Ameri- 
can Barrick,  however,  insists  it  still 
has  lots  of  deep  drilling  to  do  to  see 
just  how  much  is  there,  and  continues 
that  it  will  be  at  least  three  years 


Don't  cry  "Eureka"  yet 

Below,  11  publicly  traded  U.S.  and  Canadian  companies  buy  them.  If  gold  prices  continue  their  recent  slide, 
with  gold  plays  in  Nevada.  As  gold  prices  and  produc-  share  prices  could  easily  fall  further.  If  you're  thinking 
tion  rose  in  1986  and  1987,  shares  in  some  gold  com  pa-  of  playing  the  Nevada  gold  rush,  look  for  those  compa- 
nies doubled  or  even  tripled  in  value,  only  to  fall  30%  to  nies  with  rising  gold  output,  low  operating  costs  and 
50%  in  last  month's  market  crash.  But  don't  rush  out  to  strong  balance  sheets. 


Total 
reserves* 
(mil/oz) 

Operating 
cash  flow 
($thou) 

Cash 
($thou) 

Long-term 
debt  (1987  E) 
($thou) 

Cash 
cost  per 
ounce* 

Company 

high 

-Range  since  1/1/86- 
low 

recent 

Amax  Gold  (NYSE) 

2.40 

$38,800 

$20,620t 

$0 

$80 

32 

14 

18  W 

American  Batrick  (NYSE) 

576 

30,666' 

250,000 

198,000 

232 

30% 

33/16 

16 

Battle  Mountain  (NYSE) 

2.60 

57,100 

50,000 

0 

126 

29% 

7  V* 

13% 

Echo  Bay  Mines  (Amex) 

6.80 

76,564 

36,641 

70,735 

201 

30'/8 

65/,6 

17 

FMC  Gold  (NYSE) 

1.98 

68,637' 

5,000 

42,500 

137 

17'/2 

9 

101/4 

Freeport-McMoRan  Gold  (NYSE) 

2.28 

40,930' 

57,586 

0 

165 

23% 

6% 

11 

Galactic  Resources  (o-t-cl 

1.00 

7,622' 

12,686 

24,436 

—t 

13% 

4% 

6 

Granges  Exploration  (Amex) 

1.08 

NM 

20,158 

27,180 

—t 

14% 

4% 

5% 

Homestake  Mining  (NYSE) 

10.20 

107,300 

161,500 

35,000 

276 

48% 

20% 

27 

Newmont  Gold  (NYSE) 

5.60 

93,892 

62,811 

0 

195 

48% 

8% 

29% 

Pegasus  Gold  (o-t-c) 

3.42 

30,000 

52,000 

50,000 

239 

26% 

5% 

13% 

'Includes  companies'  entire  gold  operation,  tlncludes 
'Nine-month  figure  annualized.    NM:  Not  meaningful. 

ntercompany  receivables. 

+Mines  in  start-up  phase. 

George  Steuunetz 


Ore  on  its  way  to  be  crushed 

Afar  cry  from  Nevada's  pick  and  shovel  days. 


ered  in  Carlin  have  since  thrown  off 
$65  million  in  profits  to  the  partners. 
Livermore  and  Galli  together  have  a 
20%  interest. 

Among  Nevada's  gold  fortunes,  no 
one  tops  publicity-shy  geologist  Had- 
ley  Case,  78.  He  and  his  family  con- 
trol a  privately  owned  investment 
company,  Case,  Pomeroy  &.  Co.,  Inc., 
of  New  York  City,  which  has  a  25% 
interest  in  the  largest  gold  heap-leach- 
ing mine  in  North  America,  Nevada's 
Round  Mountain. 


Round  Mountain's  open-pit  mine 
had  been  owned  by  Case,  Pomeroy, 
Felmont  Oil — an  oil  and  mining  com- 
pany Case  had  headed  for  several  de- 
cades— and  the  Copper  Range  Co.  In 
1984  Felmont  Oil,  of  which  Case,  Po- 
meroy held  almost  50%,  was  sold  to 
Homestake  Mining  for  about  $350 
million  in  stock.  That  gave  Case,  Po- 
meroy 11%  of  Homestake's  stock. 

Then  oil  and  gas  prices  collapsed.  In 
early  1985  Echo  Bay  Mines  came  into 
the  picture.  Copper  Range's  parent,  an 


164 


FORBES,  NOVEMBER  30,  1987 


We  insure  companies  against  some 
of  society's  most  vicious  criminals. 


■  * 


^^^^^ 


f  i 


^  -4^...  ■         C;  1     ';  .v.  \  ,».'•  ■  •  ' 

White  collar  criminals  may  not  look  dangerous.  But  they  can  wreak  financial  havoc 
iside  a  company  and  destroy  a  business., ,  Jpirpm8m%* 

With  insurance  from  Chubb,  discriminating  companies  can  be  protected  from  theft 
y  unscrupulous  employees.  Our  Executive  Protection  Department  has  the  flexibility  to 
afeguard  your  company  against  even  the  most  complex  white  collar  crimes.  We  also  offer 
irectors  and  officers  liability,  fiduciary  liability  and  kidnap-ransom  coverage.  i  

For  more  about  the  Chubb  difference  and  the  names  of  independent  f  ^ 
>hubb  agents  and  brokers,  write  to:  Chubb  Group  of  Insurance  Companies,  I  , 
5  Mountain  View  Road,  Warren,  New  Jersey  01060.  I  >— <1 


hubb  Group  of  Insurance  Companies  is  proud  ro  participate  in  "Ameri 


ouse'.'  Watch  for  it  on  PBS. 


CHUBB 


before  it  realizes  any  gold  production 
from  deep  drilling. 

Earlier  this  year  the  Texas  State  Se- 
curities Board  cracked  down  on  San 
Antonio-based  Havilah  Mining  &  Ex- 
ploration. It  was  selling  investors 
$89,500  stakes  in  land  of  dubious  val- 
ue. The  company  claimed  it  had  four 
gold  properties,  but  investigators 
could  find  only  one,  in  Nevada.  And 
"certified  assays"  for  that  mine  had 
been  prepared  by  the  seller  of  the 
property  lease.  Ten  months  ago  Havi- 
lah was  forced  by  the  authorities  to 
offer  refunds  to  all  its  Texas  investors. 
State  securities  fraud  investigators 
say  the  San  Antonio  operation  is  only 
the  first  of  many  gold  scam  crack- 
downs to  come. 

In  any  case,  producing  gold  takes 
time  and  experience.  Ask  Robert 
Friedland,  the  flamboyant  founder  of 
Vancouver-based  Galactic  Resources, 
which  has  rights  to  a  50%  working 
interest  in  Cornucopia  Resources' 
Ivanhoe  property.  Last  year  Friedland 
hastily  put  his  Summitville  gold  mine 
into  production,  ran  into  all  sorts  of 
problems,  and  took  a  $21  million 
writedown.  This  year,  Summitville 
will  produce  75,000  ounces. 

This  past  summer  Friedland 
teamed  up  with  T.  Boone  Pickens  in 
Pickens'  attempt  to  take  over  giant 
Newmont  Mining.  The  raid  appears 
to  have  fizzled.  Newmont  wound  up 


paying  a  special  dividend  of  $33  per 
share.  For  Galactic  that  meant  a  $21 
million  dividend.  However,  it  is  look- 
ing at  a  paper  loss  of  over  $20  million 
on  the  Newmont  shares  it  still  holds. 
And  Galactic's  market  value,  which 
had  run  up  sharply  over  the  past  year, 
to  over  $400  million,  has  since  been 
slashed,  to  $180  million. 

Another  colorful  character  with  a 
Nevada  presence  is  legendary  Canadi- 
an promoter  Murray  Pezim,  known  in 
mining  circles  as  the  Pez.  During  the 
past  two  decades  the  Pez  left  lots  of 
mining  investors  stranded  in  money- 
losing  Vancouver  exchange  mining 
stocks.  But  he  struck  it  rich  with  the 
Hemlo  gold  mine,  in  Ontario. 

Through  Golden  Nevada,  another 
Vancouver  company  he  controls,  the 
Pez  is  now  touting  the  65,000  acres  of 
land  the  Maggie  Creek  Ranch  holds  as 
"the  second-biggest  property"  in  the 
rich  Carlin  belt  trend.  Unlike  other 
Carlin  properties,  however,  no  eco- 
nomically worthwhile  gold  has  been 
found  on  the  Maggie. 

"We're  not  just  flogging  paper,"  in- 
sists the  Pez.  "We  really  are  looking 
for  gold  mines." 

The  late  bull  stock  market  deserves 
some  of  the  credit  for  Nevada's  surg- 
ing production.  Since  1985  about  $1 
billion  in  equity  capital  has  been 
raised  from  investors  by  the  mining 
companies,  with  much  of  those  funds 


channeled  to  the  capital-intensive 
Nevada  operations.  Several  compa- 
nies had  sold  stock  at  40  and  more 
times  earnings.  The  market  crash 
will,  however,  make  raising  equity 
capital  more  difficult.  Already  one 
gold  company,  Battle  Mountain  Gold, 
has  postponed  a  5lA  million  share 
stock  offering  intended  to  raise  some 
$130  million. 

"I  think  you're  going  to  see  a  quite 
different  environment  for  gold  com- 
panies next  year,"  predicts  Jeffrey 
Nichols,  a  New  York  gold  bull  at 
American  Precious  Metals  Advisers. 
"You're  going  to  see  recapitalizations 
and  mergers.  Bigger,  stronger-capital- 
ized companies  with  rising  cash  flows 
are  going  to  acquire  companies  that 
don't  have  significantly  growing  gold 
production  and  will  therefore  lack  ac- 
cess to  equity  markets." 

Even  if  gold  drops,  say,  to  below 
$400  an  ounce,  says  Nichols,  "some 
gold  companies  could  still  increase 
cash  flow.  They  would  be  the  ones 
who  have  cash  operating  costs  below 
$200  an  ounce  and  have  enough  cash 
on  hand  to  pay  down  a  good  portion  of 
their  debt."  Some  candidates  could 
include  Newmont  Gold,  Echo  Bay, 
American  Barrick  and  Amax  Gold. 

If  politicians,  in  their  haste  to  head 
off  a  recession,  set  the  stage  for  a  new 
round  of  inflation,  owners  of  gold 
stocks  may  end  up  very  happy  people.  ■ 


George  Steinmetz 


The  night  shift  at  Round . 
Case,  Pomeroy's  quarter  share  is  probably  worth  over  $250  million. 
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BUT  ALSO  TECHNICAL  EXCELLENCE... 


THIS  IS  THE  NETHERLANDS.  From  tulips  to 
technology,  the  Dutch  bring  creativity  to  all  that 
they  do.  That 's  just  one  reason  why  hundreds 
of  U.S.  companies  have  made  the  Netherlands 
their  base  to  tap  the  $3  trillion  European  market. 
A  few  examples: 

•  3M— Holland's  unsurpassed  infrastructure 
led  this  diversified  producer  of  industrial  and 
consumer  goods  to  open  its  own  computerized 
European  distribution  center  there  in  1979. 

•  POLAROID— This  renowned  manufacturer  of 
film  products  relies  on  the  technological  talent  and 
foreign -language  proficiency  of  the  850  employees 
at  its  factory /distribution  complex  in  Enschede. 

•  AVERY— This  billion -dollar  maker  of  pressure- 
sensitive  materials,  labels  and  specialty  chemicals 
values  the  accommodating  attitude  of  the  900 
workers  at  its  Dutch  subsidiaries . 


I  The  Netherlands  34.4 

|  Belgium  25.7 
France  25.1 
West  Germany  24.9 

United  Kingdom  9.0 
1986  RATES  OF  RETURN  (%)  ON  U.S.  INVESTMENT 


And,  the  average  rate  of  return  on  U.S.  direct 
investment  in  the  Netherlands  has  been  higher  than 
the  European  norm  throughout  the  1980s. 

Over  1,200  U.S. -based  corporations  have  invested 
profitably  in  the  Netherlands. 

ARE  YOU  IN  THE  NETHERLANDS  YET? 
If  not,  please  contact: 

Mr.  Pierre  Dobbelmann,  Executive  Director 
Netherlands  Foreign  Investment  Agency 
One  Rockefeller  Plaza 
New  York,  N.Y.  10020 
(212)  246-1434 


The  Netherlands 

Right 
~m  the 
Center 

For  Investment 


SAN  FRANCISCO  (415)  981-1468      •      LOS  ANGELES  (213)  477-8288      •      THE  HAGUE  (70)  79  72  36      •      TOKYO  (03)  403  4263 


This  material  is  published  by  Gavin  Anderson  &  Company,  which  is  registered  as  an  agent  of  the  Government  of  the  Netherlands  It  is  filed  with  the 
Department  of  Justice,  where  the  required  registration  statement  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 


Tom  Dittmer  was  the  toughest  commod- 
ities trader  of  them  all,  and  he  got  rich 
because  of  it.  Now,  with  the  markets  froth- 
ing, he  and  his  ever  powerful  Refco  Group 
make  money  an  easier  way. 

Trading  machine 


By  Steve  Weiner 


Count  Tom  Dittmer  as  one 
member  of  The  Forbes  Four 
Hundred  richest  Americans 
who  didn't  feel  a  thing  as  the  stock 
market  tumbled  last  month.  If  any- 
thing, Dittmer's  estimated  net  worth 
of  more  than  $400  million  probably 
grew  slightly.  That's  because  the  for- 
tunes of  his  risk-management  ma- 
chine, Refco  Group  Ltd.,  the  nation's 
largest  futures  and  options  brokerage, 
also  swelled.  Customer  equity  on  de- 
posit at  Refco  jumped  $150  million 
last  month  as  his  chief  clientele, 
thousands  of  big  institutions,  ran  to  it 
for  the  kind  of  protection  that  skilled 
futures  and  options  hedging  provides. 

Futures  and  options  plays  packaged 
as  "portfolio  insurance"  have  been 
put  under  a  cloud,  not  least  by  politi- 
cians and  others  searching  for  scape- 
goats in  the  wake  of  the  market  crash. 
But  Chicago-based  Refco,  which  also 
trades  in  cash  markets  for  govern- 
ment securities,  precious  metals,  cur- 

Refco  Chairman  Thomas  Dittmer 
Proving  that  the  tiger 
can  change  his  stripes. 


rencies  and  the  like,  advises  custom- 
ers to  hedge  the  old-fashioned  way — 
by  juggling  cash,  futures  and  options 
in  the  day-to-day  personal  manage- 
ment of  their  capital.  "Portfolio  insur- 
ance is  nothing  more  than  a  model," 
says  Tone  (pronounced  Tony)  Grant, 
Refco's  president.  "We  don't  believe 
anyone  can  develop  the  perfect  mod- 
el. We  can't.  So  we  want  our  clients  to 
manage  their  portfolios,  full  time,  ev- 
ery day." 
By  and  large,  Refco's  7,000  active 


customers,  most  of  them  institutions, 
do  just  that,  often  trading  24  hours  a 
day — so  often,  in  fact,  that  Refco 
holds  about  a  20%  share  of  all  cus- 
tomer trading  in  futures  contracts  and 
options  on  futures.  That  works  out  to 
about  13  million  round  turns  a  year  at 
an  average  commission  of  just  over 
$15.  Trading  volume  at  Refco  is  up 
more  than  40%  this  year,  bringing  its 
estimated  commission  and  fee  reve- 
nue from  brokerage  to  about  $200 
million,  up  from  just  $65  million  in 
1983.  Revenue  for  the  full  group 
should  hit  $300  million,  up  about 
22%  from  last  year.  On  that,  Refco 
Group  may  net  nearly  $42  million 
this  year,  up  from  $32  million. 

Refco  says  its  customers  easily 
posted  $200  million  in  margin  calls 
on  Oct.  20,  the  day  after  Black  Mon- 
day. Sounds  sensible  and  prudent,  just 
the  sort  of  thing  you'd  expect  from  an 
established,  conservative  brokerage  to 
the  wealthy.  But  Refco  has  no  such 
lineage.  Quite  the  opposite.  Just  four 
years  ago  Dittmer  was  something  like 
King  Kong  among  the  gorillas,  gam- 
bling fortunes  daily  on  monster-size 
commodity  trades. 

Dittmer  and  Refco  were  especially 
known  for  such  extravagances  as  their 
parties  (a  wild  Las  Vegas  affair  with 
transportation  provided  by  a  char- 


Kevin  Koran  Picture  Group 


Refco  President  Tone  Grant 

ir  clients  to  manage  their  portfolios,  full  time,  every  day. 
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\lmost  anything  is  possible  when 
yon  start  with  our  investment  information. 
\nd  add  someone 

to  help  you  apply  it.  r~ — ~ — — 


Ul  investors  are  trying  to  make  money, 
"hat's  obvious.  But  it's  also  just  about 
he  only  thing  they  have  in  common. 

Take  you,  for  instance.  Are  you 
nvesting  so  you  can  start  your  own 
>usiness?  Retire  in  comfort  when 
ou're  ready?  Or  simply  build  up  your 
issets? 

Do  you  want  the  excitement,  and 
isk,  of  futures  and  options  trading, 
>r  the  peace  of  mind  that  comes  with 
nore  conservative  investments? 

It  all  starts  with  you.  But  after 
hat,  the  most  important  thing  is  to 
levelop  a  relationship  with  someone 
vho  thoroughly  understands  what's 
eally  right  for  you,  and  has  access  to 
i  full,  rich  range  of  resources  to  help 
ou  achieve  your  goals. 

Your  Merrill  Lynch  Financial 
Consultant. 

Our  Financial  Consultants  work 
vith  the  top-ranked  securities 
esearch  team  on  Wall  Street,  to 
)btain  up-to-the-minute  information 


on  more  than  1,600  equities  world- 
wide, as  well  as  bonds  of  more  than 
550  municipal  and  375  taxable 
issuers. 

They  can  call  on  state-of-the-art 
technology  to  help  give  your  decision- 
making an  extra  edge.  Our  Strategy 
Screen™  service,  for  instance,  gives 
you  sophisticated  help  analyzing  your 
investment  portfolio  and  evaluating 
strategies. 

And  when  you  combine  the  quality 
of  our  people  with  the  quality  of 
our  information,  almost  anything 
becomes  possible.  Find  out  more  by 
reading  our  new  Smart  Investor's 
Guide  to  Successful  Money  Manage- 
ment. For  your  free  copy,  call  toll-free 
1-800-637-7455,  Ext.  6280,  or  visit  your 
local  Merrill  Lynch  office. 


Merrill  Lynch 


Merrill  Lynch  Financial  Consultants 
like  Kenneth  Miller  understand  your 
changing  financial  needs,  and  have 
access  to  unmatched  resources  to 
help  you  reach  your  goals. 


©1987  Merrill  Lynch,  Pierce.  Fenner  &  Smith  Inc. 
Member  SIPC 


Between  vexing  insurance  problems  and  non-insurar 


When  traditional  paths  to  coverage 
prove  impassable,  lames  insurance 
brokers  build  new  ways  to  get  there. 

lames  is  a  trailblazer  in  forming  and 
managing  non-traditional  risk  man- 


agement alternatives.  Such  as  self- 
insurance,  off-shore  captives,  risk 
retention  groups,  and  over  50  differ- 
ent kinds  of  association  programs. 
In  industries  like  energy  and  phar- 


maceuticals, in  legal  and  medic 
malpractice,  in  professional  ai 
D  &  O  liability,  lames  is  pioneeri 
new  routes. 
In  more  than  90  offices  around  t 


tions  is  a  dangerous  chasm. 


:ry  through  the  network  of  the 
wick  Group,  in  64  countries 
Iwide,  lames  innovations  sur- 
it  the  difficulties  to  take  clients 
2  they  want  to  go. 


James  builds  the  bridge 

America's  premier  insurance  broker.  A  Sedgwick  Group  Company 


leane  J.  Kirkpatrick 


Former  U.S.  Representative  to  the 
United  Nations,  Insight  reader 


)eane  Kirkpatrick,  author,  professor, 
stateswoman  and  mother  of  three,  also 
reads  Insight  magazine. 

She's  one  of  the  leaders,  influencers 
and  decision  makers  who  read  Insight 
magazine  every  week. 

In  fact,  according  to  a  Simmons  survey, 
Insight  reaches  the  highest  concentration  of 
affluent  readers  of  any  national  newsweekly. 

And  it  doesn't  get  lost  in  the  in-box.  It 
gets  read.  Circulation  is  over  a  million.  And 
readership  is  nearly  four  times  that  high. 

Why  does  Jeane  Kirkpatrick  read  Insight? 

"I  learn  things  from  Insight  which  I  don't 
learn  from  other  weeklies.  And  I  think  it 
provides  what  it  promises— namely  insight 
on  important  world  events." 

If  you  want  advertising  results  that  are 
more  than  just  typical,  ask  your  agency 
about  Insight.  Or  if  you're  with  an  agency, 
call  us. 

In  New  York,  our  representative  is  Jack 
Mandable  at  212/599-1730.  In  Chicago,  call 
Dick  Weithas  at  312/346-8810.  In  Detroit, 
call  Jon  Stitle  at  313/651  -2770.  In  Los 
Angeles,  call  Bill  Bauer  at  213/820-1550. 
And  in  Washington,  D.C.,  call  Tim  Hutchens 
at  202/636-8870. 


Insight 

Talk  to  the 
powers  that  be. 


A  Topical  Mom 


ered  747,  for  instance)  and  the  gold 
lolex  watches  Dittmer  was  wont  to 
;ive  away  to  celebrate  a  big  killing. 
Dittmer's  notoriety  was  such  that 
trices  sometimes  moved  just  because 
le  stepped  into  the  trading  pit.  With 
eason.  In  the  1970s  he  correctly  fore- 
ast  market  swings  in  cattle,  cotton, 
offee  and  soybeans.  And  he  correctly 
iredicted  the  collapse  of  the  Hunt 
mothers'  1980  effort  to  corner  the  sil- 
er  market.  Ever  alert,  Dittmer 
licked  up  one  vital  clue  to  the  im- 
lending  Hunt  debacle  from  an  asso- 
iate  during  a  transatlantic  telephone 
hat:  People  were  lining  up  in  London 
o  sell  family  heirlooms  because  of 
ligh  prices,  meaning  silver  supplies 
vould  rise,  undercutting  the  Hunts. 

Dittmer  and  Refco  were  notorious 
or  less  flattering  reasons  as  well. 


'We  recognized  that  this 
egocentric  trader 
personality  was  not  going 
o  survive.  Refco  had  to 
ihange  its  image.  .  .  .  We 
tad  to  become 
professional." 


Competitors  often  accused  them  of 
nanipulating  prices  through  huge,  co- 
irdinated  trades  (a  charge  Refco  con- 
istently  denied).  And  regulators 
truck  twice,  once  in  1979  and  again 
n  1983,  with  fines  and  a  six-month 
uspension  for  Dittmer  for  alleged 
ins  ranging  from  sloppy  record-keep- 
ng  to  trading  in  excess  of  speculative 
imits  on  cotton  and  grains. 

In  a  movie,  a  desperado  like 
)ittmer  would  go  down  in  flames,  as 
o  many  cocky  young  commodity 
raders  have,  especially  in  recent 
veeks.  But  as  it  happened  in  real  life, 
)ittmer,  now  46,  made  the  best  trade 
if  his  life  when  he  decided  to  swap 
he  life  of  a  gambler  for  that  of  a 
lusinessman.  He  hired  two  profes- 
ional  managers — Grant,  a  lawyer  and 
x-Marine  skilled  in  corporate  law, 
nd  Phillip  Bennett,  an  Englishman 
nd  Chase  Manhattan  Bank  expert  in 
ommodity  finance.  Together  they 
onverted  Refco  from  a  speculative 
rading  house  into  a  pin-striped  ser- 
rice  organization  catering  to  only  the 
•est  of  clients. 

"We  recognized  that  this  sort  of 
gocentric  trader  personality  was  sim- 
ily  not  going  to  survive,"  says  Ben- 
Lett,  39,  who,  with  Grant,  43,  splits  a 
19%  stake  in  Refco.  (Dittmer  holds 
he  other  51%.)  To  be  a  real  business, 
tennett  says,  Refco  "had  to  change  its 
mage,  its  posture  and  its  general  ap- 
>roach  to  the  market.  We  had  to  be- 
come professional." 


"New  York. 
It's  not  just  where  I  work, 
it's  where  I  belong? 

The  energy  of  New  York,  the  pace,  the  excitement.  You  want 
to  be  in  New  York,  but  running  a  business  here  can  be  tough. 

Con  Edison  understands.  So  we  developed  Project  Appleseed. 
If  you  start,  relocate  or  expand  your  business  in  certain  areas  of 
New  York  City  and  Westchester  County,  you  could  be  eligible  for 
reductions  of  up  to  30%  on  your  electric  bills  and  21%  on  your 
gas  bills. 

And  you  could  qualify  for  further  electric  and  gas  savings 
through  New  York  City's  own  Energy  Cost  Savings  Program. 

Project  Appleseed.  Because  we  want  your  business.  Here. 
In  New  York.  For  more  information,  call  John  Manak  at 
(212)  460-4000,  or  write  to  him  at  Con  Edison,  Area  Development, 
4  Irving  Place,  New  York,  ^\ 

NewYorkl°003-  CrlSOR  PROJECT 

DUlSOn  APPLESEED 


THE  ENERGY  OF  NEW  YORK 


T.  ROWE  PRICE  INTERNATIONAL  BOND  FUND.  Now,  when  U.S. 
markets  are  so  uncertain,  consider  this  Fund.  It  offers  diversification  abroad  in 
high-income,  high-quality  bonds.  Yield  and  price  will  vary.  For  the  12  months 
ending  10/15/87,  the  high  price 
was  $10.86,  the  low  was  $9.65. 
$1,000  minimum  investment 
($500  for  IRAs).  No  front-end 
load,  no  back-end  load,  no  sales 
charges  ever! 

Mail  coupon  for  a 
free  information  kit  or  call 
1-800-638-5660. 


T.  Rowe  Price,  100  E  Pratt  St.,  Baltimore.  MD  21202 
Send  a  prospectus  with  more  complete  informa- 
tion, including  management  fees  and  other  charges 
and  expenses  1  will  read  it  carefully  before  1  invest 
or  send  money. 

Name 
Address 


Ciry/State/Zip 


Invest  With  Confidence 

T.RovveRice 


-1  IBF249 

>ftk 


•Average  annualized  yield  for  the  30  days  ending  10/15/87  based  on  an  average  price  per  share  of 
$10.26.  Average  maturity  was  4.9  years.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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If  you  don't  m 


On  November  18, 1986,  in  Phoenix,  Ari- 
zona, we  made  more  than  just  a  little  dust. 
We  made  history  The  first  customer  call  in 
North  America  over  an  Integrated  Services 
Digital  Network  was  made  by  our  subsidiary, 

iiitainBell. 


It  was  a  landmark  example  of  our  a 
mitment  to  the  future. 

Since  then,  trial  networks  in  Portia 
Denver,  Minneapolis,  St.  Paul  and  Phoe 
have  shown  that  ISDN  leads  to  real  bott( 
line  improvements  in  both  productivity  ; 


iust,yoi] 


ibility  for  our  customers, 
s've  found  that  data  can  be  transmitted 
sight  times  faster  using  ISDN.  And  voice, 
/ideo  and  facsimile  signals  can  be  sent 
aneously  on  the  same  telephone  line. 
;  ISDN  continues  to  make  history,  the  tele- 


teat  dust 


communications  companies  of  US  WEST  will  con- 
tinue to  make  dust.  Nobody  knows  the  trails  better. 


MOUNTAIN  BELL.  NORTHWESTERN  BELL.  PACIFIC  NORTHWEST  BELL. 


Chrinophci  i  Ink 


Phillip  Bennett,  Refco  chief  financial  officer 

Helping  convert  the  firm  from  a  speculative  trading  house  into  a  pin- 
striped service  organization. 


The  maturing  process  at  Refco  par- 
allels the  growth  of  financial  futures 
as  a  way  to  hedge  against  stock  mar- 
ket and  interest  rate  volatility.  Five 
years  ago,  for  instance,  only  15%  of 
Refco's  trading  volume  was  from  in- 
stitutions. Now,  institutions  repre- 
sent 85%  of  the  business,  with  indi- 
vidual retail  customers,  all  of  them 
wealthy,  accounting  for  the  rest. 

Luring  those  big  customers  hasn't 
been  easy.  With  just  15  offices  world- 
wide, Refco  doesn't  have  the  built-in 
drawing  power  of  the  big  Wall  Street 
investment  bankers,  with  their  long- 
established  relationships  with  banks, 
pension  funds  and  the  like.  What's 
more,  Dittmer's  earlier  notoriety  still 
works  against  the  company  in  some 
markets.  "I'm  continuously  asked, 
'What  is  Dittmer  doing?'  He  is,  by 


definition,  larger  than  life,"  says  Gary 
M.  Weiss,  who  directs  Refco's  cash- 
market  trading  in  metals,  currencies 
and  various  securities. 

The  partial  answer  was  to  make 
Dittmer  quit  trading — cold  turkey. 
"The  perception  was  that  he  was  a 
very  big  trader,  and  that  could  pose  a 
conflict  of  interest  with  client  busi- 
ness," says  Grant.  Now,  Refco  fig- 
ures, it's  the  Wall  Street  firms  that 
have  a  perception  problem.  Most  of 
them  trade  for  their  own  accounts, 
and  Refco  does  not. 

Refco  doubled  its  institutional 
business  with  the  acquisition,  in  1984 
and  1985,  of  Chicago  Grain  &  Finan- 
cial Futures  Co.,  ContiCommodity 
Services  Inc.  and  the  futures  business 
of  Donaldson,  Lufkin  &  Jenrette  Inc. 
All  three  were  losing  money,  but 


Refco  had  the  solution;  it  fired  almost 
all  of  their  employees,  thus  building 
volume  at  minimal  increases  in  cost. 
More  than  90%  of  the  institutional 
customers  acquired  in  those  buys 
stuck  with  Refco. 

Refco  also  does  something  few  of  its 
competitors  have  the  guts  for.  It  in- 
sists that  its  clients  learn  how  to  trade 
and  work  effectively  with  its  risk 
management  advice.  So  Refco  trains 
traders  for  its  clients,  sometimes  for 
as  long  as  six  months,  teaching  them 
advanced,  often  arcane  hedging  prin- 
ciples while  building  personal  rela- 
tionships. More,  Refco  has  ferocious- 
ly cut  costs.  Grant  cut  the  number  of 
offices  in  half,  consolidating  most 
major  functions  in  Chicago.  Result: 
Refco's  costs  per  contract  have  been 
reduced  by  75%  since  1983,  while  its 
return  on  equity  has  averaged  30% 
and  its  profit,  as  a  share  of  commis- 
sions, hovers  around  30%.  Assets: 
$2.1  billion. 

"They  have  shed,  for  the  most  part, 
the  negative  past,"  says  Leo  Me- 
lamed,  founder  of  the  Chicago  finan- 
cial futures  market  and  chairman  of 
the  Merc's  executive  committee. 
"They  belong  in  the  world  they're 
playing  in." 

None  of  which  is  to  say  Refco  is 
totally  free  from  risk.  Although  last 
month's  crash  brought  Refco  at  least 
15  major  new  customers,  there's  ev- 
ery sign  that  futures  and  options  trad- 
ing is  slowing.  No  one  is  sure  how  far 
the  business  will  be  reined  in  by 
Washington  or  the  exchanges  them- 
selves. And  the  current  volatility  has 
given  even  Refco  pause;  the  company 
has  established  margin  requirements 
that  exceed  those  of  the  exchanges  in 
efforts  to  keep  its  weakest  clients 
from  continuing  to  trade. 

Another  potentially  weak  link, 
ironically,  may  be  Dittmer  himself. 
Grant  and  Bennett  run  the  business 
day  by  day,  and,  even  as  it  expands, 
Dittmer  grows  more  reclusive,  refus- 
ing in  recent  years  to  talk  with  report- 
ers. Some  senior  Refco  executives  say 
that  Dittmer  sets  the  tone,  but  for  all 
his  commodity  background,  he 
doesn't  fully  understand  every  Refco 
business.  And  although  he  has  put 
most  of  the  past  behind  him,  he's  still 
battling  one  major  lawsuit  by  former 
partners  who  accuse  him  of  stealing 
their  business.  Running  a  business, 
says  Bennett,  "may  not  have  been 
Tom  Dittmer's  natural  inclination." 

Perhaps  not,  but  it  is  his  surprising 
legacy.  Refco  proves  there  is  a  way  to 
profit  from  disastrous  markets. 
Dittmer  proves  a  tiger  can  change  his 
stripes,  if  survival  and  prosperity  are 
his  goals.  ■ 
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\mong  universities,  Johns  Hopkins  is  re- 
markably well  managed.  Not  for  it  the 
%cademic  hypocrisy  that  sneers  at  business 
out  lusts  for  the  money  it  brings. 


Who  says  lucre 
is  filthy? 


Today  the  medical  school  is  flush, 
and  Baltimore-based  Hopkins  is  rak- 
ing in  more  federal  research  dollars 
($429  million  in  1985)  than  any  other 
university.  Though  it  is  viewed  by 
rival  schools  with  an  understandable 
mixture  of  envy  and  admiration,  the 
Hopkins  hustle  clearly  pays  off. 

"If  you  wanted  to  be  unkind,  you 
could  say  we  have  been  opportunistic 
since  our  founding  and  remain  very 
opportunistic,"  says  Hopkins  Presi- 


By  Janet  Novack 


In  the  1890s  fledgling  Johns  Hop- 
kins University  cut  an  astonish- 
ing deal  as  it  hustled  money  for  a 
lew  medical  school.  In  return  for 
•500,000  from  female  donors — al- 
nost  80  years  before  it  admitted 
vomen  undergraduates — Hopkins 
labbergasted  the  medical  establish- 
nent  by  agreeing  to  enroll  women  to 
tudy  medicine. 


dent  Steven  Muller,  a  former  movie 
actor  who  as  a  teenager  appeared  in 
How  Green  Was  My  Valley.  But  Muller 
makes  no  apologies  for  this  opportun- 
ism. Michael  Hooker,  a  former  Hop- 
kins dean  who  now  is  chancellor  of 
the  University  of  Maryland-Baltimore 
County,  says  Muller  "understands 
how  power  works.  That  shows  in  the 
way  he  massages  his  contacts  in  gov- 
ernment, business  and  in  the  world 
arena."  Hooker  continues: 

"It  helps  to  have  been  a  former  ac- 
tor in  Hollywood.  That's  different 
from  the  traditional  mold  of  the  uni- 
versity president.  Steve  rose  not  on 
the  basis  of  his  scholarship,  but  his 
management  ability,  his  public  rela- 
tions ability  and  his  vision."  Given 
the  financial  problems  in  education 
these  days,  maybe  that's  what  a  col- 
lege president  should  be.  Hopkins' 
big-dollar  draws  are  its  well-publi- 
cized hospitals  and  medical  and 
health  schools  and  its  less-known  Ap- 
plied Physics  Laboratory,  which  con- 
ducts more  than  $300  million  in  mili- 
tary research  a  year.  The  physics  lab 
specializes  in  missile  guidance  and 
Navy  navigation.  Its  budget  has 
grown  with  the  military  buildup;  it 
handled  $60  million  in  Strategic  De- 
fense Initiative  work  last  year. 


ohns  Hopkins  President  Steven  Muller 

In  actor  turned  academic  who  understands  how  power  works. 
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riMi  9  UCHUCU 

FOR  POWER,  J 

PRECISION  AND 
PROFESSIONALISM. 


0gL 
4* 


THE  XEROX 
FINANCIAL 
MACHINE. 


t  We've  built  a  monetary  mechanism  that 
an  work  for  you.  Today.  It's  Xerox  Financial 
iervices;  a  network  of  component  companies 
Jiown  for  financial  products  and  services 
vith  a  singular  standard  of  excellence. 

We  generate  insurance  protection  for  auto, 
lome  and  business  from  Crum  and  Forster.  A 
lew  generation  of  life  insurance  and  annuities 
rom  Xerox  Financial  Services  Life?  A  pow- 
rful  portfolio  of  mutual  funds  and  unit  in- 
estment  trusts  from  Van  Kampen  Merritt. 
nstitutional  brokerage,  research  and  invest- 
nent  banking  with  an  equity  expertise  from 


Furman  Selz.  And  the  ability  to  lease  anything 
from  a  Xerox  document  processor  to  a  jumbo 
jet  through  Xerox  Credit  Corporation 

They're  all  part  of  The  Xerox  Financial 
Machine :  a  machine  designed  to  help  you  get 
where  you're  going.  In  business.  And  in  life. 

The  fact  is.  that's  what  we're  geared  for. 

XEROX 

FINANCIAL  SERVICES 

.  THE  FINANCIAL  MACHINE 


Hioum  by  fjul  Fenen 


The  Applied  Physics  Laboratory 

Monitoring  data  from  a  Navy  navigation  and  ocean  studies  satellite. 


Other  opportunities?  Hopkins  is  al- 
ways on  the  lookout. 

When  Baltimore  wanted  to  unload 
its  city  hospital  complex,  Hopkins 
snapped  it  up,  acquiring  130  acres  of 
land  around  the  complex  in  return  for 
agreeing  to  run  the  hospital  and  devel- 
op the  site.  When  tax  reform  loomed, 
with  its  restrictions  on  tax-exempt 
bonds,  Hopkins  rushed  through  a 
$181  million  issue.  When  the  then 
independent  Peabody  Conservatory  of 
Music  needed  help,  Hopkins  took 
over  the  school  and  won  a  12-year 
state  aid  package  (now  $900,000  a 
year)  to  put  it  back  in  financial  shape. 
When  cosmetics  makers  came  to 
Hopkins  for  advice  on  setting  up  the 
Center  for  Alternatives  to  Animal 
Testing,  Hopkins  wound  up  running 
it.  Budget  last  year:  $800,000. 

Hopkins  has  also  carved  out  a  nice 
niche  in  international  relations,  be- 
coming, in  1986,  the  only  U.S.  univer- 
sity running  (jointly  with  the  Chi- 
nese) a  school  in  China.  In  addition  to 
its  Washington,  D.C.-based  School  of 
Advanced  International  Studies,  it 
has  a  center  in  Italy.  Muller  would 
like  an  outpost  in  the  Soviet  Union, 
too,  when  detente  and  Hopkins'  fi- 
nances permit. 

Back  in  1972,  when  Muller  took 
charge,  Hopkins  was  running  deficits. 
In  the  fiscal  year  ended  June  30,.  1987, 
its  $848  million  in  revenues  provided 
a  $16  million  surplus.  The  Johns  Hop- 
kins Health  System  a  Legally  separate 
entity  that  runs  the  hospitals,  had  a 
$10  million  surp;  on  Sri 7  million 
in  1987  revenues  was  presi- 

dent of  the  hospitit  mtil  1982.) 


Recalls  Muller:  "When  I  became 
president,  there  were  two  giant  im- 
peratives: Restore  solvency  and  re- 
build the  hospital,  which  was  physi- 
cally deteriorating." 

Once  Muller  had  restored  solvency 
he  launched,  he  says,  "riskier  initia- 
tives," including  the  moneylosing 
Chinese  center.  The  hospitals'  pres- 
tige and  proximity  to  Washington 
have  helped  Hopkins  in  its  nonmedi- 
cal pursuits.  Former  U.S.  Senator 
Charles  Mathias  (R-Md.),  a  Hopkins 
congressional  champion,  notes  many 
Washington  pols  have  been  treated  at 


Hopkins.  "There's  nothing  like  a 
grateful  patient,"  he  adds.  (Or  a  grate- 
ful university.  Mathias  now  lectures 
at  Hopkins.) 

One  Hopkins  coup  cited  by  envious 
academics:  Although  it  lacks  a  top 
astronomy  program,  Hopkins  was 
chosen  by  NASA  to  house  the  scien- 
tific operations  center  for  a  new 
space-based  telescope.  Benefits?  A 
fresh,  new  program  situated  at  Hop- 
kins, now  worth  about  $20  million  a 
year  and  expected  to  grow.  A  Hopkins 
scientist  was  selected  as  an  astronaut, 
and  Hopkins  is  doubling  its  physics 
and  astronomy  faculty. 

Under  Muller,  Hopkins  is  adept  at 
strategic  planning.  Consider  its  School 
of  Hygiene  &  Public  Health,  ranked 
first  in  its  field  by  The  Gourman  Report,  a 
book  that  rates  graduate  programs. 

In  1976  Muller  recruited  Dr.  D.A. 
Henderson  as  dean.  Henderson  had 
just  worked  himself  out  of  a  job  at  the 
World  Health  Organization,  where  he 
ran  the  program  that  eradicated 
smallpox.  With  advice  from  a  heavily 
corporate  advisory  board,  Henderson 
focused  on  three  areas:  environmental 
health  and  occupational  medicine  (al- 
ready hot),  health  care  finance  (which 
became  hot  in  the  early  1980s)  and 
international  health  (finally  attract- 
ing interest  as  a  result  of  the  AIDS 
epidemic).  "It's  very  unlikely  that 
we've  seen  the  last  of  the  new  viruses 
or  agents  coming  out  of  other  coun- 
tries," warns  Henderson. 

Since  1983  the  Hopkins  Health  Sys- 
tem has  been  moving  toward  vertical 
integration  by  snapping  up  city  and 
community  hospitals  and  starting  its 


Dome  Chief  Ext 
Bis  mission:  i 


zutive  James  DM.  McComas 
-fifits  for  Johns  Hopkins. 
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When  Bell  Atlantic  needed 
space  for  seven  million 
phone  books,  they  knew 
who  to  call. 

In  1985,  with  its  business  crisscrossing  much  of  the 
astern  Seaboard,  Bell  Atlantic  needed  to  concentrate  its 
lephone  book  inventory. 

They  asked  Cushman  &  Wakefield  to  locate  a  central 
te  where  they  might  conveniently  consolidate  their  entire 
)ok  operation  under  one  roof.  We  researched  numerous 
cations  and  prepared  a  detailed  recommendation,  from 
hich  Bell  Atlantic  chose  an  industrial  park  in  Berkely 
ounty,  West  Virginia. 

We  then  solicited  competitive  bids  from  site  developers 
id  made  our  recommendation.  In  addition,  we  advised  Bell 
tlantic  on  applicable  tax  benefits  and  helped  them  secure 
ilow-market  financing. 

But  Cushman  &  Wakefield's  service  didn't  stop  there, 
e  also  negotiated  the  best  possible  terms  with  the 
iveloper,  giving  Bell  Atlantic  the  benefit  of  a  long-term 
ced-rate  lease  with  an  option  to  buy. 

Which  is  another  way  we've  earned  a  reputation  for 
;ing  Business  America's  Real  Estate  Firm. 

And  for  being  the  best  in  the  business. 

mm 

A  ROCKEFELLER  GROUP  COMPANY 

business  America's  Real  Estate  Firm. 


"  IT  TAKES  VISION 
TO  REACH  THE  LATIN 
AMERICAN  MARKET 

Major  intl.  advertisers  reach  leaders  of  business,  industry  and 
government  in  Latin  Americas  leading  news/business  magazine, 
VISION. 


Lanueva  era 
democratica 


LA  REVISTA  LATINOAMERICANA 


Sales  Offices: 

Seoul  779-1 538/London  (1)584-8588/Tokyo  (03)546-2231 /Dusseldorf  (21 1  )57-30-26/Madrid  (1)456-2778 /Pans 
(1)45006608/New  York  (21 2)744-91 30/San  Francisco  (41 5)42 1 -7950/Los  Angeles  (21 3)382  6346/Zurich 
(1)720-73-73/Milan  (2)89003  18/Sao  Paulo  (011)853-4133. 


■  \  PARADISE 

An  island  paradise  that  offers 
II  you  total  relaxation  plus  the 
thrill  of  discovery.  Stroll 
pristine  beaches.  Go  fishing  for 
the  big  ones.  Sun  yourself  by  our 
pool  or  scuba  in  waters  renowned 
for  the  splendor  of  their  tropical 
fish.  On  Forbes  Magazine's 
Laucala  Island,  all  the  choices 
are  yours. 

BUT  JUST  FOR  A  FEW  . . . 
'  Forbes  loves  its  private  Fiji 
island,  and  we  think  you  will,  too. 
So  we've  put  out  the  welcome 
mat,  but  only  for  a  few  at  a  time. 
We'll  take  up  to  8  guests,  for  7 
nights  and  8  days.  Cost  is  S  1,950 


per  person,  which  includes  4 
days  of  tropical  fishing  plus  all 
meals,  lodging  and  a  round-trip 
flight  between  Laucala  and  Nadi 
International  Airport  (on  the 
main  island).  It's  the  "in"  place  to 
go,  away  from  the  cold,  the  traf- 
fic, the  noise,  the  hassle.  Service 
with  a  smile  and  no  tipping. 
For  information  please  write: 
Fiji  Manager,  Forbes  Magazine, 
60  Fifth  Ave.,  New  York,  NY  1 00 1 1 
ox  call  212/620-2461. 


own  health  plan,  which  now  has 
33,000  members.  Health  System  Pres- 
ident Robert  Heyssel  is  looking  for 
more  hospitals  to  buy.  The  Hopkins 
university  and  hospital  combined  is 
already  Maryland's  largest  private 
employer,  and  its  impact  on  the  area 
is  growing. 

Dome  Corp.,  a  Hopkins-created  for- 
profit  company,  is  planning  up  to 
$500  million  in  office,  lab,  hospital 
and  hotel  development  on  the  130- 
acre  site  Hopkins  acquired  with  the 
city  hospital  complex.  Dome  plans  to 
market  it  as  a  life  sciences  re- 
search/industry campus  offering  prox- 
imity to  both  Hopkins  and  two  NIH 
units — the  National  Institute  on  Drug 
Abuse  and  the  National  institute  on 
Aging — already  housed  there. 

The  university  and  Hopkins  Health 
System  each  have  a  50%  stake  in 


Dome  Corp.,  a  Hopkins- 
created  for-profit 
company,  is  planning  up 
to  $500  million  in  office, 
lab,  hospital  and 
hotel  development. 

Dome,  which  means  neither  has  to 
consolidate  Dome's  results  into  its 
own  financial  statements,  a  tax  and 
balance  sheet  advantage. 

Dome  is  already  one  of  Baltimore's 
biggest  parking  lot  operators. 

Next  up  is  Dome's  scheme  to  help 
Hopkins  faculty  commercialize  their 
breakthroughs.  The  plan  will  also, 
not  so  incidentally,  help  fill  those 
new  labs  now  coming  out  of  the 
ground.  Dome  plans  a  partnership  of- 
fering of  about  $15  million  to  be 
used  for  development  of  prototypes 
and  marketable  applications  of  pat- 
ents. The  fund  will  hire  Hopkins  sci- 
entists to  work  part  time  off  campus 
(e.g.,  in  Dome's  new  labs). 

In  short,  Hopkins'  top  administra- 
tors shun  the  hostility  toward  com- 
merce that  so  many  academicians  af- 
fect. Not  for  them  the  hypocritical 
attitude  that  demands  high  pay  and 
fancy  facilities  but  demeans  the 
means  of  paying  for  them.  Observes 
Dome  Chief  Executive  James  D.M. 
McComas,  a  former  banker,  "The 
university  culture  says  don't  be  com- 
mercially competitive.  But  the  profes- 
sors are  incredibly  competitive  when 
it  comes  to  grant  funding  and  their 
territorial  rights." 

This  honest  view  of  the  academic 
business  pays  dividends.  Says  Hooker 
of  President  Muller:  "He  has  posi- 
tioned Hopkins  ideally  to  be  a  major 
player  in  world  higher  education  in 
the  21st  century."  ■ 
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Ifs  Bayer  USA. 

A  group  of  progressive,  dynamic,  forward-looking  companies  like  Miles  Inc.  and 
Mobay  Corporation. 

Our  businesses  range  from  chemicals  to  health  and  life  sciences  to  imaging 
and  graphic  information  systems. 

And  those  individual  successes  added  up  to  make  us  #1 1 7  in  our  very  first  year! 

Actually  if  the  sales  of  Agfa-Gevaert,  Inc.  and  Compugraphic  Corporation,  two 
affiliated  companies,  had  been  included,  Bayer  USA  would  have  been  ranked  much 
higher  on  the  Fortune  List. 

Given  our  commitment  to  research  and  development,  our  rise  should  be  steady 
from  here  on.  We  have  access  to  a  worldwide  R&D  budget  of  more  than  $1  billion  - 
one  of  the  largest  in  the  chemical  industry- through  our  parent,  Bayer  AG  of  West 
Germany.  And  we  devoted  $200  million  last  year  to  research  programs  here  in  the 
U.S.  alone. 

So  our  dedication  to  growth  in  the  years  ahead  is  deep.  And  our  perspective 
is  worldwide. 

For  more  information  about  Bayer  USA,  one  of  the  most  potent  new  factors  on 
the  American  industrial  scene,  contact 
Bayer  USA  Inc.,  attn.  Elliot  Schreiber,  Dept. 
1D,  One  Mellon  Center,  Pittsburgh,  PA 
15219-2502. 


Bayer  usa  inc. 


MEETING  A  WORLD  OF  NEEDS. 


Stability 
Respected  The  \\brld  Over. 


Stability.  You've  come  to  expect  it  from  the  Swiss. 
Fact  is,  the  whole  world  banks  on  it. 

That's  why  we're  proud  of  our  Swiss  heritage. 
Proud  to  maintain  our  old  world  values. 

Proud  to  be  American,  too.  Imaginative.  Bold. 
And  exciting. 

An  American  organization  of  Swiss  descent.  The 
best  of  both  worlds.  The  best  insurance  protection  for 
your  valued  business 


We  create  world  class  insurance  that's  in  a  class 
by  itself. 

Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
operation. 

You'll  find  we  speak  plain  English.  But  if  you 
listen  closely,  you'll  hear  our  Swiss  accent  on 
stability. 


Zurich-American 

American  Creativity.  Swiss  Dependability. 


'  Zurich  Insurance  Company 


rcsuisnce  Com: 
A  MEMB 


•ERiCAN  INSURANCE  COMPANIES 

grantee  and  Liability  Insurance  Company  •  Schaumburg,  IL  60196 
JRLDWIDE  ZURICH  INSURANCE  GROUP 


The  Funds 


How  did  funds  with  sophisticated  option 
strategies  handle  the  market  crash?  Some 
of  them  did  stunningly  well  Some,  that  is. 


Fancy  stuff 


By  William  Baldwin 
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ouldn't  it  be  great 
to  have  an  invest- 
ment that  keeps  up 
vith  bull  markets  but  neatly 
idesteps  a  crash?  That  is  the 
ippeal  of  mutual  funds  that 
lse  futures  and  put  options. 

Old-fashioned  funds,  of 
:ourse,  can  sell  stocks  if  they 
ee  a  bear  market  coming, 
>ut  they  can't  act  as  quickly 
is  a  fund  with  access  to  the 
utures  market.  "The  only 
•rotective  device  that  con- 

rentional  funds  have  is  to   

aise  a  certain  amount  of  cash,"  says 
ioward  Stein,  chairman  of  Dreyfus 
nd  a  member  of  the  President's  com- 
nission  to  investigate  the  crash.  A 
rear  ago  Dreyfus  opened  two  uncon- 
rentional  funds,  Strategic  Investing 
nd  Strategic  Income,  designed  specif- 
cally  to  take  advantage  of  hedging 
levices — options,  futures,  short-sell- 
ng — which  conventional  funds  usu- 
lly  do  not  use.  Thus  would  the  little 
nvestor  be  cut  in  on  strategies  used 
»y  the  elite. 

But  having  the  right  to  use  hedges 
sn't  the  same  as  knowing  when  to 
ise  them,  as  we  pointed  out  in  a  skep- 
ical  article  last  winter  (Forbes,  Feb. 
»).  How  have  these  option-using 
unds  fared  since? 

The  skepticism  was  misplaced,  at 
east  so  far  as  Dreyfus  Strategic  In- 
resting  goes.  In  its  first  year  of  opera- 
ion,  which  ended  Oct.  31,  the  fund 
lelivered  a  26.6%  return.  That  com- 
•ares  with  6.3%  for  the  S&P  500. 

The  hotshot  behind  this  success  is 
itanley  Druckenmiller,  34,  a  new 


Strategic  funds  manager  Stanley  Druckenmiller 
"We  want  to  send  them  all  a  thankyou  note. 


Dreyfus  manager  who  has  also  turned 
in  winning  performances  on  several 
other  funds.  Going  into  that  day  of 
disaster,  Oct.  19,  Druckenmiller's 
fund  was  bearish.  In  the  lingo  of  hedge 
fund  operators,  he  was  the  equivalent 
of  50%  invested.  (He  owned  stocks 
worth  about  55%  of  the  fund's  assets, 
and  he  had  offsetting  short  positions 
amounting  to  5%  or  so  of  assets.) 
Apart  from  the  performance  of  indi- 
vidual stocks,  a  fund  like  that  should 
move  up  or  down  only  50%  as  fast  as 
the  market.  On  Oct.  19,  when  the 
S&P  500  fell  20.5%,  Dreyfus  Strategic 
Investing  fell  10.6%.  Druckenmiller 
dropped  the  50% -invested  figure  to  an 
even  more  bearish  35%  on  the  after- 
noon of  Oct.  21,  correctly  anticipating 
that  the  two-day  rebound  would  be 
followed  by  another  downswing. 

Druckenmiller  makes  the  same 
sorts  of  bets,  only  heavier,  in  the  new 
Strategic  Aggressive  Investing  L.P.,  a 
limited  partnership  that  opened  Mar. 
27.  Through  Oct.  31  this  swinger  was 
up  51.9%,  against  a  13.6%  decline  for 


the  market.  Strategic  Aggressive  was 
more  than  hedged  going  into  Oct.  22: 
It  had  a  net  short  position  and  made 
money  as  the  market  fell  that  day. 

"This  is  not  hedging  in  the  sense  of 
portfolio  insurance,"  says  a  smug 
Druckenmiller.  "When  the  market 
goes  down,  [portfolio  insurers]  need  to 
do  more  selling,  and  when  it  goes  up, 
they  need  to  do  more  buying.  We  do 
just  the  opposite.  We  want  to  send 
them  all  a  thank-you  note." 

So  Druckenmiller  is  a  winner.  But 
how  about  the  concept — the  notion  of 
using  hedges  so  you  make  money  in 
good  markets  and  bad? 

Four  other  funds  were  cited  in  the 
Feb.  9  article  on  hedging  strategies. 
One  of  them  has  done  passably  well, 
the  closed-end  Zweig  Fund.  The 
fund's  aim  was  to  use  puts  and  other 
defensive  vehicles  so  it  could  make 
money  in  bear  markets,  too.  The  fund 
didn't  accomplish  that  in  October — it 
iiiBemsrein  l°st  13.5%,  against  the  mar- 
ket's 21.6% — but  manager 
Martin  Zweig's  bearish 
stance  helped  the  fund  to  an 
8.7%  gain  for  the  year  ended 
Oct.  31. 

And  the  other  three?  One, 
the  Prudential-Bache  Option 
Growth  Fund,  is  up  2.5% 
over  the  past  year,  once 
again  behind  the  market. 
Oppenheimer  Capital's 
Quest  for  Value  Fund  was,  a 
year  ago,  trumpeting  its 
newly  won  authorization  to 
employ  "dynamic  hedg- 
ing"— portfolio  insurance,  in 

  other    words.    Back  then, 

such  language  was  a  promotional 
tool.  As  for  results,  Quest  for  Value 
was  off  21.4%  in  October,  in  line 
with  the  market  (but  ahead  of  the 
o-t-c  market,  in  which  it  invests 
heavily).  Over  the  past  year  it  is  off 
4.1%,  well  behind  the  S&P. 

The  last  of  the  funds  cited  in  the 
earlier  article  was  Dreyfus  Strategic 
Income,  whose  stated  objective  is  to 
use  hedges  to  "enhance  income  and 
limit  risk."  It  has  indeed  delivered  a 
fat  yield  (currently,  9.2%),  for  what 
that  is  worth.  But  capital  has  eroded. 
Lipper  Analytical  Services  puts  the 
fund's  total  return  over  the  past  year 
at  0.9%,  in  line  with  the  1.1%  average 
for  the  fund's  peer  group. 

All  of  which  leaves  sophisticated 
trading  strategies  less  than  fully  vin- 
dicated. If  your  fund  manager  is  as 
brilliant — or  as  lucky — as  Stanley 
Druckenmiller  has  been  lately,  there 
is  nothing  wrong  with  hedging.  But  if 
you  are  unwilling  to  bet  on  luck  or 
extraordinary  skill,  stick  with  an  old- 
fashioned  fund.  ■ 


ORBES,  NOVEMBER  30,  1987 


185 


ADVERTISEMENT  1 


1987  Forbes  Fall  Annual  Report  Advertising  Section. 

The  companies  whose  advertising  appears  on  the  following  pages  want  you  to  know  more  aboui 
their  investment  potential  by  making  their  annual  reports  available  FREE  to  Forbes'  readers 
You  are  under  no  obligation.  Simply  circle  the  numbers  of  the  companies  that  interest  you  or 
the  postpaid  reply  cards  provided.  Forbes  will  forward  your  requests  directly  to  the  companies 
and  they  will  send  their  reports.  Please  allow  a  few  weeks  time  for  processing. 


ABM  Gold  Corp. 

ABM  Gold  Corp.  explores,  develops  and 
operates  several  major  gold  projects  in 
California's  famous  "Mother  Lode  Gold 
Belt".  Accelerated  gold  production  will 
rank  ABM  Gold  Corp.  in  the  top  10%  of 
North  American  Gold  producers  next  year. 
Over  6.5  million  ounces  of  gold  are  con- 
trolled by  ABM  through  its  four  subsidiary 
gold-  companies.  ABM  Gold  Corp.'s  cor- 
porate goal  is  to  produce  between  400,000- 
500,000  ounces  of  gold  by  1990. 


ABM  Gold  Corp.  trades  on  AMEX  •  AGO. 


Amre,  Inc. 

Amre,  Inc.  is  the  country's  largest  direc 
consumer  response  marketer  of  exteri 
home  improvements.  Fiscal  1987  sales  we 
up  93%,  to  $78  million,  net  income  i: 
creased  224%,  to  $3.4  million,  or  .43  cen 
per  share.  Amre  operates  through  licen: 
agreements  with  Sears,  Roebuck  &  Cc 
and  currently  has  34  offices  covering  a 
or  part  of  35  states  and  plans  to  open  £ 
additional  14  to  16  by  the  end  of  fisc 
1987. 
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Alpha  Solarco  Inc. 

Alpha  Solarco  Inc.  and  Solectnc  Corp. 
manufacture  MSEPG  (Modular  Solar- 
Electric  Photovoltaic  Power  Generator) 
which  cost  effectively  produces  electricity 
from  the  inexhaustible,  safe  and  non-pol- 
luting solar  energy,  directly,  without  any 
interim  steps.  The  MSEPG  are  used  by 
utilities,  and  for  desalination,  agriculture, 
remote  sites,  military,  etc.  Year  end  31  May. 
The  company  has  recently  signed  two  ex- 
clusive contracts  to  develop  two  70m We 
power  plants  valued  at  $350  million.  600 


VINE  ST.,  SUITE  608,  CINCINNATI,  OHIO  45202. 


Amwest  Insurance 
Group,  Inc. 

Amwest  is  a  highly  successful  underwnt 
of  specialty  surety  bonds.  We  are  licensi 
in  31  states,  operating  through  24  branch< 
We  offer  a  wide  variety  of  surety  bond 
focusing  on  the  specialty  segment  of  tl 
market.  Amwest  provides  bonds  for  peop 
who  do  not  meet  "standard"  underwntn 
requirements.  Amwest  is  the  largest  sp 
cialty  surety  company  in  California. 
1986,  5,400  agents  placed  bonds  wii 
Amwest.  (AMEX:AMW) 


Amgen  Inc. 


Amgen  Inc.,  is  a  major  biotechnology 
company  which  is  pioneering  the  devel- 
opment of  novel  and  innovative  products 
based  on  advances  in  recombinant  DNA 
and  molecular  biology  for  the  human  health 
care,  animal  health  care  and  specialty 
chemical  markets  Revenues  for  the  year 
ending  March  31,  1987  were  534,722,000, 
an  increase  of  49%  over  the  prior  year.  The 
company  presently  leads  the  biotechnology 
industry  with  six  products  currently  in 
human  clinical  testing. 
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Audiovox  Corporation 

Audiovox  Corporation  markets  and  suppli 
a  diverse  line  of  automobile  aftermark 
products,  including  cellular  telephone 
automotive  sound  equipment  and  aut 
mobile  accessories.  A  127%  increase 
sales  of  cellular  telephone  products  fro 
1985  to  1986  resulted  in  record  earnin 
of  3,453,000  or  $.51  a  share  and  total  sal 
of  203,832,000  for  1986.  This  year  promis 
to  continue  Audiovox 's  record  breakii 
trend.  Audiovox  successfully  completed  l 
Initial  Public  Offering  of  2,525,000  con 
mon  shares  on  May  29,  1987. 
AMEX:VOX. 
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Audrey  Resources  Inc. 

Audrey  Resources  Inc.  is  a  Canadian  min- 
ing producer  of  gold,  copper,  zinc  and  silver 
by  its  Mobrun  Mine.  It  is  also  active  in 
exploration,  alone  or  with  major  partners 
as  Noranda  Exploration  or  Minnova.  A  fast 
growing  company,  it  is  evaluating  new 
projects  or  acquisition  of  near  term 
producers. 


Chyron  Corporation 

Chyron  Corporation  (NYSE:CHY)  designs, 
manufactures  and  markets  digital  elec- 
tronic graphics  equipment  and  systems, 
computer-assisted  videotape,  film  and  au- 
dio editing  systems  and  digital  effects 
equipment  for  broadcast  television,  cable, 
video  production,  post-production  and  in- 
dustrial markets. 

Fiscal  87  Highlights:  Sales  mcreased  18% 
to  $42.2  million;  operating  income  in- 
creased 109%  to  $4.6  million;  net  income 
increased  22%  to  $2.8  million. 
Chyron — "The  Company  the  Whole  World  Watches" 
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Avino  Mines  & 
Resources  Ltd. 

Avino  Mines  and  Resources  Ltd.  is  an  in- 
ternational resource  company  producing 
silver,  gold,  copper  and  lead.  The. company 
owns  49%  of  the  shares  of  Cia  Minera 
Mexicana  de  Avino  S.A.  de  C.V.,  operator 
of  Avino  silver  and  gold  mine  near  Durango, 
Mexico.  Avino  also  holds  gold  properties 
in  British  Columbia.  Avino  is  a  publicly 
traded  company  listed  on  the  U.S.  NAS- 
DAQ system  and  the  Vancouver  Stock 
Exchange. 
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City  Resources  (Canada) 
Limited 

Recoverable  reserves  at  City  (Canada)'s 
Graham  Island  gold  project  are  now  1.5 
million  ounces  and  final  feasibility  is  due 
before  year  end.  Production  start  at  what 
will  be  one  of  North  America's  top  12  pro- 
ducing mines:  early  1989.  Initial  estimated 
annual  yield:  180,000  gold  ounces.  Direct 
cash  cost:  less  than  U.S.  $200/ounce.  The 
City  Group  is  one  of  the  most  active  in 
Pacific  Rim  gold  production.  City  (Canada) 
trades  on  the  VSE  (CIZ)  and  NASDAQ 
NMS  (CCIMF). 
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Birmingham  Steel 
Corporation 

Pursuing  an  aggressive  strategy  of  acquir- 
ing, restructuring  and  renovating  under- 
valued steel-producing  assets,  Birmingham 
Steel  Corporation  has  become  the  nation's 
fastest  growing  steel  company.  Since  1984, 
it  has  acquired  six  mini-mills,  strategically 
located  across  the  U.S.,  with  capacity  to 
produce  1.2  million  tons  of  steel.  In  1987, 
net  income  rose  49%  to  $11.7  million  on 
a  44%  increase  in  sales  to  $218.0  million. 
NASDAQ  Symbol:  BSTL. 


Coach  Investments.  Inc. 


Coach  Investments,  Inc. 

Coach  Investments,  Inc.,  the  parent  of  In- 
ternational Stamp  Exchange  Corp.,  is  a 
forerunner  in  extending  services  to  the 
20,000,000  stamp  collectors  in  the  U.S. 
Developer  of  the  database  of  price  listings, 
source  for  rare  stamps  and  creator  of  the 
ISEC  index.  Coach  sold  the  2c  "Lady 
McGill"  for  $1,100,000  on  September  30, 
1987 — the  highest  price  ever  paid  for  a 
single  postage  stamp. 
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Chelsea  Resources  Ltd. 

In  less  than  a  year  Chelsea  Resources,  an 
aggressive  Canadian  gold  producer  has 
brought  the  Spotted  Horse  Mine  in  Central 
Montana  into  production.  Yielding  ore  with 
gold  values  over  one  ounce  per  ton  and 
substantial  silver  content,  Chelsea  is  one 
of  North  America's  lowest  cost  producers. 

Exploration  is  about  to  begin  on  a  large 
scale  open  pit  prospect  on  an  adjacent 
property.  Chelsea  Resources  is  traded  on 
the  Vancouver  Stock  Exchange  under  the 
symbol  CHD. 
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Coral  Energy 
Corporation 

Coral  Energy  Corporation  explores  and  de- 
velops gold  properties  in  western  North 
America.  The  Company  holds  a  100%  in- 
terest in  the  Robertson  Project,  an  open- 
pit,  heap  leach  gold  property  under  devel- 
opment on  Nevada's  Battle  Mountain  gold 
belt.  Five  new  properties  were  acquired  on 
the  Battle  Mountain  and  Carlin  gold  belts 
in  1987.  Coral  trades  on  NASDAQ  and  the 
Vancouver  Stock  Exchange. 
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CP  National  Corporation 

CP  National  Corporation  is  a  San  Francisco 
based  diversified  communications  and  en- 
ergy services  company  combining  the 
strength  and  stability  of  an  established 
telephone  and  energy  utility  company  with 
the  growth  potential  of  a  rising  electronics 
manufacturing,  energy  services  and  in- 
vestment company  NYSE:CP  Ntl. 
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Dycom  Industries,  Inc. 

Dycom  Industries,  Inc.,  a  leading  telecom- 
munications and  utility  service  company 
specializing  in  fiber  optic  maintenance  and 
utility  locating,  had  a  65%  increase  in 
revenues  and  a  74%  increase  in  net  income 
in  1986.  Dycom's  continued  expansion  into 
utility  service  and  the  development  of  new 
fiber  optic  industries  underlies  the  com- 
pany's growth  philosophy.  Dycom  is  head- 
quartered in  West  Palm  Beach,  Florida  with 
eight  offices  nationwide  serving  thirty-four 
states. 
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Forum  Reinsurance 
Company 


"The  Specialist  Financial  Insu 
ance  Products  Company". 

Forum  Re.  a  Bermuda-domicile 
insurance  company,  specializes  i 
financial  insurance  products  fi 
both  insureds  and  insurers. 

Products  are  individually  ta 
lored  for  clients  to  ensure  opt 
mum  fiscal,  regulatory  ar 
presentational  needs.  For  maji 
U.S.  corporations  Forum  Re.  offe 
innovative  solutions  to  the  prol 
lems  of  large  Self  Insured  Retei 
tions  and  Reserves. 

Forum  Re.  and  its  pnncipa 
through  their  publicly  held  affil 
ate,  The  Veta  Grande  Companie 
Inc.  (NASDAQ  symbol:  VGC 
have  formed  Forum  America,  Inc.  which  has  acquired  the  U.S.  proper 
and  casualty  insurance  interests  of  Forum  Re.  It  is  anticipated  th 
the  U.S.  interests  operating  under  the  Forum  style  and  name  will  1 
significantly  expanded. 

"STRATEGIES  FOR  FINANCIAL  LEVERAGE" 


Forum 
Reinsurance 
Company 
Limited 


Report  and  Accounts 
January  15,  1987 


Entertainment 
Market  Incj, 


1987 

Annual  Report 


Entertainment 
Marketing,  Inc. 


Why  is  Entertainment  Marketing  one  of 
the  best  growth  companies  in  the  U.S.? 

FY85    FY86  FY87 
Sales  (000)  7,970  21,342  87,800 

Net  Income  (000)  100  747  3,236 
EPS  .02      .11  .30 

In  wholesale,  we  are  the  leading  low- 
cost  distributor  of  consumer  electronics 
and  computer  products,  leading  the  way 
in  the  service  business  of  the  1990s.  In 
retail,  our  Consumer  Discount  Network 
(CDN),  with  K  Mart  Corporation  as  partner,  is  one  year  old... and 
already  the  fourth  largest  home  shopping  service  in  the  country. 

In  plain  language,  we  succeed  because  we  keep  our  costs  17 
low  and  set  our  sights  high — in  the  thriving  business  of  distribution. 


Glamis  Gold  Ltd. 

Glamis  is  a  low-cost  gold  producer  and 
recognized  leader  in  the  "heap  leacr 
method  of  gold  extraction.  Glamis  has  si 
nificantly  increased  proven  ore  reserv 
during  the  year  through  exploration  drillii 
and  the  acquisition  of  two  new  mine 
Current  mineable  reserves  total  one  m: 
lion  ounces  of  gold.  With  the  startup 
three  new  mines  underway,  current  annu 
production  of  twenty  seven  thousar 
ounces  is  scheduled  to  triple  in  the  ne 
three  years. 


First  NH  Banks,  Inc. 

1986  proved  to  be  another  record  year  for 
First  NH  Banks,  Inc.,  New  Hampshire's 
iding  banking  organization  (OTC-FINH). 
Net  Income  increased  47  percent  to 
$23,947,000.  Total  Assets  increased  28.8 
percent  to  $1.9  billion,  and  Total  Deposits 
increased  29.4  percent  to  $1.6  billion.  Re- 
turn on  Average  Assets  in  1986  was  1.41 
percent,  and  Return  on  Average  Equity  was 
20  percent. 


GLENFED,  Inc. 

Glenfed,  Inc.,  with  assets  of  nearly  $ 
Billion,  is  a  diversified  financial  and  re 
estate  services  corporation.  It  is  the  parei 
company  of  Glendale  Federal  Savings  ar 
Loan  Association,  the  nation's  fifth  large 
savings  and  loan,  with  176  branch  offio 
in  California  and  Florida.  Glendale  Feder 
also  operates  subsidiaries  in  11  states  ei 
gaged  in  commercial  lending,  mortgaj 
banking,  title  and  general  insurance  ageni 
activities,  real  estate  investment  and  d 
velopment,  and  discount  secuntii 
brokerage. 
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ADVERTISEMENT  4 


Granges  Exploration  Ltd. 

Granges  (GXL)  is  a  Canadian  gold  mining 
company  currently  managing  over  80 
mineral  exploration  projects  in  Canada  and 
the  United  States.  Gold  production  is  pro- 
jected at  35,000  ounces  in  1987  and  100,000 
ounces  in  1988.  The  1987  exploration  budget 
is  Cdn.  $14,000,000  and  will  focus  on  gold. 

At  June  30,  1987,  GXL  had  17.1  million 
shares  issued  and  outstanding;  20.2  million 
fully  diluted.  GXL  is  listed  on  The  Amer- 
ican Stock  Exchange,  The  Toronto  Stock 
Exchange  and  The  Stock  Exchange, 
London. 
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Interaction 
Resources  Ltd. 


Interaction  Resources 
Ltd. 

Interaction  (VSE:  INR)  has  extensive  North 
American  precious  metals  properties  and 
income  producing  oil  and  gas  wells.  Cur- 
rent activities:  drilling  of  a  high  gold  po- 
tential target  in  Nevada's  Battle  Mountain 
Mining  District  and  at  Utah's  Mineral 
Mountain;  additional  drilling  at  Fireball 
Ridge,  Nevada;  two  new  British  Columbia 
property  stakings;  and  completion  of  sam- 
pling programs  at  Pine  Mountain  and  Cu- 
prite, Nevada. 
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Grow  Group,  Inc. 

Grow  Group,  Inc.,  a  leading  producer  of 
specialty  chemical  coatings,  paints  and 
private  label  household  products,  phar- 
maceuticals, health  and  beauty  aids,  re- 
ported revenues  for  fiscal  1987  of  $502 
million  horn  continuing  operations.  Grow 
is  in  the  process  of  redeploying  its  assets 
to  maximize  profits,  improve  its  debt  to 
equity  ratio  and  enhance  stockholders 
value.  In  January  1987,  Grow  paid  its  21st 
stock  dividend  and,  in  July,  its  93rd  con- 
secutive quarterly  cash  dividend. 
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Intertrans  Corporation 

INTERTRANS  CORPORATION  is  an  in- 
ternational height  forwarder  and  customs 
broker. 

Anticipated  FY87  revenues  of  $  100mm  + 
and  $2. 8mm  net  reflect  compound  growth 
that  has  exceeded  20%  each  year  since 
founding  in  1980.  Having  no  debt,  share- 
holder equity  exceeds  $1 7.3mm. 

Intertrans  recently  announced  the  ac- 
quisition of  LUSK  Shipping  Co.,  a  major 
ocean  forwarder,  bringing  total  offices  to 
32  in  the  USA,  10  overseas,  500+  em- 
ployees. (ITRNOTC) 


27 


Hailey  Energy 
Corporation 

Hailey  Energy  plans  to  spud  the  first  ex- 
ploratory well  on  its  virgin  6.6  million 
acre  group  of  oil  concessions  in  the  Ero- 
manga  Basin,  where  Australia's  hottest 
onshore  oil  play  is  undeiway  and  wells 
i  •  with  initial  potentials  in  excess  of  1,500 

BOPD  continue  to  be  brought  in.  Hailey 
owns  small  interest  under  47,992,000  ad- 
ditional acres  in  Australia,  including  areas 
where  successful  drilling  is  in  progress. 
Domestically,  Hailey  operates  36  wells  in 
,  Oklahoma  and  Kentucky  and  owns  a  gas  gathering  system  in 
icky.  NASDAQ  Symbol:  HECC. 
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J. P.  Industries,  Inc. 

J.P.  Industries  is  an  entreprenuerial  growth 
company  founded  in  1979  to  acquire,  de- 
velop and  manage  underperforming  durable 
goods  manufacturers.  The  company  has 
achieved  nine  consecutive  years  of  record 
sales  and  earnings  through  internal  ex- 
pansion and  selected  acquisitions  of 
transportation  components  and  plumbing 
products  manufacturers.  Fiscal  net  income 
increased  37  per  cent  to  $14.8  million,  or 
$1.32  per  share,  compared  to  $10.8  million 
or  $1.08  last  year.  Sales  over  the  year 
climbed  65  percent  to  $386.5  million. 
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Healthdyne,  Inc. 

Healthdyne  is  a  provider  of  high-technology 
home  health  care  services,  including  in- 
fusion and  other  therapies  through  70 
branch  operations  nationwide. 

Healthdyne  recently  entered  the  emerg- 
ing home  pregnancy  monitoring  market, 
which  addresses  one  of  the  country's  largest 
health  care  problems — premature  birth. 
The  Healthdyne  program,  developed  around 
proprietary  software  systems,  is  designed 
to  assist  the  obstetrician  in  managing  a 
high  risk  pregnancy  toward  a  more  suc- 


is  traded  Over-The-Counter  under  the  symbol 


ft 


Lakewood 
Forest  l'rodtiets 
Ltd. 


Lakewood  Forest 
Products  Ltd. 
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Lakewood  manufactures  and  markets  high- 
quality  disposable  chopsticks,  primarily 
to  the  rapidly  expanding  Japanese  market 
currently  estimated  at  20  billion  pairs  an- 
nually. Superior  technology  at  the  Min- 
nesota corporation's  fully  automated  plant, 
and  abundant  supply  of  local  aspen  logs 
result  in  very  competitive  costs  and  high 
production  capacity  (158  million  pairs  of 
chopsticks  per  month).  As  demand  in  other 
Pacific  Rim  countries  grows,  Lakewood 
plans  to  increase  market  penetration  in  the  region  as  well  as  to  develop 
North  American  and  European  markets. 
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Levon  Resources  Ltd. 

Levon  Resources  Ltd.  is  an  exploration 
company  that  develops  gold  properties  in 
North  America.  Two  projects  are  in  ad- 
vanced stages  of  development  that  may  be 
approaching  production,  backed  by  more 
than  C$4.0  million  in  working  capital. 
Levon  is  a  publicly  traded  company  listed 
on  the  Tornoto  Stock  Exchange,  the  U.S. 
NASDAQ  system  and  the  Vancouver  Stock 
Exchange. 
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Loctite  Corporation 

Loctite  Corporation,  a  worldwide,  market- 
driven  specialty  chemical  company,  ranks 
among  the  leading  suppliers  of  proprietary 
high-performance  adhesives,  sealants, 
coatings,  specialized  brand-name  chemi- 
cals, and  electroluminescent  lamps  and 
lighting  systems.  Principal  markets  include 
industrial  and  electronics  manufacturing 
and  repair,  specialized  medical,  professional 
automotive  maintenance,  and  the  home 
and  automotive  do-it-yourself  field. 
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Masco  Corporation 


"A  Unique  Consumer  Produt 
Growth  Company" 

MASCO  CORPORATION, 
UNIQUE  GROWTH  COMPAI* 
with  leadership  market  positioi 
has  reported  30  CONSECUTI1 
YEARS  OF  EARNINGS  L 
CREASES.  Sales  and  earnir 
during  this  period  have  increas 
at  average  annual  compound  ra 
of  approximately  20  percent. 

Masco  manufactures  Buildi 
and  Home  Improvement  Produi 
and  Home  Furnishings  and  Otl 
Specialty  Consumer  Products. 

Send  for  our  Annual  Report 
learn  why,  we  believe,  Masc 
earnings  will  continue  to  grow 
an  average  annual  rate  of  15  to  20  percent  annually  over  the  next  f 
years,  with  our  sales  in  1991  approaching  or  exceeding  $3  billion. 


Mail  Boxes  Etc. 

Mail  Boxes  Etc.  is  the  nation's  largest 
franchisor  of  neighborhood  postal  and 
business  service  centers.  Total  revenues 
increased  2.4  million  or  106%  over  the 
prior  year.  Net  income  increased  by 
$645,000  or  242% .  Earnings  per  share  in- 
creased by  241%  in  1986  compared  to  fiscal 
year  1985.  The  company's  strong  financial 
condition,  reflecting  its  growth  record  and 
future  plans,  are  detailed  in  its  1987  Annual 
Report.  NASDAQ:  MAIL 
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Mikado  Resources  Ltd. 

Bullish  on  gold  and  silver?  MIKADO  RE- 
SOURCES LTD.  is  developing  a  world-class 
metals  property  in  the  "Silvery  Slocan" 
area  of  British  Columbia.  Road  access  to 
over  a  dozen  high-grade  ore  occurrences. 
$50  million  in  ore  outlined.  Well  financed, 
iear  term  production. 


with  mill  in  place  f 
Send  for  complete  i 
Report  without  cc 
exciting  mining 
potential. 


Masco  Industries 


"A  Unique  Industrial  Grow 
Company 

Masco  Industries  is  a  techn< 
ogy-based  company  whose  p: 
mary  corporate  objective  is 
enhance  shareholder  value  1 
maximizing  long-term  growth 
earnings  per  share  through  t 
manufacture  and  sale  of  leadersh 
industrial  products. 

As  we  strive  to  accomplish  o 
objective  of  increasing  earnings  p 
common  share  over  the  next  fi 
years,  on  average,  at  least  20-. 
percent  annually,  we  believe  ji 
will  demonstrate  that  we  are 
unique  industrial  grow 
company. 

Masco  Industries  manufactures  custom  engineered  and  special 
products  for  commercial  and  industrial  customers. 


tion  incl.  Annual 
ibligation  on  an 
re  offering  vast 
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North  American  Metals 
Corp. 

The  Company,  in  partnership  with  Chevron 
Minerals  Ltd.,  is  developing  a  30,000  acre 
property  that  is  among  the  most  significant 
gold  mining  opportunities  in  North  Amer- 
ica. Reserves  are  estimated  at  1.8  million 
tons  with  an  average  grade  of  .32  ounces 
of  gold  per  ton.  Operating  costs  estimated 
at  $136  (US)  per  ton.  Development  is  un- 
derway; production  starts  in  1988.  Recently 
listed  on  NASDAQ  (NAMVF). 
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Quebec  Sturgeon  River 
Mines  Limited 

Listed:  TES  and  NASDAQ 

Directly  and  through  subsidiaries,  this 
group  has  expended  $60  million  in  past 
five  years  in  mine  development  projects 
and  mill  facilities,  with  1987/88  under- 
takings budgeted  at  $20  million. 

Principal  subsidiaries  include  Bachelor 
Lake  Gold  Mines  Inc.,  operating  500  tons 
per  day  gold  mine  in  Quebec  since  1982, 
and  St.  Andrew  Goldficlds  Ltd.  now  pre- 
paring gold  deposit  in  Timmins  area  of 
Ontario  for  start-up  in  late  1988  at  initial  rate  of  500  tons  and  expandable 
to  larger  capacity  for  three  additional  deposits  along  12-mile 
segment  of  Porcupine-Destor  Fault  in  joint  venture  with  Esso 
Minerals  (Imperial  Oil/EXXON). 
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O'Brien  Energy  Systems 

O'Brien  Energy  Systems  develops,  owns 
and  operates  cogeneration  and  alternative 
fuel  projects.  These  power  plants  produce 
attractively  priced  electricity  and  thermal 
energy  for  sale  under  long  term  contract 
to  large  industrial  users  and  public  utility 
companies.  A  national  leader  in  this  high 
growth  industry,  O'Brien  enjoys  a  $Va  bil- 
lion backlog  of  quality  projects  in  various 
stages  of  development.  The  annual  report 
details  the  company's  operations  and 
growth  plan. 
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Skylark  Resources  Ltd. 


Skylark  has  discovered  and  will  put  into 
production  a  high  grade  silver/gold  mine 
in  southern  British  Columbia.  This  prop- 
erty also  hosts  a  newly  discovered  high 
grade  gold  zone  now  being  explored  un- 
derground. Joint  venture  projects  include: 
(1)  60%  of  a  2,856  acres  (4  sq.  mi.)  property 
in  the  prolific  Carlin  Gold  Belt  in  Nevada, 
adjacent  to  American  Barrick  Resources 
and  near  Newmont  Mining.  (2|  an  equal 
interest  Canadian  gold  exploration  project 
with  Newmont  Mines  and  Kerr  Addison. 
(3)  the  company  is  actively  seeking  to  acquire  a  developed,  major  gold 
property. 

Contact  Frank  P.  Kelly  Ph:  (604)  687-1848 
V.S.E.  Symbol:  SKR  ^ 


Parker  Hannifin 
Corporation 

Parker  Hannifin  is  on  course  in  world  mo- 
tion-control markets.  As  detailed  in  its 
1987  Annual  Report,  Parker  had  record 
sales  and  backlog,  and  near-record  net  in- 
come. For  the  year  ended  June  30,  Parker's 
sales  were  $1.88  billion,  up  8.5  percent, 
with  net  income  $85.2  million,  off  3.4  per- 
cent, with  earnings  per  share  of  $1.88. 


Sudbury,  Inc. 
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One  of  the  leading  industrial  growth  com- 
panies, Sudbury,  Inc.  is  a  diversified  man- 
ufacturer of  high  quality  products, 
including  metal,  plastic  and  rubber  com- 
ponents and  assemblies;  lubricants;  and 
various  lines  of  equipment  marketed  under 
proprietary  brand  names.  The  company 
specializes  in  products  with  a  high  engi- 
neering and  technical  content. 

Founded  in  August  of  1983,  Sudbury's 
current  sales  are  at  an  annual  rate  of  ap- 
proximately $500  million.  Sudbury  plans 
to  continue  to  expand  through  both  internal  growth  and  carefully 
considered  acquisitions. 
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Patten  Corporation 

Patten  Corporation  has,  over  the  past  five 
years,  achieved  average  compound  annual 
growth  rates  of  107%  in  revenues  and  122% 
in  net  income. 


Sales 

(mills)  Net  Income  (mills)  EPS 

1987 

81.6 

9.4  .73 

1986 

35.0 

4.0  .44 

1985 

19.2 

.9  .15 

1984 

11.5 

.5  .08 

1983 

4.4 

.4  .07 

Television 
Entertainment 
Network 


Television  Entertainment 
Network 


ten  Corporation  is  the  largest  retail  marketer  of  undeveloped  rural 
perties  to  residents  of  metropolitan  areas.  Patten  has  offices  along 
entire  eastern  seaboard  and  extending  as  far  west  as  Montana. 
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T.E.N,  supplies  state-of-the-art  comput- 
erized cable  communications  systems  to 
the  hotel  industry.  Already  in  use  in  the 
U.S.  and  Canada  (including  installations 
in  Sheraton,  Hilton  and  Ramada  hotels), 
the  T.E.N,  system  is  expected  to  service 
50,000  rooms  throughout  North  America 
by  1989.  Guests  activate  the  computer 
through  room  telephones  and  it  responds 
through  a  voice  synthesizer.  This  innova- 
tive system  not  only  provides  entertain- 
ment options  such  as  first-run  films  on  two  channels  and  access  to 
TV  satellite  channels,  but  with  internal  message  channels  also 
acts  as  a  complete  communications  network  for  hotels. 
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Town  &  Country 


H— 

Town  &  Country  operates  two  separate 
businesses:  it  is  one  of  the  world's  largest 
international  manufacturers  and  marketers 
of  fine  jewelry,  it  also  operates  Little 
Switzerland,  the  premier  specialty  retailer 
of  luxury  products  in  Caribbean  duty  free 
ports. 

There  arc  five  subsidiaries  in  the  man- 
ufacturing division,  with  facilities  in 
Massachusetts  (headquarters),  Houston, 
Dallas,  Hong  Kong,  and  Bangkok.  Nine 
Little  Switzerland  stores,  catering  to  af- 
fluent travelers,  feature  well  known,  brand  name  jewelry,  watches, 
china  and  crystal. 
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VEBA  AG 

VEBA  is  one  of  Germany's  leading  com 
panies.  It  is  a  broadly  based  industrial  an< 
service  organization  working  in  four  majo 
areas  of  activity:  electricity  generation  am 
supply,  oil  and  gas,  chemicals,  and  tradin; 
and  transportation.  Total  external  sales  11 
1986  were  DM  40.1  billion.  Income  befon 
taxes  was  DM  1.9  billion,  and  Group  ne 
profit  rose  substantially  to  DM  1,020  mil 
lion.  Earnings  per  share  have  almost  dou 
bled  since  1983.  VEBA  has  nearly  70,001 
employees  and  some  600,000  shareholders 
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United  Cable  Television 
Corporation 

United  Cable  Television  Corporation,  the 
nation's  eighth  largest  Multiple  System 
Operator,  owns  or  manages  49  cable  tele- 
vision properties  in  17  states.  In  fiscal  year 
1987,  the  Company  continued  its  trend  of 
achieving  record  revenues,  operating  in- 
come and  subscribers.  During  the  past 
twelve  months,  consolidated  revenues 
climbed  by  14%,  operating  income  in- 
creased by  10%  and  the  number  of  basic 
cable  television  subscribers  by  7%. 
United's  common  stock  is  traded  on  the  New  York  Stock  Exchange 
under  the  symbol  UCT. 
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VenTech  Healthcare 
Corporation  Inc.  (VHC) 


VenTech  Healthcare  Corporation  Inc.  is  ai 
aggressive  newcomer  as  the  parent  com 
pany  of  several  long-established  healthcan 
product  manufacturing  and  distributinj 
operations  across  Canada.  Its  chief  asse 
is  wholly  owned  Abbey  Medical,  Inc.  th< 
fourth  largest  producer  and  distributor  o 
healthcare  products  in  the  United  States 
Abbey's  national  network  includes  a  61 
outlet  retail  chain.  VenTech's  1988  profi 
forecast  is  $6.6-milhon  on  $181-million  ii 
sales.  It  is  also  making  arrangements  with  microbiological  and  othe 
kinds  of  research  laboratories  for  the  exclusive  right  to  market 


their  products  globally. 
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United  Jersey  Banks 

United  Jersey  Banks  is  a  regional  bank 
holding  company  providing  a  wide  range 
of  financial  services  to  consumers,  busi- 
nesses, governments  and  financial  insti- 
tutions. Thriving  in  one  of  the  nation's 
top  markets,  United  Jersey  has  grown  to 
an  organization  with  over  $8.0  billion  in 
assets  and  almost  200  offices  throughout 
New  Jersey.  Its  financial  trends  remain  ex- 
cellent, with  a  five  year  compound  growth 
rate  in  net  income  of  over  22  percent. 


46 


WCN  Investment  Corp. 


World  ComNet  markets  computer-assistei 
data  communications  services  to  trave 
agencies,  tour  operators,  and  the  provider 
of  transportation,  lodging  and  recreatioi 
facilities.  The  Company  provides  auto 
mated  global  information  services  linkin; 
suppliers  of  travel  enhancement  services 
air  carriers  and  travel  agents.  The  systen 
combines  World  ComNet's  unique  softwar 
with  existing  computer  and  telecom 
munications  networks  to  facilitate  tou 
booking  and  reduce  seat  spoilage.  Thi 
Company  is  positioning  itself  to  be  a  significant  supplier  in  the  world 
wide  travel  industry,  estimated  at  $300  billion  annually.  WCN  In 
vestment  Corp.,  a  major  investor  in  World  ComNet,  trades  on 
the  Vancouver  Stock  Exchange  (Trading  Symbol:  WCI.V). 
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U.S.  Precious  Metals,  Inc. 


H.  U.S.  Precious  Metals,  Inc.  (USPMF-NAS- 
;      DAQ)  has  significant  interests  in  three 
i  gold  mining  properties  whose  combined 
H  reserves  exceed  1,200,000  ounces  of  gold. 
Ill      The  Zaca  Mine,  in  which  U.S.  Precious 
■h  Metals  has  an  interest  through  California 
.  :     ,,;  ;'         ..  nmt-venture 

^SmjwMfel-'jL  ' -    '  '  '  *  '-peci.-d  to  be  in 

1  ^  ;  I  he 
l  ■  1  1 1  ml, 

IPPsBW^p. (tfi^j^Xj  s:v  dl  issetl  [production 

decision  by  i'>S9. 
Combined  production  from  the  i         iptrties  is  expected  to  exceed 
100,000  ounces  of  gold  annualiv. 
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Westley  Mines  Limited 

Westley  Mines  Limited  is  a  gold  exploratior 
and  development  company  with  interest; 
in  more  than  30  high  quality  propertie: 
in  the  western  U.S.  Fourteen  properties 
will  be  drilled  this  year.  Two  drill  program; 
are  underway;  the  others  are  about  to  begin 
Funding  for  these  projects  is  provided  b\ 
Westley's  joint  venture  partners,  including 
four  major  U.S.  mining  companies.  This 
joint  venture  approach  enables  Westley  tc 
explore  a  large  number  of  projects,  whik 
limiting  down-side  risk. 
(TSE/VSE:  WYT). 
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How  many  four-year-old  Buicks  are  there 
n  Topeka,  or  eight-year-old  Fords  in  Cul- 
)er  City?  Genuine  Parts  Co.  makes  a  nice 
mck  out  of  knowing  the  answers. 

Grease  monkey's 
dream 


By  Kerry  Hannon 


Iarry  Prince  has  some  peculiar 
-passions.  Nasty  winters,  for  ex- 
■  ample.  Also  blown  head-gas- 
:ets,  dying  carburetors  and  eight- 
ear-old  cars  in  general.  At  48,  Larry 
'rince  is  president  of  Atlanta-based 
Genuine  Parts  Co.  (1986  revenues, 
2.4  billion),  the  country's  largest 
uto  replacement  parts  wholesaler. 
They  say  it's  going  to  be  a  bad  win- 
er,"  he  observes  in  his  Georgia  drawl. 
And  that's  good  news." 
Bad  weather  beats  up  cars, 
diich  means  they  need  new 
arts,  which  means  more  busi- 
tess  for  Prince's  far-flung  en- 
erprise.  Likewise,  the  fact  that 
he  people  are  holding  on  to 
heir  cars  longer  (an  average  of 
ight  years,  vs.  seven  in  1982) 
nd  are  driving  them  more, 
rhe  average  passenger  car  trav- 
led  9,200  miles  in  1986,  up 
%  from  1985. 

From  bolts  and  bearings  to 
loses  and  manifolds  and  shock 
bsorbers,  59-year-old  Genuine 
'arts  carries  them  all.  These 
nclude  more  than  100,000  dif- 
erent  items,  distributed  under 
he  NAPA  Auto  Parts  trade- 
nark,  that  are  complete  re- 
ilacements  for  virtually  every 
nake  and  model  of  car  on  the 
oad.  More  than  that,  its  61 
listribution  centers  nationwide 
;uarantee  overnight  delivery  of 
ny  part  to  Genuine  Parts' 
nore  than  6,000  jobbers,  gas 
tations,  auto  parts  stores  and 
ndependent  mechanics  scat- 
ered  across  America. 

Over  the  last  six  years  while 
ompetitors  in  the  highly  frag- 
nented,  $68  billion  (retail  esti- 
nate)  automotive  parts  game 


sputtered,  Genuine  Parts  roared  on. 
It  boosted  its  dividend  each  year,  lift- 
ed sales  by  33%  and  earnings  by 
36%.  Other  pluses  include:  consis- 
tent management  (both  Prince  and 
Chairman  Wilton  Looney,  67,  have 
never  worked  for  any  other  firm)  and 
a  strong  balance  sheet  (the  company 
has  $125  million  in  cash  and  minus- 
cule debt).  This  year  revenues  should 
reach  $2.6  billion,  up  8%  from  1986, 
and  earnings  are  expected  to  be  up 
20%  in  the  same  period.  Perhaps 
that's  why,  despite  the  October  mar- 


Kob  V-Kon  I'icturc 


Genuine  Parts  Co.  President  Larry  Prince 
The  right  parts  in  the  right  places. 


ket  crash,  its  stock,  trading  at  around 
34  on  the  NYSE,  is  nudging  a  rela- 
tively fat  multiple  of  18  times  esti- 
mated earnings. 

Genuine  Parts'  secret  is  service,  and 
not  just  overnight  parts  delivery.  The 
company  pours  continually  updated 
market  research  into  its  vast  comput- 
er inventory  system.  On  any  given 
day,  then,  it  can  tell  any  given  dealer 
how  many  new  and  used  Chevys, 
Buicks  and  Subarus  are  in  his  service 
area,  and,  therefore,  how  many  re- 
placement parts  he  is  likely  to  need 
for  each  model.  Just  as  important, 
Genuine  Parts  shows  its  people  how 
to  run  their  businesses  better.  It  offers 
its  dealers  a  wide  range  of  manage- 
ment, marketing  and  accounting 
training. 

Over  the  last  five  years,  too,  the 
company  has  steadily  developed  a 
strong  brand  identity  for  its  products 
and  has  redesigned  many  of  its  stores. 
The  automotive  parts,  manufactured 
by  companies  like  Gates  Rubber  and 
Tenneco,  are  mainly  sold  under  the 
NAPA  brand  (which  stands  for  the 
National  Automotive  Parts  Associa- 
tion). NAPA  is  actually  a  marketing 
organization  that  predates  the  compa- 
ny, but  through  acquisitions  and  new 
outlets,  the  Genuine  Parts  jobbers 
now  compose  about  90%  of  NAPA's 
membership. 

Last  year  the  firm  began 
upgrading  the  brand  in  earnest 
as  a  marketing  tool.  The  498 
company-owned  stores,  and  a 
majority  of  the  jobbers,  are 
sprucing  up  with  brighter  light- 
ing, redesigned  sales  floors  and  a 
new  royal-blue-and-canary-yel- 
low  color  scheme  that  empha- 
sizes the  NAPA  Auto  Parts 
logo.  One  hundred  company- 
owned  retail  outlets  will  open 
this  year  and  another  100  stores 
are  scheduled  to  open  next  year. 

In  its  determination  not  to 
miss  a  trick,  the  company  has 
even  started  servicing  competi- 
tors like  Montgomery  Ward, 
Sears,  Midas  and  the  Pep  Boys, 
which  need  emergency  replace- 
ment parts  service.  "We  can't 
afford  to  move  into  the  future 
with  a  narrow  shot,"  says 
Prince. 

What  could  go  wrong?  Mild 
winters  perhaps,  or  an  upturn  in 
the  economy,  which  would 
push  more  buyers  into  new  cars. 
The  weather  we  don't  know 
about.  But  the  economy?  From 
here,  it  looks  like  Larry  Prince  is 
going  to  have  it  pretty  good  for 
the  next  couple  of  years.  At 
least.  ■ 
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Corporate  Finance  and  the 

Deutsche  Bank  Group.  Resources  that 

get  the  job  done. 


It  means  employing,  or  creating, 
the  most  efficient  financing  instru- 
ment. It  requires  direct  placement 
capability  in  every  important  cur- 
rency, as  well  as  a  worldwide 
network  that  can  distribute  even 
the  largest  issues.  Finally,  it 
demands  a  demonstrated  com- 
mitment to  maintaining  a  liquid 
and  price-competitive  secondary 
market. 

The  Deutsche  Bank  Group  is  a 
world  leader  in  corporate  finance. 


because  time  and  time  again,  we 
apply  whatever  resources  we 
need  to  get  the  job  done.  In  fact, 
last  year  our  clients  relied  on  us  to 
lead-manage  euroissues  valued  at 
over  US  $  12  billion. 

For  corporate  finance,  as  well  as 
other  investment  and  commercial 
banking  services,  consider  using 
the  resources  of  one  of  the  world's 
leading  banks. 

Contact  the  Deutsche  Bank 
Group  office  nearest  you. 


Deutsche  Bank 


Deutsche  Bank  Capital  Corporation 
(Investment  Banking) 
40  Wall  Street.  New  York.  NY  10005 
Tel.:  (212)  612-06  00 


Deutsche  Bank  AG 

New  York  Branch  (Commercial  Banking) 

9  West  57th  Street.  New  York.  NY  10019-2799 

Tel.:  (212)  940-80  00 


u_  

Marketing 

Edited  by  Jeffrey  A.  Trachtenberg 

Just  five  years  ago,  Rayovac  Corp.  looked 
as  dead  as  the  old-fashioned  goods  it 
made.  New  products  and  some  canny  cos- 
metic touches  have  proved . . . 


Electrifying 


By  Steve  Weiner 

Rayovac  Corp.,  the  81 -year-old 
Madison,  Wis.  battery  and 
flashlight  maker,  resembled 
nothing  so  much  as  a  flat  D  cell  back 
in  1982. 

With  declining  sales  of  about  $175 
million,  Rayovac — then  a  subsidiary 
of  Inco  Ltd.,  the  Canadian  mining  out- 
fit— was  losing  $20  million  a  year  on 
an  odd-lot  mix  of  aging  products  sold 
in  1950s- vintage  packaging.  Longtime 
major  accounts  had  dropped  the  line. 
Its  battery  market  share,  a  lofty  35% 
in  the  1950s,  had  drained  to  6%  or  so, 


largely  because  Rayovac  foolishly 
failed  to  charge  into  the  market  for 
alkaline  batteries,  which  quickly  be- 
came the  industry  standard.  Things 
were  so  bad  that  the  drugstore  in  the 
company's  headquarters  refused  to 
stock  Rayovac  products. 

Lights  out?  Should  have  been.  But 
Rayovac  proved  to  be  rechargeable 
with  a  rich  mix  of  new  products,  new 
packaging  and  peppy  marketing 
touches  that  smack  of  toothpaste, 
hair  coloring  and  cosmetics.  No  sur- 
prise: The  new  chairman  and  his  vice 
chairman  wife,  Thomas  and  Judith 
Pyle,  came  to  Rayovac  after  selling 


toiletries,  sewing  patterns,  makeup, 
wigs  and  toilet  paper  for  the  likes  of 
Procter  &  Gamble,  Revlon,  Clairol 
and  Estee  Lauder. 

Must  have  been  good  training.  With 
sales  now  of  about  $270  million  a  year, 
up  some  14%  from  a  year  ago,  Tom 
Pyle  says,  Rayovac  generates  "eight- 
digit"  operating  profits.  It  holds  about 
12%  of  the  $2.5  billion  U.S.  retail 
battery  market.  Rayovac  "Smart 
Pack"  packages,  holding  six  or  eight 
batteries  instead  of  the  usual  two,  have 
helped  boost  sales  25%  at  stores  that 
stock  them.  And  new  products  like  the 
Luma  2  flashlight — a  sleek  model 
combining  a  superbright  krypton  light 
with  a  lithium-powered,  extremely 
long-lasting  backup  bulb — are  again 
winning  Rayovac  shelf  space  at  na- 
tional and  regional  discounters  such  as 
K  mart  and  Caldor. 

Rayovac's  marketing  resonates 
with  two  uncomplicated  yet  powerful 
themes.  First,  with  limited  distribu- 
tion and  advertising,  Rayovac  prac- 
tices what  Judy  Pyle,  44,  calls  "niche- 
manship."  Every  product,  especially 
the  new  ones,  must  incorporate  fea- 
tures, designs  and  prices  focused 
tightly  on  a  specific  group  of  custom- 
ers, not  the  entire  market.  Second, 
Rayovac's  new  products  must  be  truly 
innovative,  not  "me-too"  entries.  In 
this  largely  commodity  business,  goes 
the  thinking,  only  unusual  new  offer- 
ings will  build  a  distinctive  image  for 
the  company. 

Take  the  Luma  2,  billed  by  Rayovac 
as  the  first  flashlight  to  address  the 
consumer's  biggest  complaint — flash- 
lights that  don't  work  on  the  rare  oc- 
casions when  they're  needed.  Priced 
as  high  as  $25,  the  Luma  2  may  be  too 
expensive  for  most  consumers.  That's 
one  reason  K  mart  will  test  the  light 
in  only  50  stores  this  fall.  But  with  its 
slender  black-and-white  body,  the 
Luma  2  projects  a  designer  image,  and 
its  lithium-powered  backup  system 
should  work,  Rayovac  says,  for  ten 
years.  Projected  first-year  sales  to 
largely  higher-income  customers:  $5 
million  plus. 

Another  brainstorm:  batteries  sold 
in  packages  of  six  and  eight  instead  of 
one  or  two  on  hanging  cards.  Al- 
though battery  makers  universally  be- 
lieve consumers  buy  cells  on  impulse, 
Rayovac's  packaging  caters  to  heavy 
users.  Why?  Studies  showed  that  the 
average  family  uses  26  batteries  a 
year,  but  many  families  use  100  or 
more.  "And  because  of  efficiencies  in 
packaging  and  in  our  plant,  we  charge 
15%  less  for  batteries  sold  this  way," 
says  Tom  Pyle,  46. 

Rayovac's  revival  didn't  come  easy. 
The  company  was  on  the  verge  of 


RayOVaC  Chairman  fe  James  Sdinc^mieeler  Pictures 

How  to  spark  a  revival. 
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technology:  Bendix 
digital  flight  controls,  the 
first  all-digital  fly-by-wire 
flight  control  computer 
system  in  a  production 
aircraft,  will  be  intro- 
duced on  new  F-16C/D. 


benefit:  automated 
aircraft  reaction  in  low 
level  terrain-following 
and  other  demanding 
situations,  better  mission 
capabilities,  greater 
flexibility,  lower  life 
cycle  cost,  less  weight. 


future:  will  be  basis  for 
integrated  avionics,  flight  and 
engine  controls  for  advanced 
technology  fighters. 
Allied-Signal  advanced 
technologies — focused  on 
aerospace,  electronics, 
automotive  products,  and 
engineered  materials. 
forfacts,call  1-800-243-8160. 


Rayovac  Vice  Chairman  Judith  fyle 
Focusing  on  the  new,  not  the  "me-too. 


lames  v  UneptfWheeler  Pt 


liquidation  when  Pyle  and  two  part- 
ners bought  it  from  Inco  in  1982.  No 
new  product  had  been  introduced  for 
nearly  ten  years.  One  fumbling  effort, 
a  push  to  build  a  factory  to  manufac- 
ture nine-volt  alkaline  cells,  cost  $12 
million  but  produced  not  one  battery. 

The  first  step  was  to  restore  morale 
at  home.  To  revive  distribution  in 
Wisconsin,  Rayovac  workers  barraged 
stores  with  cards  asking  them  to 
stock  the  hometown  company's  prod- 
ucts. When  stores  did  so,  workers  re- 
turned with  thank-you  cards.  Wiscon- 
sin distribution  increased  to  70%  of 


available  outlets,  from  20%. 

Next:  packaging.  The  company 
dropped  its  old  color  scheme  of  gaudy 
reds  and  blues  and  went  into  a  mod- 
ern look  heavy  on  blacks,  golds  and 
muted  reds.  The  company's  old  pack- 
ages had  mummified  flashlights  be- 
hind plastic  and  cardboard.  But  Judy 
Pyle's  cosmetics  background  taught 
her  that  customers  like  to  get  their 
hands  on  a  product,  so  flashlights 
went  into  new  cardboard  packages 
that  allow  you  to  grip  and  heft  them. 

The  first  new  product,  introduced 
at  the  end  of  1984,  was  the  Workhorse 


flashlight  with  a  space-age  look  of 
black-ribbed  plastic  and  a  high-inten- 
sity krypton  bulb.  Priced  at  $5  to  $7, 
high  for  the  time,  it  opened  the  premi- 
um "designer"  market  and  gave  Rayo- 
vac a  stronger  image  plus  a  product 
with  gross  margins  50%  higher  than 
the  rest  of  its  line. 

Rayovac's  advertising  has  been  en- 
ergized as  well.  With  just  $7  million 
to  spend,  or  about  a  third  as  much  as 
its  competitors,  Rayovac  relies  on  wit 
to  convey  its  televised  message. 
"What's  the  power  that  makes  the 
world  go  around?"  an  announcer  asks 
in  one  of  this  season's  ads.  Answer:  a 
Rayovac  battery  inserted  into  the 
North  Pole.  "We  give  you  the  power," 
the  announcer  says. 

Though  the  image  has  new  juice, 
Rayovac  still  has  its  problems.  With 
its  weak  mass-market  distribution,  it 
isn't  about  to  challenge  the  industry 
heavyweights,  Ralston  Purina  Co.'s 
Eveready  line,  with  46%  of  the  bat- 
tery market,  or  Kraft  Inc.'s  Duracell 
division,  with  28%.  More  than  that, 
Eastman  Kodak  and  its  powerful 
name  with  consumers  is  making  a 
strong  bid  to  become  number  three. 
Even  so,  Judy  Pyle  figures  that  niche 
marketing  will  keep  Rayovac's  spark 
in  the  battery  market  and  should 
boost  its  21%  share  of  the  $415  mil- 
lion flashlight  market.  "We've  made  a 
statement  in  the  market,"  she  says. 

Indeed  they  have.  This  little  outfit 
is  a  dead  cell  no  longer.  Now  it  is  a 
live  wire.  ■ 


We  give  you  the  power 
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It's  true,  Blue. 

The  time  has  come  for  an  enlightened  organization  like 
you  to  recognize  a  bright  idea  like  the  Philips  Econ-o-watt* 
fluorescent  lamp. 

Just  look  at  what  the  Econ-o-watt  lamp  did  for  one  of 
the  largest  office  buildings  in  Dallas:  By  replacing  their 
standard  fluorescents,  it  saved  them  over  9  cents  per 
square  foot  in  annual  energy  costs.  That's  more  than 
$110,000  a  year. 

Imagine  how  those  savings  would  translate  to 
IjF  your  network  of  office  buildings  around  the  country. 

So  come  on.  Have  your  computer  call  our  computer 
\  at  1-800-631-1259,  Ext.  421.  Something  tells  us  that 
Philips  Lighting  and  IBM  could  be,  er,  compatible. 


IT'S  TIME  TO  CHANGE  YOUR  BULB. 


©  1987  NAPLC  — A  North  American  Philips  Company 


With  all  its  hoopla,  you'd  think  network 
television  was  the  only  mass  medium 
around.  Consider  the  quiet  but  consider- 
able marketing  clout  of  the  box  with,  a 
voice  but  no  picture. 


Radio  days 


By  Marc  Beauchamp 


In  Los  Angeles  you  don't  get  a 
great  table  in  a  power  restaurant 
by  telling  the  maitre  d'  that  you 
run  a  radio  network,"  complains  Nor- 
man Pattiz.  Pattiz  sips  Evian  water 
and  looks  around  the  airy,  paneled 


offices  of  his  Westwood  One  radio 
network.  "Radio  is  the  Rodney  Dan- 
gerfield  of  the  entertainment  indus- 
try," he  says. 

Pattiz,  44,  may  not  get  much  re- 
spect at  status  Los  Angeles  eateries 
like  the  Bistro  Garden,  Le  Dome  or 
Spago,  but  he  gets  plenty  of  it  within 


Marketing 


the  broadcasting  industry.  In  a  quick 
13  years,  Pattiz  has  built  Culver  City, 
Calif.-based  Westwood  One,  Inc.  into 
the  country's  second-largest  radio 
network,  acquiring  the  Mutual  Broad- 
casting System  and  NBC  radio  net- 
works along  the  way.  For  the  12 
months  ending  Aug.  31  Westwood 
One  earned  $9.3  million  on  revenues 
of  $76  million.  Only  the  ABC  Radio 
Network  is  larger,  with  an  estimated 
35%-to-40%  share  of  the  $570  mil- 
lion network  radio  market. 

Westwood  One  supplies  nationally 
sponsored  music,  news,  entertain- 
ment and  sports  programming  to 
more  than  6,000  of  the  nation's  nearly 
10,000  commercial  radio  stations. 
Among  its  stable  of  stars:  talk  show 
host  Larry  King,  radio  shrink  Dr.  Toni 
Grant,  Steve  Allen,  Dr.  Demento  and 
rock  music  interviewer  Mary  Turner 
(whom  Pattiz  married  two  years  ago). 
Chairman  Pattiz'  20%  stake  in  over- 


Westwood  One's  Norman  Pattiz 
"Radio  is  the  Rodney  Danger-field  of  the  entertainment  industry. 


FORBES,  NOVEMBER  30,  1987 


iometimes  the  best  way  to  stand  out  is  to  blend  in. 


It's  a  very  important  lesson  we  learned  early  in 
our  65 -year  history. 

Leadership  in  the  worldwide  insurance  industry 
isn't  won  by  imposing  our  corporate  culture  on  local 
operations.  It's  won  by  becoming  part  of  the  social, 
cultural  and  moral  fabric  of  the  countries  in  which  we 
do  business.  That  idea  is  one  reason  for  our  current 
success  in  providing  a  broad  range  of  commercial  and 


personal  insurance  to  businesses  and  individuals 
around  the  world.  To  learn  more,  contact  AIG,  Dept.  A, 
70  Pine  St.,  New  York,  N.Y.  10270. 

Thinking  more  like  our  customers  than  other 
insurance  companies  is  how  we  won  our  stripes. 


Insurance  Companies  That  Don't 
Think  Like  Insurance  Companies. 


MG 


It  took  the  company  that 
invented  the  copier... 


Xerox  introduces  the 
1065  Marathon  copier. 

Since  Xerox  invented  the  original 
copier  nearly  30  years  ago,  everyone's 
been  trying  to  copy  us.  But  now, 
we've  literally  re-designed  the  copier 
from  the  inside  out,  for 
spectacular  copies  you've       f  en. 
Time  after  time.  Copy  afte 
cpendably  than  ever 
■'.t  fingertips. 


Each  copy  a  masterpiece. 

Everyone  tries  to  make  copies  that 
look  as  good  as  the  original.  The 
1065  produces 
copies  that 
look  better 
than  your  orig- 
inals. And  our 


COPY  QUALITY  COMPARISON 


^SERVICE 

TYPICAL  COMPETITIVE  COPIER  WITH  SERVICE 


PAPER  PATH 


breakthrough  microprocessor  tech- 
nology keeps  them  looking  crisp  and 
clean,  month  after  month,  with  little 
or  no  professional  adjustment. 


Never  in  a  jam. 

Your  business  cant  run  smoothly 
unless  your  copier  does.  So  we  gave 
the  1065  Marathon 
copier  the  shortest, 
straightest  paper 
path  in  its  class. 
And  this  ingenious 
design  means  fewer 
paper  jams.  So  you 
won't  be  wasting 


your  time  clearing  paper  paths. 


XERQ 


to  reinvent  the  copier. 


evolution  in  productivity. 

st  competitive  copiers  lose  up  to 
o  of  their  speed  when  they  copy 
-sided  originals.  Only  the  1065 
ntains  its  speed  no  matter  how 
lplex  the 
And  our 
}ue  copy 
iule  cuts 
m  servic- 
time  by 
o  50%. 


Xerox  1065  Marathon— 1987. 

A  new  age  in  copying.  The 

1065  Marathon  is  the  most  intelligent 
copier  in  its  class.  So  it's  as  simple  to 
use  as  pushing  a  button.  But,  if  you  do 
have  questions,  you  can  count  on  the 
expertise  and  support  of  Team  Xerox. 

To  find  out  more  about  the  newest 
generation  in  copying,  call  the  only 
company  that  could  have  created  it. 
Call  l-800-TEAM-XRX,  Ext.  168B. 
Team  Xerox. 

We  document  the  world. 


I'd  like  to  learn  more  about  the  Xerox  1065 
Marathon  copier. 

□  Please  send  me  more  information. 

□  Please  have  a  sales  representative  contact  me. 
Send  this  coupon  to: 

Xerox  Corporation,  PO.  Box  24.  Rochester.  NY  14692 


Company 


Addrev 


n 


Cily 


Zip 


Stale 

If  you  can't  wait,  call 

1-800-TEAM-XRX,  EXT.168B 

_  (l-800-832-6979,ext.  I68B).  1 52  n/30-87 

XEROX*.  I06S  and  9I4  are  trademarks  of  XEROX  CORPORATION 


|  |6K 


Marketing 


the-counter-traded  Westwood  One  is 
worth  around  $40  million. 

When  Pattiz  founded  Westwood 
One  in  1974,  after  being  fired  from  a 
TV  ad  sales  job,  radio  advertising  sales 
amounted  to  $1.8  billion.  This  year 
the  industry  will  generate  more  than 
$7  billion  in  advertising  revenues, 
ranking  it  ahead  of  domestic  movie 
box  office  receipts  at  $4  billion  and 
the  domestic  recording  industry  at 
$4.7  billion.  So  much  for  a  medium 
that  was  supposed  to  have  died  with 
the  advent  of  television. 

Radio's  appeal?  "It's  the  rifle  as  op- 
posed to  the  shotgun  approach  to 
reaching  your  target  audience,"  says 
Philip  Guarascio,  General  Motors'  ex- 
ecutive director  of  worldwide  adver- 
tising services.  So  General  Motors 
pushes  its  Pontiac  Bonnevilles  on  all- 
news  stations  that  attract  older  listen- 
ers with  larger  incomes,  while  pro- 
moting less  expensive  Sprints,  Spec- 
trums  and  Fieros  on  rock  stations, 
where  audiences  have  more  modest 
incomes.  Likewise,  Philip  Morris' 
Miller  Brewing  Co.  discovered  the 
greater  effect  of  promoting  beer  on 
album-oriented  rock  stations  whose 
primary  audience  is  young  men. 

Indeed,  radio  marketing  these  days 
is  a  battle  of  program  formats,  from 
classical  and  contemporary  hit  radio 
to  so-called  easy  listening,  Hispanic, 
all  news,  all  sports  and  all  talk.  "You 
can  tell  an  awful  lot  about  a  person 
from  the  radio  stations  he  listens  to," 
Pattiz  points  out.  "You  can't  tell  any- 
thing about  a  person  from  his  favorite 
TV  station." 

The  National  Association  of  Broad- 
casters says  the  average  American 
over  the  age  of  12  spends  more  than 
three  hours  a  day  listening  to  radio. 
Certainly,  radios  are  hard  to  avoid: 
There  are  more  than  500  million  in 
use  in  the  U.S.  The  average  household 
has  more  than  five  (there's  one  in 
more  than  7%  of  all  bathrooms)  and 
95%  of  all  cars  have  them.  "It  wakes 
you  up  in  the  morning.  It  tells  you 
how  to  dress.  It's  your  first  source  of 
information  in  a  disaster  like  Black 
Monday,"  says  Pattiz. 

Better  still  for  advertisers,  it's  rela- 
tively cheap.  Since  1967,  radio's  cost 
per  thousand  has  increased  at  a  slower 
rate  than  any  other  advertising  medi- 
um. (According  to  McCann-Erickson, 
spot  radio  costs  have  increased  158%, 
while  network  radio  is  up  210%;  this 
compares  with  V,  which  is  up 


238%,  and  network  TV,  which  has 
increased  318%.)  Notes  Leonard 
Stein,  vice  president  for  radio  at 
Young  &  Rubicam:  "The  production 
and  unit  costs  of  radio  advertising  are 
far  less  expensive  than  television. 
People  have  been  looking  at  declining 
viewer  hours  on  network  TV,  .and 
they  find  radio  beefs  up  their  sched- 
ules and  impressions." 

Another  attraction  is  that  radio  ap- 
peals to  advertisers  who  need  quick 
public  access:  automakers  with  new 
financing  incentives,  for  example,  or 
banks  and  brokerages  appealing  to 
battered  investors. 

So  who  listens  the  most?  Teenagers 
and  young  adults,  naturally,  though 
the  medium  sells  a  lot  more  than  pim- 
ple cream  and  fast  food.  Last  year  net- 
work radio's  top  five  advertisers  were 
Sears  ($47  million),  Warner-Lambert 


($23  million),  AT&T  ($23  million), 
General  Motors  ($22  million)  and  An- 
heuser-Busch ($17  million).  At  the 
same  time,  local  radio  advertising — 
where  some  $5  billion  was  spent  last 
year — is  dominated  by  auto  dealers, 
department  stores,  banks,  clothing 
stores,  restaurants  and  supermarkets. 

Boosters  of  television  and  of  radio 
are  forever  arguing  which  is  the  best 
medium.  But  for  marketers  the  ques- 
tion is  not  which  one,  but  what  mix. 
Radio  fits  right  into  the  trend  among 
marketers  to  increase  advertising  effi- 
ciency by  pinpointing  audiences.  Lis- 
ten to  GM's  Guarascio:  "As  we  and 
other  advertisers  become  more  target- 
oriented,  the  prognosis  for  radio  looks 
better  and  better." 

Maybe  the  maitre  d's  aren't  im- 
pressed by  folks  like  Norm  Pattiz,  but 
their  bankers  sure  are.  ■ 


Allante:  slow  off  the  mark 

Allante  is  Cadillac's  two-seat, 
$57,000  sports  car,  brought  out 
with  great  fanfare  early  this  year.  Al- 
lante was  aimed  right  at  the  Mer- 
cedes-Benz 560SL  convertible,  a  first 
step  in  the  rebuilding  of  Cadillac's 
quality  image. 

Is  it  selling?  So  far,  not  well.  Pinin- 
farina,  the  Italian  auto  designer,  and 
Cadillac  announced  they  were  poised 
to  build  7,800  of  the  luxury  cars  a 
year.  By  Nov.  1  only  1,900  were  sold. 

This  is  disappointing,  given  the 
publicity  the  introduction  garnered 
and  the  general  quality  of  the  vehicle. 
There  were  cover  stories  in  the  impor- 
tant car  magazines,  and  the  critics 
liked  it.  "It  is  bene,"  wrote  Car  and 
Driver.  "A  significant  event,  probably 
a  milestone,  in  modern  American 
automotive  history,"  said  Automobile. 

The  critics  said  that  Allante  made  a 
good  show  mechanically  against  the 
Mercedes  but  had  weaknesses,  too. 
The  Allante  is  nearly  two  seconds 
slower  in  the  blast-off  than  the  Mer- 
cedes SL,  and  its  top  speed  of  125mph 
is  almost  15mph  shy  of  the  Benz'. 
Does  a  speed  that  people  don't  drive  at 
really  matter?  Apparently,  because 
such  cars  are  bought  for  their  panache 
and  prestige.  "For  $60,000  you  are  not 
selling  just  an  automobile,"  says  Ben- 
nett Bidwell,  Chrysler's  top  marketer. 
So  next  model  year  (1989)  the  car  will 
get  a  bigger  engine. 

There  were  also  marketing  bugs. 
Cadillac  dealers  were  not  well  pre- 
pared for  their  new  class  of  customer. 
Buyers  of  ultrahigh-priced  cars  expect 
salesmen  to  be  technical  experts  and 
their  treatment  to  be  heel-clicking 
good,  says  David  E.  Davis  Jr.,  editor- 


The  1987  Allante 
So  far,  so  blah. 


publisher  of  Automobile  magazine. 
"You  can't  get  around  this  guy  (the 
ultraluxury  buyer]  with  generaliza- 
tions and  misstatements,"  he  says. 
Cadillac  agrees  and  has  sent  dealers  a 
videotape  of  Davis'  criticism. 

"The  ultraluxury  buyer  is  someone 
we  haven't  dealt  with,  and  it  takes  a 
little  while  to  learn  how  to  do  that 
properly,"  allows  Cadillac's  general 
manager,  John  Grettenberger.  His 
salesmen  are  being  told  to  brush  up  on 
their  technology  and  showroom  man- 
ners, and  a  $550-a-month-lease  deal 
has  been  worked  out  with  GMAC. 

Is  it  possible  that  the  market  for 
such  high-priced  cars  isn't  nearly  as 
big  as  Detroit  figures?  It  is  indeed 
possible,  especially  if  the  stock  mar- 
ket gets  worse.  But  for  Cadillac  what 
really  matters  is  not  the  number  of 
cars  sold  but  whether  the  Allante  can, 
in  the  long  run,  get  and  hold  a  place  in 
its  rarefied  market  and  become  an  im- 
age-enhancer for  the  whole  Cadillac 
line.  On  that  one,  the  jury  is  still 
out. — Jerry  Flint 
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How  Leaseway  helped  a  major 
nanuMurer  remain  competitive 

in  a  global  market 


r  V  ti 


Leaseway  Case  Study  #27:  Caterpillar. 


ith  increasing  competition 
throughout  the  world, 
any  American  manufacturers 
e  taking  a  new  look  at 
eir  old  way  of  handling 
lysical  distribution. 

ase  in  point. 

remain  com- 
:titive,  Caterpillar, 
le  of  the  world's 
rgest  manufacturers 

material-handling 
luipment,  moved  a  significant 
)rtion  of  their  manufacturing  produc- 
)n  overseas.  But  then  they  faced  the 
oblem  of  how  to  meet  the  exact 
quirements  of  their  customers  in  the 
S.  and  keep  inventory  costs  to 
minimum. 

The  solution.  

iterpillar  entered  a  partnership  with 
;aseway  Transportation.  Utilizing  their 
stribution  expertise,  Leaseway  located 
suitable  warehouse  and  designed  the 
fout  and  rack  system.  By  this  unique 
sign,  a  40%  increase  in  space 
ilization  was  achieved. 

In  addition  to  providing  parts 
spection  and  warehousing,  Leaseway 


actually  attaches  options  to  the  lift  trucks. 
Wheels,  counterweights,  forks,  and 
masts  are  installed  as  speci- 
fied by  Caterpillar.  The 
lift  trucks  are  then 
delivered  to  CAT's  dis- 
tribution center  for 
intricate  finishing 
and  final  quality- 
control  testing. 
Leaseway  operates 
the  system,  but 
Caterpillar 
retains  control. 


The  result. 


By  postponing  final  configuration  in  the 
channel  of  distribution,  Caterpillar  was 
able  to  dramatically  improve  service  to 
customers  and  dealers.  Costs  were 
lowered  through  reduced  finished  goods 
inventory,  faster  turnaround  on  orders, 
and  lower  labor  costs.  And  Caterpillar 
incurred  no  costly  capital 
investment.  Caterpillar  was 
able  to  concentrate  its 
expertise  in  what  it 
does  best:  the 
design,  manu- 
facturing, and 
marketing  of 


high-quality 
lift  trucks. 


The  conclusion. 


Take  a  new  look  at  your  old 
way  of  handling  physical 
distribution.  Leaseway  can 
help  like  no  other  company. 
We  begin  by  analyzing  your 
entire  distribution  system,  or  any  part 
of  it.  And  recommend  a  cost-effective 
solution  that's  custom -tailored  to 
your  unique  needs. 

We're  sure  we  have  some  ideas  for 
you.  To  see  how  a  partnership  with 
Leaseway  can  help  make  your  business 


more  cost-effective,  call  Charles  B. 
Lounsbury,  Senior  W,  at  1-800-428-0042. 
In  Ohio,  1-800-428-0028.  Or  write 
Leaseway  Transportation,  3700  Park  East 
Drive,  Cleveland,  Ohio  44122. 

Call  1-800-428-0042. 


Please  tell  me  how  a  partnership  with  Leaseway  can 
make  my  business  more  cost-effective. 


Name. 


Title. 


Company. 


Address. 


City_ 


.  Zip. 


Telephone. 


FBS1 13087 


M  Leaseway 

^W,'  Transportation® 

Leaseway  Transportation  is  a  group  of  companies  providing  services 
in  physical  distribution:  Dedicated,  Contract,  and  Common  Carriage, 
Auto  and  Bulk  Transport,  Distribution  Center  Servi. 
Personnel  Leasing. 

Copyright  1987  Leaseway  Transportation  Corp. 

CATERPILLAR.  CAT  and  CB  are  trademarks  ot  Caterpillar  Inc 
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Edited  by  Gary  Slutsker 


Suddenly,  everyone  wants  to  be  a  tele- 
phone company.  Look  out,  AT&T,  MCI  and 
Nynex.  Soon  you  could  be  hearing . . . 

"Thank  you 
for  using 
Westinghouse" 


By  Kathleen  Healy 


Y1  OU  MAY  NOT  REALIZE  IT,  but  if 
you  work  for  Westinghouse, 
General  Motors,  McDonnell 
Douglas  or  half  a  dozen  other  big  cor- 
porations, chances  are  you  have  used 
one  of  their  new,  private  telephone 
networks  to  place  a  business  call. 


Even  if  you  don't  work  for  one  of 
those  companies,  you  may  have  used 
their  networks.  All  have  set  up  such 
systems  to  supply  their  own  phone 
service,  and  now  some  are  beginning 
to  sell  excess  capacity  to  the  public  in 
direct  competition  with  established 
firms  like  AT&T  and  MCI. 
Thanks  to  digital  technology  and 


fiber  optics,  these  days  just  about  any 
company  with  a  spare  $60  million  can 
become  a  phone  company.  All  it  takes 
is  the  kind  of  sophisticated  technol- 
ogy contained  in  new  high-speed  digi- 
tal switching  systems  that  rival  those 
used  by  the  telephone  companies  (see 
box,  p.  208). 

Before  the  breakup  of  AT&T,  which 
was  completed  in  1984,  Bell  Tele- 
phone handled  just  about  every  phone 
call  and  collected  the  revenue.  Now? 
Laments  Frank  Ianna,  who  is  saddled 
with  the  task  of  market  planning  and 
strategy  for  AT&T's  business  markets 
group,  which  handles  large  corporate 
accounts:  "The  customer  has  seen 
what  we  can  do  and  wants  to  be  able 
to  do  it  himself." 

Like  the  phone  company,  private 
corporate  networks  provide  both  local 
and  long-distance  connections  using 
everything  from  leased  lines  to  satel- 
lite uplinks  and  fiber-optic  cables. 
These  networks  are  managed  by  com- 
puterized control  equipment.  Such 
networks  have  equipment  that  can 
monitor  for  errors  and  call  account- 
ing. Traffic  can  be  routed  over  the 
least  expensive  line  available — 
whether  it's  from  AT&T,  MCI  or  a 
company's  own  satellite  hookup. 

At  stake  is  more  than  $15  billion 
that  companies  currently  spend  each 
year  on  both  telephone  calls  and  data 
transmissions.    Are    AT&T,  MCI, 


General  Motors'  EDS  network  control  center  in  Dallas 
"The  customer  has  seen  what  AT&T  can  do  and  wants  to  be  able  to  do  it  himself.' 
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This  is  Motorola's 
newest  32-bit 
microprocessor. 


£31  Motorola's  MC68030  offers 


I  B^SHt  1  twice  the  performance  of 
>  the  current  32-bit  leader, 

the  Motorola  MC68020,  compatibility 
with  the  entire  family  of  M68000  micro 
processors  plus  access  to  $2  billion  in 
32-bit  applications  software. 


What  makes 

the  most  advanced 

memberof 

the  most  successful 

microprocessor 

family 

in  the  world 

so  hard  to  beat? 

Software! 


Advanced  Electronics  for 
a  More  Productive  World. 


Science  & 
Technology 


Nynex  and  the  other  phone  compa- 
nies worried?  You  bet.  Here  are  some 
reasons  why: 

•  Last  summer  Holiday  Corp.  de- 
cided to  throw  out  its  AT&T-run  Ho- 
lidex  reservations  system  and  replace 
it  with  a  new  $20  million  network. 
The  new  system  will  allow  operators 
at  Memphis  headquarters  to  route  res- 
ervations to  every  one  of  the  1,600 
Holiday  Corp.  hotels  in  the  U.S.  via 
satellite.  Holiday's  new  phone  com- 
pany? General  Motors. 

•  When  Westinghouse  Corp.  sales- 
men call  in  from  the  road,  the  charge 
card  they  use  isn't  from  AT&T,  it's 
the  Westinghouse  "Sure"  Card.  By  di- 
aling a  number  on  the  card,  the  sales- 
man automatically  has  his  call  routed 
into  Westinghouse's  international 
network  and  his  expense  account 
billed  directly.  Since  early  last  year 
Westinghouse  has  even  used  the  net- 
work to  offer  employees  in  the  Pitts- 
burgh area  discounted  monthly  phone 
service  at  home.  All  told,  Westing- 
house figures  the  network  saves  the 
company  more  than  20%  per  year  on 
phone  bills.  That's  millions  of  dollars 
that  traditional  carriers  like  AT&T 
are  no  longer  getting. 

•  Since  1983,  when  McDonnell 
Douglas  began  running  its  own  net- 
work, its  telephone  bill  has  dropped 
considerably.  Having  spent  $60  mil- 
lion to  set  up  its  own  system,  McDon- 
nell Douglas  now,  in  effect,  qualifies 
as  the  22nd-largest  telephone  compa- 
ny in  the  U.S. 

Far  and  away  the  biggest  corporate 
telephone  network  is  owned  by  Gen- 
eral Motors.  GM  got  heavily  into  the 
telecommunications  business  when 
it  acquired  Electronic  Data  Systems 
in  1984,  partly  to  manage  its  mam- 
moth communications  needs.  EDS 
consolidated  more  than  100  small  in- 
dependent networks  operating  within 
GM  into  one  gigantic  network.  Over- 
all, the  EDS  network  connects 
210,000  telephones  and  250,000  com- 
puter terminals.  GM  paid  EDS  $3.2 
billion  last  year  to  provide  data  pro- 
cessing and  information  services,  as 
well  as  run  the  network,  which  is 
used  for  everything  from  GMAC  cred- 
it verification  and  video  teleconfer- 
encing to  ordinary  telephone  service 
and  GM  dealer  communications. 

But  EDS  is  also  now  selling  service 
to  corporate  customers  outside  GM. 
For  example,  E3  !  is  building  and 


You,  too,  can  be  a  phone  company 


A telecommunications  network 
is  only  as  good  as  its  computer 
switches,  which  organize  and 
route  calls  through  a  maze  of 
wires,  microwave  dishes  and  satel- 
lite transponders. 

The  most  basic  telecommunica- 
tions switch,  a  familiar  feature  in 
office  reception  centers,  is  the  so- 
called  private  branch  exchange,  or 
PBX.  Years  ago  manually  operated 
boards  were  used  to  direct  incom- 
ing calls  to  their  proper  destination 
within  the  company.  Then  elec- 
tronic switches  were  introduced  to 
do  the  operator's  job.  Now  digital 
switches — six-foot-high  boxes  that 
look  like  mainframe  computers — 
are  packed  with  computer  chips 
that  direct  the  calls. 

Northern  Telecom  introduced 
the  first  such  digital  switch  a  de- 
cade ago.  These  days  the  devices  do 
such  things  as  forwarding  calls  and 
beeping  when  calls  are  waiting. 
Northern's  latest  digital  switch, 
which  is  called  the  Supernode  and 
costs  a  minimum  of  $200,000,  ri- 
vals in  sophistication  the  equip- 
ment made  by  AT&T  for  its  own 
internal  use.  Says  Edmund  Tagg, 
vice  president  at  Northern  Tele- 
com: "Our  customers  were  asking 


for  this  kind  of  capability." 

A  number  of  networks  devel- 
oped initially  to  carry  only  data 
over  dedicated,  leased  trunk  lines, 
have  added  voice  communications 
features.  Many  companies  sell 
products  that  do  this,  including 
Republic  Telcom  Systems,  a  two- 
year-old  Boulder,  Colo,  startup 
that  expects  sales  to  triple  this 
year,  to  $12  million. 

Since  companies  pay  a  fixed  rate 
to  lease  a  line,  the  more  conversa- 
tions it  can  carry,  the  more  eco- 
nomical the  lease  becomes.  The 
leader  in  network  equipment, 
which  compresses  conversations 
and  data  over  phone  lines  and  man- 
ages networks,  is  Timeplex  Inc.,  a 
Woodcliff  Lake,  N.J.  outfit  that  is 
riding  the  wave  of  private  network- 
ing. Timeplex'  net  income  last 
year  increased  47%,  to  $19.5  mil- 
lion, on  a  24%  jump  in  sales,  to 
$147  million.  Timeplex  brought 
out  a  new  network  control  product 
this  year.  Among  other  things,  it 
monitors  communications  lines  to 
detect  trouble  and  automatically 
keep  the  network  operating. 

The  more  such  opportunities 
multiply,  the  tighter  becomes  the 
squeeze  on  AT&T. — K.H. 


Northern  Telecom's  Edmund  Tagg  with  Supernode 

First  you  get  a  digital  switch,  then  add  some  leased  lines. 
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V  century  ago  Edison  gave  us  his  name 
ind  his  patents. 

t  turned  into  one  of  his  brightest  ideas. 


mas  Alva  Edison,  a  true  American  genius,  did  more  for  the  world  than  turn  on  the  lights.  As  an  originator  ot  the  light  bulb,  microphone,  phonograph  and  movie  camera, 
:ould  be  called  The  Father  of  Modern  Technology.  (Photograph:  German  Museum,  Munich) 


LEG.  More  than  100  years  of  ingenuity  behind  us. 


;  at  AEG  owe  Thomas 
ison  our  gratitude  as 
II.  The  firm  he  helped 
ind,  the  German  Edison 
mpany  for  Applied 
ictricity,  became  AEG  in 
iy  of  1887. 

A/hile  it  was  a  good  start, 
t  even  Mr.  Edison  with  his 
rspicacious  vision  could 


have  foreseen  the  wonders 
yet  to  come.  Today  AEG 
ranks  among  the  most 
advanced  technology  com- 
panies in  the  modern  world. 

Here  in  the  U.S.,  AEG 
has  already  become  part 
of  your  daily  life.  While 
our  name  is  not  every- 
where evident,  our  stamp 


is.The  average  American 
each  day  comes  into 
contact,  directly  or  in- 
directly with  something 
we're  part  of.  From 
electronic  typewriters  and 
word  processors  from 
Olympia  down  at  the  office, 
to  satellite  TV  shows 
transmitted  from  space. 


information  write  AEG  Corp.,  Dept.1,  Route  22-Orr  Drive,  PO.  Box  3800,  Somerville,  N  J  08876. 


AEG 


what  else 
is  new 


Now  don't  get  us  wrong.  We 
s  appreciate  being  rewarded  for 
well  done. 

But  truth  be  told,  we're  not 
ised  that  our  fax  machines  toppe 
harts  again  last  year. 
After  all,  we  invented  high-speed  fax. 
the  high-speed  service  to  go  with  if! 
5  why  more  than  60%  of  the  FORTUNE  500  1 
;  to  send  their  reports  around  the  world.  And  wfrf 
ola's  Hardware  relies  on  us  to  get  their  requisitions 
Trenton  to  Philadelphia.  So  the  news  isn't  that  we  made 
HHI^HH^HHK  the  most  popular  fax  machines 
last  year.  It's  that  we're  making 
even  more  advanced  fax  ma- 
chines this  year. 

Our  1987  models  not  only 
feature  a  smaller  size  at  a  smaller 
price.  They  also  feature  the  abil- 
ity to  speak 
>h,  French,  Italian,  and  Swahili. 
Because  we've  finally  found  a 
to  store  a  voice  inside  a  fax 
ine.  So  our  new  FAX20  and 
)  can  greet  callers  in  your  native 
le.  Rather  than  giving  them  the  uni 
1  buzz  of  introduction.  And  once  you  record  your  voice, 


there's  little  else  to  do.  Because  they  also 
feature  Auto  Dial,  Alternative 
Number  Dial,  and  Automatic  Paper 
Cut.  So  you  can  send  and  receive,  with- 
out having  to  constantly  stand  by. 

Of  course,  for  those  who  like  to 
keep  their  fax  simple,  there's  the  FAX10. 
A  low  price  machine  with  a  high  performance 
attitude,  designed  for  businesses  the  size  of 
Mascola's  Hardware  on  up.  Now,  if  you  want  to  see 
what's  new  in  fax  machine  technology,  give  us  a  call  at 
1-800-524-0864  (in  New  Jersey,  1-201-882-8811.)  Or  fill 
out  the  coupon  below.  In  the  meantime,  we'll  continue  our 
commitment  to  making  great  fax  machines.  So  don't  be  sur- 
prisedjf  wej^unjhe  same  hea^ine_nextyear._ 
PRicoh  Corporation,  Communications  Products  Group,  69K^1 
5  Dedrick  Place,  West  Caldwell,  N.J.  07006. 
In  Canada:  Ricoh  Corporation  (Canada)  Ltd. 

Name/Title  


Company.. 
Address— 


City  

Zip  

^Telephone- 


State. 
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"Science  & 
Technology 


What,  another  import  from  Japan?  Intro- 
ducing quinolones,  the  newest  thing  to 
fight  bacterial  infections. 


Bug  busters 


Jean  Francois  Allaux 


managing  an  international  communi- 
cations network  for  Unilever  in  Eu- 
rope. Altogether,  EDS  earned  $213 
million  last  year  this  way. 

GM  is  not  alone.  Through  its  own 
200-mile  fiber-optics  cable  network, 
Merrill  Lynch  provides  telephone  ser- 
vice throughout  Wall  Street,  to  firms 
ranging  from  Bear,  Stearns  &  Co.  and 
Bankers  Trust  to  Dow  Jones.  Sears, 
whose  nationwide  voice  and  data  net- 
work is  used  by  subsidiaries  Dean 
Witter,  Allstate  and  Coldwell  Banker, 
last  year  began  selling  data  services  to 
outside  customers. 

What  are  AT&T  and  the  Bell  oper- 
ating companies  doing  to  prevent  los- 
ing more  business  to  private  net- 
works? Mostly,  they  have  tried  to 
squeeze  their  big  corporate  customers 
by  raising  prices  for  the  private  leased 
lines  that  make  up  a  major  part  of 
competing  networks.  "The  phone 
companies  are  all  trying  to  push  us 
into  using  their  public  networks," 
says  Thomas  O'Toole,  who  runs  Wes- 
tinghouse's  network.  For  AT&T,  be- 
sides aggressive  marketing,  virtually 
the  only  way  to  exert  pressure  on 
competitors  and  renegade  customers 
is  to  raise  prices  on  leased  private 
lines,  which  show  up  in  nearly  every 
telecommunications  network. 

In  an  effort  to  make  cut-rate  service 
less  appealing  in  the  future,  and  thus 
defeat  low-balling,  AT&T  is  now  up- 
grading its  corporate  services  substan- 
tially. Innovations  include  Megacom 
800,  which,  at  a  cost  of  $1,000  a 
month,  turns  every  corporate  exten- 
sion into  a  toll-free  "800"  phone  num- 
ber. That  comes  in  handy  for  sales- 
men who  leave  long-distance  phone 
messages  they  want  to  get  returned. 
Another  innovation  is  called  Software 
Defined  Network,  which  helps  large 
customers  run  computer  chores  on 
AT&T's  network. 

But  AT&T  has  trouble  customizing 
services  for  individual  corporate  cus- 
tomers. Observes  telecommunica- 
tions consultant  Howard  Frank,  "It  is 
becoming  more  efficient  for  individ- 
ual companies  to  develop  their  own 
advanced  networks  than  wait  for  the 
phone  company  to  do  it  for  them.  By 
running  their  own  phone  systems, 
companies  in  effect  eliminate  the 
middleman."  AT&T  may  not  like  it 
but  this  is  what  technological  innova 
tion  is  really  all  about. 


By  Gail  Branson 

Normally,  when  Dorothy 
Evans'  kidney  stones  act  up, 
the  56-year-old  retired  book- 
keeper from  Columbiana,  Ala.  dou- 
bles over  in  pain  and  must  be  rushed 
to  the  hospital.  There,  doctors  admin- 
ister intravenous  antibiotics  to  kill 
the  bacteria  that  cause  the  agony. 

Yet  when  Dorothy  felt  an  attack 
coming  on  late  last  summer,  instead 
of  keeping  her  at  the  hospital,  her 
doctors  sent  her  home  with  a  bottle  of 
Enoxacin  tablets,  a  brand  of  a  new 
drug  being  tested  by  Warner-Lambert. 
The  drug,  which  cost  her  $40  for  a 
ten-day  supply,  saved  the  suffering 
woman  a  week's  stay  in  the  hospital 
and  a  bill  of  $500  a  day. 

So-called  quinolones  are  the  latest 
drugs  in  the  battle  against  infectious 
bacteria  that  began  with  the  use  of 
penicillin  in  1941.  Quinolones  (pro- 
nounced (KWiN-a-lones)  are  used  to 
treat  patients  with  severe  bacterial  in- 
fections that  previously  required  hos- 
pitalization and  intravenous  drug 
therapy.  (Many  of  these  infections  ac- 
tually begin  during  hospital  stays.) 

The  drugs  were  first  developed  by 
companies  like  Kyorin  Pharmaceuti- 
cal and  Daiichi  Seiyaku  in  Japan  in 
e  late  1970s.  In  the  last  two  years 
they  have  come  into  wide  commer- 


cial use  in  that  country,  and  now 
American  pharmaceutical  houses  are 
rushing  to  license  them  for  use  in  the 
U.S.  Companies  readying  quinolones 
for  the  U.S.  market  include  Warner- 
Lambert  with  its  Enoxacin,  Monsan- 
to's  CD.  Searle  &  Co.  subsidiary  and 
Johnson  &  Johnson.  Merck  &  Co.  and 
Miles,  Inc.  have  drugs  already  on  the 
market. 

By  any  measure,  quinolones  repre- 
sent a  major  opportunity  for  drug 
companies.  Says  Horst  Wallrabe,  ex- 
ecutive vice  president  of  Bayer  A.G.'s 
Miles:  "A  product  like  this  doesn't 
come  along  every  five  minutes." 

Medically,  quinolones  are  the  first 
significant  group  of  germ  killers  to  be 
synthesized  since  cephalosporins  to 
some  extent  displaced  penicillin  in 
1962.  Bacteria  fall  into  two  broad 
classes,  gram  positive  and  gram  nega- 
tive— based  on  cell  structure  and  oth- 
er properties.  Generation  after  genera- 
tion of  synthetic  penicillins  and  ceph- 
alosporins have  been  created  to  kill 
gram-positive  bacteria.  Some  cephalo- 
sporins, sulfa  drugs  and  amino- 
glycosides have  been  found  to  be  more 
effective  in  treating  gram-negative 
bacteria. 

However,  these  chameleon-like 
bugs  keep  eluding  drugs  by  constantly 
evolving  into  new  strains.  To  keep  up 
with  all  the  new  mutants,  researchers 
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In  the  beginning,  fabled  designer 
Coco  Chanel  orchestrated  the 
development  of  each  fragrance 
that  bore  her  name  and  personally 
inspected  every  stitch  of  her 
innovative  fashions  shown  in  her 
Paris  rue  Cambon  salon.  The 
House  of  CHANEL  is  now  a  world- 
renowned  institution,  but  its 
commitment  to  quality,  service  and 
the  small  but  vital  detail  remains 
unequalled  today. 

CHANEL  still  depends  on  personal 
craftsmanship  to  produce  many  of 
its  famous  products.  Those  processes 
that  can  be  entrusted  to  modern 
methods  are  entrusted  to  Unisys. 

"It's  a  perfect 
marriage  of  high 
tech  and  high 
fashion," 


says  Prakash  Trivedi.  His  Unisys 
team  worked  with  CHANEL  to 
develop  an  on-line  inventory  and 
manufacturing  system  that  enables 
The  House  of  CHANEL  to  monitor 
production  standards  and  to  keep 
track  of  goods  that  are  shipped  to 
stores  and  CHANEL  Boutiques 
across  the  country 

"Efficiency  is  the  key  word." 
Manufacturing  specifications  for 
the  company's  famous  perfumes, 
including  CHANEL  N°  5,  are  stored 
in  Unisys  microcomputers  in 
Piscataway  N.J.  The  microcomputers 
also  are  used  to  evaluate  perfume 
samples  as  they  come  off  the 
assembly  line.  A  mainframe  system 
then  monitors  the  manufacturing 
and  distribution  of  products. 
This  manufacturing 


data  is  immediately  available  to 
company  executives,  along  with 
information  from  microcomputers 
in  CHANEL  Boutiques  across  the 
country,  providing  an  up-to-the- 
minute  inventory  database.  It  used 
to  take  three  to  four  days  for  this 
information  to  reach  executives. 

"By  having  the  data  to  make 
better,  more-informed  decisions, 
profits  have  increased  while  the 
high  level  of  product  excellence 
and  customer  service  has  been 
maintained,"  says  Trivedi. 

CHANEL  has  long  been  familia 
with  the  sweet  smell  of  success. 
And  now  with  Unisys,  CHANEL 
has  found  that  computers  are  very 
much  in  style." 

Unisys  and  manufacturing. 
The  power  of2. 


"Hightech 

comes  to  high 
fashion'.' 


Prakash  Trivedi, 

Branch  Sales  Manager,  Unisys 


UOTSYS 

The  power  of 2 


,  BUT  IN  THE  ABILITY  TO  MANAGE  IT. 


Information  Technologies. 
Over  Your  Head?  Or  Overview?  

This  system  looks  viable.  So 
does  that  one.  While  yet  another  does 
almost  as  much  at  a  much  lower  cost. 

How  do  you  know  which  is  right 
for  your  business?  The  answer  is,  there 
may  be  no  single  answer.  In  today's 
ever-evolving,  high-tech  world  of  busi- 
ness information,  any  one  system  or 
product  is  only  part  of  the  solution.  Part 
of  a  long-range,  in-depth  systems 
architecture.  A  plan.  Specific  enough 
to  answer  today's  needs.  Open  enough 
to  provide  for  tomorrow. 

Who  can  help  you  with  that  kind 
of  thinking? 

We  can. 

We're  Bell  Atlantic.  And  we  can 
show  you  the  bigger  picture.  With 
the  kind  of  end-to-end  expertise  most 
companies  can't  offer.  From  local 
telephone  and  mobile  communications 
to  voice/data  networks  and  business 
information  systems.  From  computer 
maintenance  and  software  to  equip- 
ment leasing  and  financing,  we  can  put 
it  all  together. 

We're  an  integrated  family  of 
companies  offering  a  broad  range  of 
solutions  to  your  information  and 
communications  needs.  And  with  our 
unmatched  record  of  innovation, 
reliability  and  experience  in  moving  in- 
formation, we'll  help  you  find  the  surest 
route  to  business  success. 

For  more  information  about  the 
Bell  Atlantic  companies,  call  toll-free 
1-800-621-9900. 


Bell  Atlantic 

WE  MAKE  TECHNOLOGY  WORK  FOR  YOU. 

LOCAL  TELEPHONE  AND  MOBILE  COMMUNICATIONS 

Bell  of  Pennsylvania  •  C&P  Telephone  • 
Diamond  State  Telephone  •  New  Jersey  Bell  • 
Bell  Atlantic  Mobile. Systems 

INFORMATION  AND  COMMUNICATIONS  SYSTEMS 

Bell  AtlanticorrT  •  Bell  Atlantic  Business 
Supplies  •  A  Beeper  Company  •  CompuShop"  • 
Bell. Atlantic  Business  Center  •  MAI  Canada  • 
Telecommunications  Specialists,  Inc. 

COMPUTER  MAINTENANCE  AND  SOFTWARE 

Sorbus"  •  Technology  Concepts,  Inc.  • 
Electronic  Service  Specialists,  Ltd. 

DIVERSIFIED  FINANCIAL  SERVICES 

Bell  Atlantic  TriCon  Leasing  •  Bell  Atlantic 
Systems  Leasing  •  Bell  Atlantic  Properties 
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Technology 


have  had  to  treat  patients  on  a  trial- 
and-error  basis.  Now  researchers  have 
figured  out  how  to  quell  these  bacte- 
ria with  quinolones.  While  conven- 
tional antibiotics  search  out  and  burst 
the  cell  walls  of  the  bacterium,  quino- 
lones actually  attack  the  bacteria's 


functioning  DNA  without  disrupting 
the  DNA  of  the  human  host.  This 
causes  the  bacterial  cells  to  die  before 
they  can  replicate  with  built-in  resis- 
tance or  mutate  into  different  forms. 

Besides  the  medical  benefits,  quino- 
lones have  an  economic  advantage 
over  many  conventional  antibiotics. 
Because  they  are  orally  administered, 
quinolones  eliminate  the  need  for 
lengthy  hospital  stays  required  when 
patients  need  intravenous  treatments 
of  such  antibiotics  as  cephalosporins 
and  aminoglycocides.  This  can  cut 


overall  medical  costs  by  significant 
amounts. 

The  potential  market  for  quino- 
lones is  substantial,  perhaps  as  much 
as  $200  million  annually  by  the  early 
1990s.  Predicts  Dr.  Harold  Neu,  chief 
of  infectious  diseases  at  Columbia 
College  of  Physicians  &.  Surgeons: 
"Within  five  years  quinolones  will  be 
having  a  major  impact  on  treatment 
of  bacterial  infections."  For  patients 
like  Dorothy  Evans,  happily,  the  im- 
pact is  being  felt  already. 


Random  Access 


Commentary  by  Esther  Dyson 


TOO  MUCH  NUMBER  CRUNCHING 


In  my  view,  the  question  is  not 
why  the  market  collapsed.  The 
question  is  why  it  got  so  high  in 
the  first  place.  In  all  the  coverage 
of  the  stock  market  turmoil  last 
month,  I  saw  surprisingly  little 
about  values.  Prices,  yes.  Trends, 
yes.  But  virtually  no  one  focused 
on  the  fact  that  the  market  had 
simply  gotten  too  high. 

How  did  the  market  get  way  up 
there?  Overuse  of  computers,  unfor- 
tunately, is  partly  to  blame.  Com- 
puters certainly  contributed  in  a  lo- 
gistical way  to  making  the  sheer 
volume  and  speed  of  the  fall  possi- 
ble. More  important,  they  also  con- 
tributed in  a  more  fundamental 
way.  Computers  led  people  to  focus 
too  much  on  the  numbers  and  not 
enough  on  the  things  that  comput- 
ers can't  (yet)  measure — quality  of 
management,  of  product,  of  finan- 
cial soundness. 

To  take  a  hypothetical  example, 
it  may  take  a  year  for  Wonder  Wid- 
get's earnings  to  increase  by  25%, 
but  it  takes  a  far  shorter  time  for 
perceptions  to  change — and  stock 
prices  with  them.  You  can  com- 
press a  year's  worth  of  stock  trading 
into  a  month  (or  a  day),  but  you 
can't  do  the  same  for  a  year's  worth 
of  corporate  activity.  Once  the  per- 
ception of  higher  earnings  has 
moved  a  stock  up  to  reflect  the  com- 
pany's higher  earnings,  what  hap- 
pens? In  a  sensible  world,  Wonder 
Widget  woul  isidered  fully 

priced. 

But  in  the  m.  e  world  of 


Esther  Dyson  is  eeUto 
in-icsk'tli'r  Release  !  i 


.'sJjcr  of  the 


Wall  Street,  especially  in  the  com- 
puter age,  it's  hard  to  let  something 
like  that  sit.  (I  speak  as  a  former 
securities  analyst.)  Suppose  there 
are  several  companies  in  Wonder 
Widget's  industry  group  and  they  all 
have  similar  P/Es.  Some  analyst 
(perhaps  in  the  research  department 
of  the  firm  that  took  WW  public) 
makes  a  case  that  Wonder  Widget  is 
better  than  its  peers  and  deserves  a 
higher  P/E  ratio.  The  price  moves 
up  a  little. 

Now,  by  comparison,  Wonder's 
competitor,  Whopping  Widgets, 
shows  up  on  a  computer  screen  as 
having  a  lower  price/sales  ratio 
than  Wonder.  One  by  one  all  the 
widget  stocks  ratchet  upward.  If 
prices  move  up  correspondingly  in 
all  stocks — as  they  tend  to  do  in  a 
bull  market — the  widget  stock 
prices  continue  to  look  reasonable. 
All  that  growth  and  no  premium  to 
the  market!  The  widget  stocks  as  a 
group  now  move  to  a  premium  to 
the  market.  All  this  because  Won- 
der Widget  showed  a  nice  earnings 
gain. 

I  look  at  analysts'  reports  today 
and  I'm  appalled.  Pages  and  pages  of 
numbers,  untouched  by  human 
hands — or  minds.  There  are  charts 
analyzing  stock  price  trends  for  the 
last  few  years  (but  rarely  back  into 


the  last  bear  market).  There  are 
charts  forecasting  earnings  out  sev- 
eral years  (but  rarely  through  the 
next  slow  quarter),  comparative  P/E 
ratios,  etc.  Thanks  to  computers, 
the  ability  to  run  numbers  has  come 
to  substitute  for  the  ability  to  assess 
management,  strategy,  plain  old 
product  quality. 

It's  all  very  well  to  analyze  num- 
bers, but  real  investors  make  money 
by  knowing  when  the  underlying 
curves  will  change.  To  know  that, 
you  don't  look  at  past  curves.  You 
don't  look  at  takeover  valuations. 
You  look  at  management,  products, 
markets. 

In  the  process  of  concentrating  on 
the  wrong  things,  investors  rather 
remind  me  of  someone  looking  for  a 
tinted  contact  lens  where  the  light 
is  good  rather  than  looking  in  the 
dimly  lit  spot  where  it  probably  fell. 
And  so  is  running  numbers  on  a 
computer  easier  than  trying  to  judge 
quality. 

Prior  to  the  October  crash,  too 
many  market  players  were  looking 
at  numbers  and  stock  prices  rather 
than  at  the  realities  of  management 
quality.  They  were  doing  their  look- 
ing in  the  easy  place  rather  than  in 
the  right  place. 

This  sort  of  behavior  is  virtually 
mandated  as  pension  funds  and  mu- 
tual funds  are  rated  on  an  increas- 
ingly .short-term  basis. 

Computers  or  no,  investors 
should  never  forget  what  Ben  Gra- 
ham said:  In  the  short  run,  the  stock 
market  is  a  voting  machine.  In  the 
long  run,  it's  a  weighing  machine.  It 
doesn't  weigh  numbers,  though;  it 
weighs  reality.  ■ 
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MEET  THE  NEW  COVER  BOY 
DF  HIGH  TECHNOLOGY  BUSINESS. 


4aking  money  while  shaping 
future.  That;s  the  one  thing  that 
business  of  high  technology  is  all 
iut.  It;s  the  one  link  among  hun- 
ds  of  thousands  of  readers  of  High 
hnology  Business  every  month: 
ey  want  to  profit  from  trends  that 
transforming  our  lives  and  busi- 
ses;  and  they  know  HJgh_Tech- 
ogy  Business  is  must  reading  to 
d  them  profit. 

rofit— from  expertise,  judgment 
1  resources  that  opens  doors  and 
:ns  minds,  giving  you  the  edge  on 
future. 

rofit— by  being  among  the  first  to 
and  understand  trends  and  prod- 
5  that  no  one  else  covers  in  such 
ith  and  such  detail, 
rofit— getting  the 
;e  from  reports  Iffl.&wWf 
t  name  names 
addresses 


and  phone  numbers;  so  you  know  p1 
precisely  which  companies  and 
researchers  are  poised  to  strike  it 
rich... and  so  you  can  plan  how  to 
cash  in  yourself. 

High  Technology  Business  gives 
you  the  edge— in  credible;  no- 
nonsense,  plain-spoken;  clear-eyed 
coverage  that  can  pave  your  way  to 
profits  every  month.  And  now  you 
can  get  High  Technology  Business 
with  none  of  the  risks  associated 
with  high  technology  business.  If 
it7s  not  everything  we  promise  and 
more7  you  can  cancel  your  subscrip- 
tion at  any  time;  for  a  full;  unques- 
tioned refund  on  all  unmailed 
issues.  How  can  we  make  this  offer? 
Because  we  don't  expect  you  to  can- 
cel. Losing  the  High  Technology 
Business  edge  could  mean  losing 
your  chance  to  profit  from  the 
future. 


Trial  Offer. 

To  try  High  Technology  Busi- 
ness—with  a  refund  guarantee 
on  all  unmailed  issues— call  toll- 
free.  Or  mail  this  coupon  to 
High  Technology  Business,  214 
Lewis  Wharf,  Boston,  Mass. 
02110. 

□  3  years,  36  issues-$49.95. 
Save  $58.05  off  the  cover  price. 

□  1  year,  12  issues— $24.95. 
Save  $  1 1.05  off  the  cover  price. 

□  Check  or  money  order  enclosed. 

□  Please  bill  me  later.  sfrb9 
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HIGH  TECHNOLOGY 


BUSINESS 


1-800-962-2962. 


New  subscribers  only  pleaxe 

Basic  rate:  530/ytar 


Personal  Affairs 


Kdited  by  William  G.  Flanagan 


Stuck  for  somewhere  to  put  extra  cash  after 
the  crash?  Prepaying  your  mortgage  is  one 
way  to  save  a  fortune  in  interest,  and  get 
full  title  a  lot  sooner. 

Unmortgaging 
the  future 


By  Lisa  S cheer 


I 


't  can  make  a  lot  of  sense  to  pre- 
|pay  your  mortgage  these  days.  Re- 
icent  cuts  in  the  tax  rate  make 
your  interest  deductions  worth  less. 
Interest  rates  on  money  you  put  in 
CDs,  Treasurys  and  other  safe  har- 
bors are  relatively  low  and  going 
lower.  Banks  and  other  lenders  are 
getting  a  lot  more  relaxed  about  the 
growing  practice. 

The  amount  of  money 
to  be  saved  by  prepaying 
can  be  staggering.  Let's  say 
you  have  a  $  1 50,000  mort- 
gage, at  10%,  for  30  years 
(see  table).  Your  ordinary 
monthly  payment  is 
$1,316.36,  payable  for  a  to- 
tal of  360  months.  In  all, 
the  mortgage  will  cost  you 
$473,883.14,  including 
$323,883. 14  in  interest. 

But  see  what  happens  if 
you  pay  only  $100  extra 
per  month — a  mere  $3.28 
a  day — toward  that  mort- 
gage. Over  the  term  of  the 
loan,  you  will  cut  your  to- 
tal interest  payments  to 
$215,523.79.  What's 
more,  you  will  wind  up 
owning  your  home  free 
and  clear  eight  years  and 
five  months  sooner.  In 
other  words,  the  extra 
$25,900  that  you  pay  out 
at  the  rate  of  a  $100  a 
month  for  21  years  and 
seven  months  will  wind 


up  saving  you  $108,359.35  in  interest. 
Talk  about  the  wonders  of  compound 
interest. 

The  more  money  you  prepay,  obvi- 
ously, the  greater  your  savings.  Last 
year,  for  example,  Andrew  and  Jeanne 
Malarky,  operators  of  a  bakery  equip- 
ment installation  and  repair  business 
in  Burlingame,  Calif.,  refinanced  their 
$108,000,  30-year  home  mortgage.  Be- 
sides this,  Andrew  and  Jeanne  prepay 
the  bank  approximately  $300 
extra  with  each  month's 
regular    loan  pay- 


How  $100  monthly  can  save  you  $108,359 

Loan  amount 

SI  50,000.00 

Interest  rate 

10% 

Original  term 

360  months 

,      Actual  term 

.259  months 

Base  payment 

$1,316.36 

Regular  prepayment 

SI  00.00 

Total  periodic  payment 

$1,416.36 

Total  interest,  it  not  prepaid 

S323,K83.14 

Total  interest,  it  prepaid  , 

;  S215.,523.79 

Total  outlay; 'without  prepayment  vt,, 

S4  73,883. 14 

..j..:.V      .total,  outjay  with  prepayment  s%f\i 

$365,523.79 

.        -^s.*^.r,j  -•-•j./'-'^?,v.«  .||ywygts'i 

}&V'                 '0'  months 

^'rjm^wmwwmmmm^Ktm  n  wimihimii— — 

ment.  That  prepayment  represents 
the  next  month's  principal.  "We're 
really  sorry  that  we  didn't  start  doing 
this  right  away  with  all  of  our  loans," 
says  Jeanne  Malarky.  Next  month  the 
Malarkys  will  add  $331.27  to  their 
regular  payment,  thus  eliminating 
$784.47,  the  following  month's  inter- 
est. Their  total  interest  savings  will 
come  to  $46,991.48,  and  they  will 
own  their  home  7  Vi  years  sooner. 

Small  wonder  that  more  and  more 
homeowners  are  prepaying  mort- 
gages— even  if  they  have  no  plans  to 
hold  on  to  their  homes  for  anywhere 
near  the  full  term  of  the  mortgage. 
And  while  banks  and  other  lenders 
once  balked  at  the  practice,  they  now 
accept  it,  however  grudgingly.  Some 
even  encourage  the  practice,  especial- 
ly for  customers  who  have  adjustable 
rate  mortgages.  The  idea  there  is  to 
prepay  when  interest  rates  are  fairly 
low,  to  reduce  the  debt  load  later  on 
when  rates  could  be  higher. 

What  about  prepayment  penalties? 
On  relatively  new  mortgages  they  are 
now  very  limited,  or  nonexistent.  In 
California,  for  example,  state  char- 
tered banks  do  not  penalize  prepay- 
ments on  mortgages  more  than  five 
years  old.  Federally  chartered  institu- 
tions, however,  are  exempted  from 
those  regulations.  At  $2.3  billion 
(sales)  CalFed  in  Los  Angeles,  for  in- 
stance, most  of  the  bank's  older  fixed- 
rate  mortgages  do  carry  prepayment 
penalties.  A  charge  of  6  months'  inter- 
est can  be  assessed  if  more  than  20% 
of  the  original  loan  is  paid  off  during 
the  prior  12  months. 

New  York  State  law  says  state  char- 
tered institutions  may  not  penalize 
prepayments  on  mortgages  more  than 
a  year  old.  Competitive 
pressures  among  bank 
lenders,  however,  have 
persuaded  even  federally 
chartered  banks  in  New 
York  state  to  follow  state 
rules  and  not  charge  pre- 
payment penalties,  ac- 
cording to  David  Halvor- 
sen,  first  deputy  superin- 
tendent of  banks  in  New 
York. 

At  Chase  Home  Mort- 
gage Corp.  there  are  no 
prepayment  penalties  on 
any  of  its  programs,  notes 
Vice  President  Bob  Hamil- 
ton. Citicorp  generally 
charges  no  fees  on  partial 
mortgage  prepayments. 

The  earlier  you  start 
making  prepayments,  of 
course,  the  more  dramatic 
the  results  will  be.  That's 
because     interest  pay- 
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Christmas  Bonus. 


ij  . ,  Tis  the  season!  What  makes  it  even  more  special  is  the  prospect  of 
>ldengirt  of  Godiva  chocolates.  Sumptuous  pleasures  filled  with  distinction 
)  render  season  s  greetings  in  the  Belgian  tradition.  Godiva  chocolates  'neath 


the  tree  promise  magical  delight  to  all.  For  a  gift  of  Godiva  chocolates 

1S  deemed  by  many  to  be  in  the  true  spirit  of  Christmas  presents.    GODI  VA 

('.luxidatler 

BRUXELLES  •  NEW  YORK  •  PARIS 

Godiva  Chocolatier,  701  Fifth  Avenue,  New  York,  New  York  10022 
For  information  about  Godiva  chocolates  or  to  receive  a 
Corporate  Gift  Catalog,  call  800-732-7333 
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ments  are  highest  and  principal  pay- 
ments lowest  at  the  loan's  inception. 

In  order  to  make  prepayments,  sim- 
ply add  the  prepayment  to  your  nor- 
mal monthly  mortgage  check  and 
mail  in  one  check;  the  bank's  comput- 
er automatically  knows  how  to  credit 


your  prepayment. 

For  more  information  on  prepay- 
ments, get  a  copy  of  "A  Banker's  Se- 
cret," published  by  Marc  Eisenson, 
who  has  been  a  crusader  for  prepaying 
mortgages  ever  since  his  brother 
pointed  out  the  wisdom  of  the  scheme 


and  he  himself  then  prepaid  his  own 
home  mortgage  by  age  27.  Write  P.O. 
Box  78,  Ehzaville,  N.Y.  12523.  The 
cost  is  $6.45. 

For  an  additional  $9.95  you  can  also 
receive  a  computerized  printout  of 
your  own  amortization  schedule. 


Beyond  designer  prep  schools 


W'  e'll  call  her  Karen.  She  is  a  high- 
spirited  16-year-old  who  earned 
C's  and  some  D's  at  her  comfortable 
suburban  high  school.  Her  parents  are 
both  successful  professionals;  one 
brother  is  a  junior  at  an  Ivy  League 
school.  But  if  asked  about  college,  Ka- 
ren, whose  outside  interests  include 
intramural  sports  and  art,  would  have 
quickly  told  you  that  she  was  too 
dumb  to  go. 

Or  take  Alex  (not  his  real  name). 
Following  in  his  proud  dad's  foot- 
steps, the  15-year-old  finally  went  off 
to  an  old-line  New  England  boarding 
school,  one  of  the  largest  and  most 
competitive  in  the  country.  Alex  had 
earned  A's  as  a  freshman  at  his  local 
high  school  and  should  have  been  able 
to  handle  the  boarding  school  easily. 
Or  so  his  dad  thought.  But  the  nonath- 
letic  lad,  sophisticated  on  the  surface 
but  immature  for  his  age,  didn't  par- 
ticipate in  varsity  sports  and  fell  be- 
hind in  his  studies  in  his  sophomore 
year,  getting  D's  and  F's  instead  of 
A's.  Shortly  before  summer  vacation, 
Alex  was  expelled  for  smoking  dope 
on  campus. 

Then  there's  the  case  of  a  boy  we'll 
call  Martin,  who  declared  war  on  his 
parents  in  the  eighth  grade.  Last  year, 
at  the  age  of  16,  he  was  attending  a 
competitive  high  school  in  Fairfield 
County,  Conn. — where  he  collected 
D's,  ran  around  with  his  pals  and  of- 
ten came  home  at  2  a.m. 

Problem  kids,  slow  learners  and 
kids  who  seemingly  lack  motivation 
happen  in  the  best  of  families.  Money 
is  no  protection  against  genetic  curve 
balls  ...  or  bad  parenting. 

What  can  be  done  with  a  kid  who  is 
never  going  to  make,  let  alone  get 
through,  the  prep  school  you  had  your 
heart  set  on- 

With  the  help  of  an  education  coun- 
selor, Karen's  parents  found  an  appro- 
priate boarding  school  for  her,  where 
the  odds  are  good  she  will  go  on  to  a 
decent  college.  Purnell  School,  for  ex- 
ample, in  Pottersville,  N.J.,  was  spe- 
cifically designed  to  help  confidence- 
shy  girls  like  Karen.  And  it  sends  93% 
of  its  graduates  on  to  college.  Many 
graduates  of  Purnell,  founded  in  1963, 
are   now    successful  professionals. 


Other  good  schools  for  Karen,  say  the 
experts,  would  be  the  Gunston  School 
in  Centreville,  Md.  and  Wykcham 
Rise  in  Washington,  Conn. 

A  large,  highly  competitive  board- 
ing school  was  clearly  a  poor  choice 
for  Alex,  even  if  he  hadn't  been  caught 
smoking  dope.  Counselors  say  he 
would  have  been  much  better  off  at  a 
place  like  Wooster  School  in  Dan- 
bury,  Conn,  or  Dublin  School  in  Dub- 
lin, N.H.  Both  schools  are  smaller  and 
less  competitive  and  give  students 
more  personal  attention.  At  Wooster 
or  Dublin,  Alex'  teachers  would  have 
supported  his  enthusiasm  for  anthro- 


rial  schools  such  as  the  Woodhall 
School  in  Bethlehem,  Conn.  Founded 
five  years  ago,  Woodhall  gets  especial- 
ly high  marks  from  counselors  for 
turning  around  students  like  Martin, 
who  require  a  lot  of  individual  atten- 
tion. At  schools  like  Woodhall  and 
the  Oxford  Academy,  another  tutorial 
school  in  Westbrook,  Conn.,  many 
students  get  turned  back  on  to  studies 
and  then  transfer  to  more  traditional 
prep  schools. 

Finding  the  right  boarding  school 
for  your  youngster,  even  if  he  or  she  is 
far  from  the  model  child,  is  really  not 
as  difficult  as  you  might  think.  There 
are  now  hundreds  of  different  schools, 
many  of  which  didn't  exist  when  you 
were  a  youngster,  with  programs  tai- 


pology  and  music.  And  both  schools 
get  their  students  into  top  colleges. 
(Last  year  98%  of  Wooster's  graduates 
went  on  to  college.) 

What  about  Martin,  the  young  reb- 
el? Once  upon  a  time  he  probably 
would  have  been  packed  off  to  a  mili- 
tary school  to  be  whipped  into  shape. 
That  would  have  been  inappropriate 
for  both  Martin  and  the  school,  sug- 
gests Robert  Belenky,  a  clinical  psy- 
chologist in  Marshfield,  Vt.  Boys  like 
Martin  often  get  angry  and  do  even 
worse  at  such  schools,  he  says.  For 
students  like  Martin  who  fall  behind 
in  their  academic  work  and  need  re- 
medial help,  counselors  suggest  tuto- 


lored  for  all  kinds  of  students  with  all 
kinds  of  needs.  The  problem,  howev- 
er, is  getting  parents  to  recognize  their 
kids'  special  needs. 

"Parents  must  begin  by  being  real- 
istic," says  Cornelia  Ford,  an  accredit- 
ed educational  counselor  and  former 
admissions  director  of  Wooster 
School  in  Danbury,  Conn.  "I  see  too 
many  families  who  go  out  and  say, 
'Okay,  we're  looking  at  Andover,  Exe- 
ter, Hotchkiss,  Northfield  Mount 
Hermon  and  Choate  .  .  .  and  that's  it.' 
And  these  kids  are  rejected  from  all 
these  schools,  and  we  see  them  in 
April.  These  poor  kids  are  devastated. 
They've  been  looking  at  totally  inap- 
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ITS  EAST  TO  SEE 
HOW  MINOLTA'S  CAMERA  EXPERTISE 
WILL  REVOLUTIONIZE  VIDEO. 


Master  the  most  difficult  moves.  Only  Minolta's  Multi-Dimensional  Autofocusing  with  6x  zoom 
maintains  focus  smoothly  from  infinity  right  up  to  the  surface  of  the  lens  even  when  your  subject  leaves  the  center  of  your  frame. 


Master  difficult  lighting  situations. 
Master  color  in  every  kind  of  light —   The  only  difference  between  these  2  pictures  is  our  unique  autoexposure  system, 
daylight,  dusk,  tungsten  or  even  fluorescent. 


Take  a  look  at  the  only  camcorder 
designed  from  scratch  by  camera 
experts,  the  Minolta  Master  VHS-C. 
You'll  see  the  only  one  that  adjusts 
automatically  in  all  the  most  difficult 
lighting  and  focusing  situations. 

Use  the  Master  and  you'll  see  picture  1 
quality  beyond  your  expectations. 
Because  the  real  reason  the  Master 
Camcorder  will  revolutionize  video  is 
that,  with  all  its  sophistication,  it's  still 
the  easiest  one  to  use. 


Be  certain  thai  tie  valuable  Minolta  USA  limited  warranty  t aids  are  packaged  with  your  products  for  mor 
■nlormation  see  your  Minolta  dealer  or  write  Minolta  Corporation  101  Williams  Drive  Ramsey  NJ  07446 
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propriate  schools." 

Counselors  suggest  that  parents  do 
some  basic  research  on  their  son  or 
daughter  before  deciding  on  any  spe- 
cific schools,  taking  into  account  the 
child's  personality,  academic  achieve- 
ment or  lack  thereof,  interest  in 
sports  and  extracurricular  activities 
and  ability  to  work  independently. 

There  are  counselors,  of  course, 
who  can  make  recommendations  af- 
ter looking  over  your  child's  records 
and  interviewing  the  youngster.  Any 
boarding  school  will  be  happy  to  sug- 


gest counselors.  You  can  also  call  the 
Independent  Educational  Consultants 
Association  in  Forestdale,  Mass.  for 
names  of  members  in  your  area. 
Counseling  fees  range  from  $300  to 
$2,000  for  placement,  depending  on 
location  and  the  amount  of  handhold- 
ing  needed. 

But  even  if  you  use  a  counselor,  you 
should  familiarize  yourself  with  the 
kinds  of  schools  out  there.  The  Hand- 
book of  Private  Schools,  published  by 
Porter  Sargent  Publishers  in  Boston 
($45),  and  Peterson's  Guide  to  Indepen- 


dent Secondary  Schools,  published  by 
Peterson's  Guides,  Inc.  in  Princeton, 
N.J.  ($17.95),  are  two  of  the  best  refer- 
ence sources  on  private  schools.  Por- 
ter Sargent's  book,  for  example,  in- 
cludes detailed  descriptions  of  1,780 
private  schools  and  a  directory  of  edu- 
cational counselors  and  private 
school  organizations. 

Once  a  list  of  five  or  so  possible 
schools  is  made,  visit  each  campus. 
That  is  really  the  only  way  to  find  out 
if  the  school  suits  your  youngster,  and 
vice  versa. — Burr  Leonard 


Buying  wine  before  its  time 

hat  happens  when  an  economist    something  that  tastes  more  like  tur- 
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who  likes  to  collect  and  trade 
wine — and  drink  it,  too — can't  easily 
find  the  data  he  wants  to  guide  his 
purchases?  If  he's  Orley  Ashenfelter, 
45,  professor  of  economics  and  direc- 
tor of  the  industrial  relations  section 
at  Princeton  University,  he  researches 
the  information  himself — and  pub- 
lishes a  newsletter  as  a  profitable 
sideline. 

Ashenfelter,  who  is  also 
managing  editor  of  the 
American  Economic  Review, 
believes  that  most  of  the 
information  Americans 
receive  about  wine  comes 
in  the  form  of  advertising. 
The  exceptions  are  the 
wine  columns  that  appear 
in  some  newspapers. 

But  Ashenfelter  even 
has  reservations  about 
these  columnists,  as  he 
finds  some  of  them  reluc- 
tant to  issue  strong  criti- 
cism of  vintages  and  cha- 
teaux that  produce  aver- 
age or  below-average 
quality  wine  for  fear  of  an- 
tagonizing those  in  the 
trade.  Thus  was  born  his 
twice-a-year  newsletter 
called — what  else? — Liq- 
uid Assets  ($30  per  year; 
169  Nassau  Street,  Prince- 
ton, N.J.  08542). 

Price  data,  Ashenfelter 
says,  are  the  hardest 
things  for  American  collectors  to  get  a 
handle  on.  So  he  publishes  results 
from  wine  auctions  in  London,  Gene- 
va, Amsterdam,  Chicago  and  San 
Francisco  in  each  issue. 

The  newsletter  also  contains 
weather  data.  One  thing  that  always 
puzzled  Ashenfelter — and  a  lot  of  oth- 
er oenophiles — was  how  on  earth 
wine  experts  could  go  to  the  chateaux 
of  Bordeaux  in  the  spring,  following 
the  fall  pressing  of  grapes,  sample 


nip  juice  than  wine,  and  pronounce 
that  it  is  going  to  be  a  great  vintage 
ten  years  hence. 

A  more  reliable  clue,  he  feels,  is 
weather  history  of  the  Bordeaux  re- 
gion. So  he  obtained  data  from  public 
records  of  temperature  and  rainfall  re- 
corded at  Merignac  Airport  just  out- 
side the  city  of  Bordeaux  and  blended 
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Orley  Ashenfelter  and  potable  collectibles 
The  1 986  Bordeaux  wines  will  be  below  average. 


them  with  wine  auction  prices  in  the 
region. 

Bingo.  He  found  that  it  was  easy  to 
predict  a  disastrous  Bordeaux  vintage; 
if  the  summers  were  wet  and  cool  the 
wine  will  be  unremarkable.  He  cites 
the  summers  of  1954,  1956,  1958, 
I960,  1963,  1965,  1968  and  1972. 
These  wines  sell  infrequently  at  auc- 
tion, but  when  they  do,  they  are  usu- 
ally at  very  low  prices.  They  are  clear- 
ly among  the  poorest  Bordeaux  vin- 


tages of  the  last  34  years. 

But  Bordeaux  has  had  a  remarkable 
string  of  hot,  dry  summers  in  the 
1970s  and  1980s.  There  has  been  no 
year  until  1986  with  below-median 
summer  warmth  and  above-median 
rainfall  since  1972.  Result:  Probably 
never  has  there  been  as  large  a  supply 
of  high-quality  Bordeaux  vintage 
wines  available  as  there  is  now.  But 
the  flip  side  of  all  of  this  extraordi- 
narily good  weather  is  that  it  cannot 
be  expected  to  last.  It 
would  be  foolish,  says 
Ashenfelter,  to  expect  the 
next  decade's  vintages  to 
be  as  great. 

According  to  his  theory, 
collectors  have  every- 
thing they  need  to  know 
about  the  new  vintage  as 
soon  as  the  harvest  is 
over.  For  example,  he  is 
convinced  that  based  on 
1986's  summer  weather, 
last  year's  wine  will  sell 
for  about  half  the  price  of 

1985  vintage  wine.  There 
was  more  rain  in  the  cru- 
cial months  of  August  and 
September  in  Bordeaux  in 

1986  than  in  any  year 
since  1976.  "This  is  a  reci- 
pe for  a  vintage  that  will 
be  satisfactory,  but  of  be- 
low-average quality,"  he 
says. 

Ashenfelter  also  be- 
lieves that  initially  the 
wine  market  is  anything 
but  efficient  because  buy- 
ers succumb  to  opinions  of  "wine  ex- 
perts" who  frequently  lack  sufficient 
objectivity  about  new  crops.  "In  the 
U.S.  I  have  seen  opening  offers  of 
around  $500  to  $600  a  case  for  the  top 
wines  of  1986,  which  is  as  much  or 
more  than  is  being  asked  for  either  the 
1983s  or  1985s,"  he  notes.  "Buying 
these  latter  two  vintages  is  a  very  low- 
risk  proposition  that  has  a  fine  poten- 
tial for  substantial  gain."  The  1983s, 
he  thinks,  are  so  underpriced  in  the 
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Since  1735  there  has 
never  been  a  quartz  blancpain  watch. 
And  there  never  will  be. 


BLANCPAIN 


Faithful  to  the  traditional  art  of  watchma- 
king, each  watch  is  still  assembled,  pol- 
ished and  finished  by  hand  by  the  indivi- 
dual watchmaker. 


In  all,  only  four  ladies'  watches  and  six 
men's  watches,  each  individually  signed 
and  numbered,  leave  our  workshops  at 
the  end  of  the  day. 

BQSION  Dorfmann  DETROIT  Schubol  HARTFORD  Green  Et  Steven  KANSAS  CITY  Tivol  LOS  ANGELES  Princess  Ermine  NEW  YORK  Cellini  Toumeau  Wempe  NEWPORT  BEACH  Moboco  OMAHA  Boisheim's  TORONTO 
European  Jewellery  BERMUOES  Crisson  GRAND  CAYMAN  Dennis  Smilh  ST  BARTHELEMY  Poml  Or  ST  MAARTEN  La  Romana  ST  THOMAS  Riviera 
Information  by  BLANCPAIN  SA  -  CH-1348  Le  Brassus  -  Swii;erland  -  Ti  459420  Tel  01041-21854092 


U.S.  that  some  U.S.  merchants  have 
shipped  their  wines  back  to  Europe, 
where  they  consistently  fetch  higher 
prices. 

As  someone  who  buys  a  lot  of 
wine — he  admits  to  having  several 
hundred  cases  in  his  cellar — Ashen- 
felter  constantly  seeks  those  imper- 
fections in  the  market  that  will  give 
him  an  edge  in  his  wine  purchasing. 
He  regularly  compares  wine  prices  in 
the  New  York  area  with  what  the 


Ribbons  of  sound 

The  world  is  now  all  ears  to  compact 
disk  players.*  But  if  you  really  want 
to  get  the  best  out  of  these  remarkable 
sound  machines,  try  mating  them 
with  what  are  called  ribbon  speakers. 
A  Beethoven  disk  played  through  rib- 
bon speakers  puts  you  as  close  to  being 
in  the  concert  hall  as  modern  technol- 
ogy can  manage. 

Ribbon  speakers,  only  2  to  3  inches 
thick  and  4  to  6 Vi  feet  high,  consist  of 


tissue-thin  aluminum  foil  ribbons  of 
various  widths.  The  tweeter  ribbon  is 
about  two-tenths  of  an  inch  wide,  the 
midrange  ribbon  is  less  than  1  to  2 
inches  wide,  the  woofer  12  inches. 
How  these  ribbons  generate  high-fi- 
delity sound  is  complex,  but  the  re- 
sult is  a  wonder — sound  that  is  free  of 
unwanted  vibrations  common  to  con- 
ventional cone  speakers. 

Ribbon  technology  has  been  around 
for  years.  In  the  early  1900s  German 
researchers  used  it  to  create  sound 
waves  strong  enough  to  make  hu- 
mans  ill.  They  even  explored  making 

*  Vie  compact  disk  business  is  a  multibillion-dollar 
industry.  Two  million  players  were  sold  in  1986, 
racking  up  $425  million  wholesale  Another  $438 
million  was  spent  on  disks  themselves.  It's  expected 
J  8  million  players  will  he  sold  hy  the  end  of  this  rear, 
worth  some  $580  million,  with  disk  sales  exceeding 
$934  5  billion 


same  vintage  sold  for  at  auction  in 
London.  Using  auction  data,  it  is  easy 
for  Ashenfelter  to  spot  the  bargains 
and  the  ripoffs. 

For  example,  recently  at  Garnet  Li- 
quors (929  Lexington  Avenue,  New 
York  City)  a  1983  Mouton-Rothschild 
sold  for  $498  a  case,  while  the  same 
wine  had  a  last  sale  price  of  $628  in 
London.  That's  hard  to  beat. 

Should  wine  collectors  buy  for 
drinking  or -for  investment  purposes? 


a  sonic  weapon  for  use  against  enemy 
soldiers.  It  proved  impractical,  how- 
ever. Such  a  weapon  would  have  need- 
ed power  sources  stupendous  in  size 
and  horrendous  in  cost. 

For  decades,  too,  tweeter  ribbons 
have  been  on  the  market.  But  it  re- 
mained for  an  audio  design  team 
headed  by  Leo  Spiegel  and  Gary  Walk- 
er of  Apogee  Acoustics,  in  Randolph, 
Mass.,  to  invent  full-range  ribbon 


speakers  in  1982.  Trouble  was,  the 
speakers  required  the  finest  quality 
sound  equipment  then  available  to 
shine  best.  Few  hi-fi  buffs  could  afford 
such  gear.  But  when  relatively  cheap 
but  very  high  quality  digital  recording 
techniques  and  compact  disk  players 
came  along,  audiophiles  beat  a  path  to 
Spiegel's  door. 

Apogee,  still  the  only  manufacturer 
of  full-range  ribbon  speaker  systems, 
currently  has  five  models  on  the  mar- 
ket, priced  from  $2,000  to  $10,000. 
"They  cost  more,"  says  Spiegel,  "but 
they  are  worth  it." 

Today  ribbon  speakers  account  for  a 
little  more  than  $2  million  of  the 
$400  million  speaker  market.  In  1986 
some  1,200  pairs  were  sold.  Spiegel 
expects  to  sell  1,900  this  year  and 
3,000  next  year.  Apogee  Acoustics  is 


Ashenfelter  won't  answer  for  anyone 
but  himself,  but  says  candidly,  "Pri- 
marily, I  buy  wine  to  drink,  but  I  am 
usually  willing  to  sell  half  of  what  I 
buy.  When  I  buy  a  quality  Bordeaux, 
it's  like  buying  a  major  issue  on  the 
New  York  Stock  Exchange.  But  I  can't 
resist  taking  a  flyer  on  some  little- 
known  California  cabernets.  That  can 
be  really  exciting  if  you  pick  a  win- 
ner— it's  more  like  buying  a  new  issue 
on  the  o-t-c." — Stanley  W.  Angrist 


in  the  process  of  going  public  to  raise 
additional  capital  to  expand. 

What,  exactly,  is  the  advantage  over 
good  conventional  equipment?  Listen 
to  Ben  Holt,  singer  for  the  New  York 
Metropolitan  Opera.  Says  Holt,  who 
owns  a  pair  of  Apogee's  Caliper  ribbon 
speakers,  "They  have  a  terrific  ability 
to  engender  an  emotional  response  to 
the  source  material."  Translation: 
goosebumps.  Adds  Lewis  Lipnick,  con- 
trabassoonist  for  the  National  Sym- 
phony Orchestra,  "Apogee  speakers 
provide  great  resolution  of  fine  har- 
monic nuances  and  musical  detail." 

How  does  the  industry  view  Apo- 
gee? When  Sony  introduced  the  first 
digital  audiotape  to  be  broadcast  in 
the  U.S.  earlier  this  year  in  Chicago,  it 
used  Apogee's  ribbon  speakers.  Per- 
haps more  people  will  take  notice 
when,  a  year  from  now,  Apogee  incor- 
porates ribbon  speaker  technology 
into  speakers  priced  at  $1,000  a  pair  at 
retail. — Greg  Burks 


If  you  want  to  give  ribbon  speakers 
a  listen,  here  is  a  list  of  dealers. 

Columbia  Audio/Video 

1741  Second  Street, 

Highland  Park,  111.  60035 

312-433-0453 

Audio  Breakthroughs 

199  Amsterdam  Avenue 

New  York,  N.Y.  10023 

212-595-7157 

Sound  By  Singer 

165  East  33rd  Street 

New  York,  N.Y.  10016 

212-683-0925 

Elite  Electronics 

20 149 A  Steven  Creek  Boulevard 

Cupertino,  Calif.  95014 

408-996-2400 

Sound  Center 

20044  Ventura  Boulevard 

Woodland  Hills,  Calif.  91364 

818-883-2811 

Advanced  Audio  Systems 

6450  South  Sprague 

Tacoma,  Wash.  98409 

206-472-3133 
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"Did you  see 
the  cartoon 
where  the  guy 
says  to  his  wife. . " 

^\~\7^  THEN  you  mail  the  special  coupon  be- 
\  X  /         low,  or  the  subscription  card  in 
W  this  magazine,  you'll  be  able 

hereafter  to  answer  yes. 

Yes,  you  saw  the  cartoon. 

Yes,  you  saw  what  Pauline  Kael  wrote  about  the 
movie. 

Yes,  you  caught  Edith  Olivers  review  of  the  show. 

Yes,  you  follow  Whitney  Balliett  on  jazz,  Arlene 
Croce  on  dance,  Andrew  Porter  on  classical  mu- 
sic, Calvin  Tomkins  on  the  art  world.  Along  with 
Naomi  Bliven,  William  Maxwell,  VS.  Pritchett, 
and  George  Steiner,  among  others,  on  books. 

Yes,  you  relish  the  way  Elizabeth  Drew,  Andy 
Logan,  John  Newhouse,  and  others  report  on 
politics.  Not  to  mention  the  all-around  report- 
ing of  observers  like  E.J.  Kahn,  Jr.,  Jane  Kramer, 
Berton  Roueche,  Susan  Sheehan,  Calvin  Trillin, 
and  Thomas  Whiteside. 

Yes,  you  delight  in  the  work  of  poets  like  John 
Ashbery,  Amy  Clampitt,  James  Merrill,  WS.  Mer- 
win,  Howard  Moss,  Dave  Smith,  and  Robert 
Penn  Warren. 

Yes,  you  revel  in  the  fiction.  Short-story  writers 
like  Donald  Barthelme,  Ann  Beattie,  Mavis  Gal- 
lant, Cynthia  Ozick,  Isaac  Bashevis  Singer, 
Muriel  Spark,  Peter  Taylor,  and  John  Updike. 

Yes,  you  read  The  New  Yorker. 

Isn't  it  nice  to  be  in  on  it  all? 


.   y  f  jB 

Get  it  for  the 
basic  rate  of  61.54 
a  week  instead  of 
$1. 75  at  the  newsstand. 
Mail  card  or  this  coupon. 


r 


PLEASE  ENTER  MY  SUBSCRIPTION  FOR  32  ISSUES  AT  OUR 
REGULAR  RATE  OF  J 19 69  AND  BILL  MY  CREDIT  CARD 

Charge  my 


□  MasterCard 

□  VISA 

□  American  Express 

/ 

Account  No. 

Exp  date 

Signature 

Name 

Please  print 

Address 

Apt.  No. 

City 

State 

Zip 

□  Bill  me  direct  instead. 

□  Oh,  hell.  Let's  make  it  easy.  Here's  my  check  for  $19.69 
now  as  payment  in  full. 


L_. 


Mail  To 


8F785 


THE  NEWYORKER 

25  West  43rd  Street,  New  York,  NY  10036 


Lightning,  but  no  thunder 


Lightning  surely  struck  Wall  Street, 
I  but  the  thunder  has  yet  to  be 
heard  farther  uptown  in  Manhattan's 
galleries  and  auction  houses.  Top- 
quality  works  continue  to  fetch  prices 
that  looked  heady  even  before  Black 
Monday.  On  Oct.  22,  just  three  days 
later,  a  first  edition  of  volume  one 
(Genesis  to  Psalms)  of  the  Gutenberg 
Bible  was  auctioned  at  Christie's.  It 
had  been  expected  to  fetch  $1.5  mil- 
lion to  $2  million.  When  the  bidding 
was  over,  Japanese  bookseller  Maru- 
zen  Co.,  Ltd.  bought  it  for  $5.39  mil- 


lion. The  collective  sigh  of 
relief  from  art  dealers  was 
almost  palpable. 

"You  would  think  noth- 
ing had  happened  down- 
town," said  Ben  Heller,  an 
art  dealer  and  investor,  af- 
ter attending  another  auc- 
tion at  Christie's  two 
weeks  later.  Contemporary 
art  was  the  chief  interest  that  night. 
"Good,  strong  bidding  at  all  levels," 
said  Christie's  president,  Christopher 
Burge.  Well,  not  quite  all.  Lesser 


Gutenberg 
illumination 


works  by  Hofmann,  de 
Kooning,  Pollock,  Stella, 
Motherwell,  Rothko  and 
others  failed  to  make  their 
reserves. 

It  may  be  that  just  as  sec- 
ond-tier stocks  got  hurt 
even  more  than  blue  chips 
in  the  recent   crash,  art 
works  of  less  than  top  qual- 
ity appear  most  vulnerable. 
For   now,    at    least,  the 
watchword  is  quality. 
Does  the  art  market's  strength  bode 
well  for  the  economy?  Not  necessar- 
ily. Parking  assets  in  art  in  uncertain 
times  is  a  notion  centuries  old. 


Sotheby's  art  market  trends 


Index  sectors 

Oct 
1987 

One 
month 
ago 

One 
year 
ago 

Two 
years 
ago 

Five 
years 
ago 

One 
month 
%  change 

One 
year 
%  change 

Two 
year 
%  change 

Five 

% 
change 

^ears 
average 
annual 
%  change 

Old  Master  paintings 

349 

349 

303 

289 

199 

ml 

+  15.2 

+  20.8 

+  75.4 

+  11.9 

19th-century 
European  paintings 

323 

303 

250 

249 

183 

+  6.6 

+  29.2 

+  29.7 

+  76.5 

+  12.0 

Impressionist  &  Post- 
impressionist  art 

661 

661 

432 

371 

255 

nil 

+  53.0 

+  78.2 

+  159.2 

i  21  0 

Modern  paintings 
(1900-1950) 

666 

666 

429 

342 

245 

nil 

+  55.2 

+  94.7 

+  171.8 

+  22.1 

Contemporary  art 
(1945  onward) 

597 

597 

542 

488 

333 

nil 

+  10.1 

+  22.3 

+  79.3 

+  12.4 

American  paintings 
(1800-pre-WWII) 

789 

789 

687 

635 

459 

nil 

+  14.8 

+  24.3 

+  71.9 

+  11.4 

Continental  ceramics 

320 

320 

290 

284 

266 

nil 

+  10.3 

+  12.7 

+  20.3 

+  3.8 

Chinese  ceramics 

550 

550 

486 

486 

460 

nil 

+  13.2 

+  13.2 

+  19.6 

+  3.6 

English  silver 

349 

349 

338 

298 

183 

nil 

+  3.3 

+  17.1 

+  90.7 

+  13.8 

Continental  silver 

201 

201 

192 

178 

134 

nil 

+  4.7 

+  12.9 

+  50.0 

+  8.4 

American  furniture 

459 

452 

380 

324 

213 

+  1.5 

+  20.8 

+  41.7 

+  115.5 

+  16.6 

French  &  Continental 
furniture 

319 

319 

285 

273 

234 

nil 

+  11.9 

+  16.8 

+  36.3 

+  6.4 

English  furniture 

594 

594 

447 

382 

263 

nil 

+  32.9 

+  55.5 

+  125.9 

+  17.7 

Aggregate  index* 

477 

475 

369 

336 

251 

+  0.4 

+  29.3 

+  42.0 

+  90.0 

+  13.7 

Basis:  1975  =  100  ($).  ©Sotheby's  1987 

'Contemporary  an  was  added  to  the  An  Index  in  September  1987.  The  aggregate  index  excludes  this  category  prior  to  that  date. 

Sotheby's  An  Market  Trends  reflect  subjective  analyses  and  opinions  of  Sotheby's  art  experts,  based  on  auction  sales  and  other  information  deemed  relevant. 
Nothing  in  Sotheby's  Art  Market  Trends  is  intended  as  investment  advice  or  as  a  prediction  or  guarantee  of  future  performance  or  otherwise 


Monthly  highlights 

The  most  important  auctions  of  the  fall  season,  contem- 
porary art  and  impressionist  paintings,  are  still  ahead, 
but  the  sales  results  to  date  at  auction  houses  in  London 
and  New  York  have  been  in  line  with  pre-stock-market- 
crash  expectations.  In  fact,  auctions  in  jewelry  and 
silver  have  set  records. 

In  New  York,  within  three  days  following  Black 
Monday,  a  64.83-carat  diamond  realized  $6.38  million 
(a  world  auction  record)  and  a  54.99-carat  stone,  the 
Porter  Rhodes  diamond,  achieved  $3.85  million.  As 
noted  in  the  story  above,  a  first  edition  of  volume  one 
(Genesis  to  Psalms)  of  the  Gutenberg  Bible  sold  for 
$5.39  million.  In  1978  a  complete  version  of  this  Bible 
sold  for  $2.2  million. 


Index  highlights 

Within  Sotheby's  art  index,  the  main  centers  of  activi- 
ty have  been  19th-century  European  and  Old  Master 
paintings,  American  furniture,  English  and  Continen- 
tal silver  and  Continental  porcelain. 

The  19th-century  European  paintings  auctions  were 
the  first  major  fine  arts  sales  to  take  place  in  New 
York  after  stock  prices  fell.  Despite  the  volatile  eco- 
nomic climate,  salesrooms  were  packed,  and  competi- 
tion was  spirited. 

Europeans  and  Japanese  were  major  participants, 
but  Americans,  both  private  collectors  and  institu- 
tions, were  active,  too.  A  favored  19th-century  area, 
Barbizon  School  works  by  such  artists  as  Courbet  and 
Millet,  fared  well. 
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NO  OTHER 

CARMAKER 

OFFERS  FACTORY 

MCENHVES 
UKE  THESE. 


If  you  need  an  incentive  to  buy 
a  new  car,  consider  these:  Safety. 
Durability.  And  longevity. 

Qualities  built  into  each  and 
every  one  of  the  1988  Volvos.  From 
the  legendary  Volvo  240s— the  most 
affordable  of  the  line— to  the  Italian 
designed  780  coupe  which  affords 
every  luxury  imaginable. 

Of  course,  those  qualities  can 
also  be  found  in  our  prestigious  700 
Series  sedans  and  wagons.  The  most 


noteworthy  of  which  is  the  newly 
redesigned  760. 

The  first  thing  you'll  notice  about 
the  new  760  is  its  restyled  front  end. 
But  once  you  start  driving  you'll 
notice  something  of  even  greater 
importance.  Namely,  a  new  "Multi- 
link"  suspension  that  both  improves 
handling  and  gives  the  760  a  more 
comfortable  ride. 

Also  comforting  to  anyone 
concerned  with  safety  are  standard 


features  like  anti-lock  braking. 
And  a  supplemental  restraint  system 
which  cushions  the  driver  in  an 
accident* 

So  you  see,  no  matter  which 
Volvo  you  choose,  you'll  get  more 
than  just  an  elegant,  well-appointed 
car.  You'll  get  all  the  quality, 
reliability,  and  safety  know-how 
Volvo  is  famous  for. 

Hows  that  VOLVO 

for  incentive?      A  car  you  can  believe  in. 


*ABS  and  SRS  are  standard  on  780  and  760  Scries,  optional  on  740  Series  and  not  available  on  the  240  Series.  ©  1987  Volvo  North  America  Corporation. 


Careers 


Venture  capitalist  Fred  Adler  sees  the  Dow 
Jones  industrials  bottoming  out  some- 
where between  1100  and  1400.  But  Adler 
and  his  partners  keep  right  on  investing. 

Weathering 
the  slump  with 
Fred  Adler 


By  Dyan  Machan 


Easily  irritated,  always  impa- 
tient, venture  capitalist  Fred 
Adler  snaps  at  executives  he 
backs,  at  his  partners'  representatives, 
even  at  his  secretary. 
With  the  stock  market,  however, 


Adler's  patience  is  infinite.  "I'm 
down  a  lot  of  millions,  and  I'm  proba- 
bly the  only  one  you  know  who 
couldn't  care  less,"  said  Adler  a  few 
days  after  the  market  shed  508  points. 
He  puts  his  personal  paper  losses  "be- 
tween $50  million  and  $100  million," 
but  later  scaled  that  back  to  "in  ex- 


cess of  $20  million."  That,  he  says, 
will  have  no  effect  on  a  living  stan- 
dard that  revolves  around  the  homes 
he  and  his  second  wife,  Catherine, 
maintain  in  Locust,  N.J.,  Manhattan 
and  Montego  Bay,  Jamaica. 

"You  don't  count  it  on  the  way  up," 
says  Adler  of  sudden  market  gains. 
"And  you  don't  count  it  on  the  way 
down." 

Over  the  years  Adler,  now  62,  and 
his  partners  have  made  a  lot  of  money 
backing  such  startups  as  Data  Gener- 
al and  Daisy  Systems.  In  the  after- 
math of  the  market  devaluation,  what 
is  Adler  up  to  now?  He  expects  the 
market  to  go  lower,  to  1400  on  the 
Dow — and  perhaps  as  low  as  1100. 
But  Adler  is  using  the  market's  cur- 
rent weakness  to  establish  some  new 
positions  in  leverage  buyout  candi- 
dates with  strong  cash  flow.  Now,  he 
says,  is  a  time  not  to  panic  but  to  seize 
opportunity. 

We  recently  spent  a  day — Monday, 
Oct.  26 — following  Adler  on  his 
rounds.  The  day  begins  at  9  a.m.  at 
Adler's  office  at  the  Park  Avenue  law 
firm  of  Reavis  McGrath,  where  he 
began  as  a  litigator  36  years  ago  and 
where  he  is  now  a  senior  partner.  Al- 
ready a  holding  pattern  of  associates  is 
stacked  up  outside  his  door.  Adler  dis- 


Geoffrey  Biddle 


Frederick  Richard  Adler 


Born  New  York,  Apr.  4,  1925.  Fa- 
ther lost  prosperous  bakery  busi- 
ness in  Depression. 

1983-present:  partner,  Adler  & 
Shay  kin,  leveraged  buyout  firm. 

1978-present:  founder,  venture 
capital  partnership  Venad  and 
successor  Adler  &  Co.  Launched 
Daisy  Systems,  Data  General  and 
about  50  other  startups. 

1951-present:  Litigator,  Reavis 
McGrath.  Partner,  1959.  Senior 
partner,  1967. 

B.A.  (Brooklyn  College  '48).  J.D. 
(Harvard,  magna  cum  laude,  '51). 

Wife,  Catherine;  four  children 
from  prior  marriage. 

Addresses:  Locust,  N.J.;  New 
York;  Montego  Bay,  Jamaica 

Last  book  read:  Commander  in 
Chief,  FDR  biography  by  Eric  Lar- 
abee.  Favorite  movies:  Catch-22 
and  The  Gods  Must  Be  Crazy. 
Enjoys  "dinner  parties  with  great 
conversation."  Believes  that 
"happiness  is  a  positive  cash 
flow." 
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TO  INSURE  THE  ARM,  GO  TO  LONDON 
TO  PROTECT  THE  TEETH,  COME  TO  DELIA 

You  know  where  famous  quarterbacks  go  to  insure  their  arms. 

But  you  may  not  know  where  15  million 
Americans  in  over  18  thousand  companies 

v<5^yr  ..•-*    ..,  go  to  protect  their  teethThey  come  to 

n^-;.fM0:  Delta  Dental.  Delta  is  Americas  first,  leading 

'if £ff§M%ffi\.  0  and  largest  dental  carrier 


mm  m, 


Whether  you're  the  president  of  your  company 
or  just  starting  out, you  should  know  90% 
of  major,  painful  and  expensive  dental 
problems  can  be  prevented  by  regular 
professional  care.  And  after  that  when 
trouble  comes,  big  or  small,  Delta  is  the 
best  friend  your  teeth  can  have. 

You  should  also  know  Delta  offers  you  and 
your  company  the  most  sophisticated 
cost-containment  system  in  the  business. 

To  find  out  why  a  Delta  Dental  Plan  is 
remembered  long  after  a  small  raise  is 
forgotten,  call  l-800-441-3434Weil 
send  you  10  solid  reasons.  Until  then, 
keep  it  between  the  uprights. 


The  Delta  Dental  Plan 

Americas  First  Leading  and  Largest 


perses  them  with  a  rapid  succession  of 
answers  to  their  questions,  and  takes 
a  call  from  a  stockbroker  worried 
about  iMentor  Graphics. 

One  of  Adler  &  Co.'s  venture  in- 
vestments is  Integrated  Measurement 
Systems,  a  Beaverton,  Ore.-based 
maker  of  integrated  circuit  verifica- 
tion systems.  Adler  and  Integrated's 
board  are  trying  to  merge  the  startup 
with  Mentor  Graphics.  But  Mentor's 
price  has  plunged  from  24  to  15, 
threatening  to  derail  the  agreement.  A 
temporary  setback,  Adler  soothes  the 
broker,  sure  to  be  followed  by  a  price 
rebound  and  a  consummated  merger. 

Charles  Ravenel  of  Capital  South,  a 
Charleston,  S.C.  investment  compa- 
ny, calls.  He  is  looking  for  investors  to 
take  over  a  southern  regional 
bank,  the  market  price  of  which 
has  also  tumbled.  Adler  has  made 
money  with  Ravenel  in  the  past, 
and  listens  as  the  Southerner  ex- 
plains that  the  bank  has  a  healthy 
loan  portfolio  free  of  foreign 
debts.  After  a  few  minutes,  Adler 
says  that  if  the  price  drops  a  little 
more,  he'll  commit  $4  million  of 
his  venture  partnerships'  money 
and  $10  million  of  his  own  to  the 
takeover. 

After  several  more  calls,  Ad- 
ler's  secretary  tells  him  a  Mr. 
Thompson  returned  his  call. 
"Which  Mr.  Thompson?"  de- 
mands Adler,  who  has  plowed 
through  several  secretaries  a  year. 
The  secretary  isn't  sure,  and  Ad- 
ler, until  now  an  avuncular  host, 
suddenly  explodes.  "Don't  ever 
assume,"  he  barks.  "Messages  get 
both  names  from  now  on,  got  it?" 

By  1 1 :30  Adler  is  on  his  way  to 
Adler  &.  Co.'s  office,  across  Park 
Avenue.  Tagging  along  is  Ray 
Tellalian,  one  of  a  vast  army  of 
entrepreneurs  who  present  in- 
vestment targets  to  people  like 
Adler  and  pocket  a  fee  if  a  deal 
goes  through. 

Tellalian  is  now  pitching  Adler  on  a 
cellular  telephone  manufacturer.  Ad- 
ler is  skeptical.  "As  in  cable,  the  big 
money  in  cellular  went  with  the  near- 
monopolies,  the  franchises,  not  the 
equipment  manufacturers,"  he  tells 
him.  But  he  agrees  to  let  one  of  his 
colleagues  hear  what  the  phone- 
maker's  president  has  to  say,  and  bids 
Tellalian  good-bye. 

In  his  plainly  appointed  Adler  &. 
Co.  office,  Adler  assembles  four  col- 
leagues for  a  regular  project  review 
session.  He  decides  to  use  the  oppor- 
tunity to  air  his  current  feelings  about 
the  venture  capital  business. 

"The  venture  business  is  different 
today  than  it  was  ten  days  ago,"  he 


begins.  The  all-important  initial  pub- 
lic offering  market  is  stone-cold. 
Deals  will  be  postponed,  canceled. 
Adler's  associates  seem  to  have  heard 
the  lecture  before.  But  they  listen  sto- 
ically as  Adler  (perhaps  for  a  reporter's 
benefit)  reiterates  the  facts  of  life  at 
Adler  &  Co.  "You  are  employees,"  he 
reminds  the  associates,  "and  your  pri- 
mary responsibility  is  to  our  limited 
partners,  not  to  new  deals." 

Later,  one  of  Adler's  former  col- 
leagues notes  that  Adler  has  a  prob- 
lem keeping  associates  or  partners  for 
long,  even  though  relatively  young  as- 
sociates may  earn  $100,000  a  year. 
Adler  &  Co.,  explains  the  former  em- 
ployee, is  a  great  place  to  learn  but  a 
terrible  place  to  challenge  the  boss. 


Adler  with  associate  Jon  Ledecky 
Venture  capital  has  changed. 


"On  the  brighter  side,"  says  Adler, 
continuing  his  lecture,  "I  see  fewer 
venture  dollars  competing  for  deals, 
and  more  opportunities  in  early-stage 
and  second-stage  deals."  He  thinks 
more  startup  companies  will  come  to 
Adler  &  Co.  for  refinancing,  instead  of 
going  to  the  public  equity  markets. 

Perhaps  thinking  of  the  morning 
call  from  Charlie  Ravenel,  Adler  tells 
the  associates  that  he  also  expects  a 
growing  interest  on  the  part  of  ven- 
ture capitalists  in  acquiring  public 
companies.  And  he  exhorts  his  lieu- 
tenants: "Use  this  opportunity  to 
come  down  tough  on  your  companies 
to  get  their  costs  under  control."  He 
wants  letters  to  that  effect  going  out 
to  the  managers  of  Adler  &  Co.'s  45 


portfolio  companies,  immediately. 

Around  2:30  Leonard  Shaykin  ap- 
pears for  a  brief  strategy  session.  Shay- 
kin is  Adler's  partner  in  Adler  &  Shay- 
kin, the  LBO  firm  that  presently  con- 
trols seven  smallish  companies. 
Shaykin  shares  Adler's  opinion  that 
botb  the  market  and  interest  rates  are 
headed  lower,  and  agrees  that  this  is 
an  opportunity  to  accelerate  negotia- 
tions to  purchase  three  companies. 

At  3  o'clock  Adler  gobbles  his 
brown-bag  lunch,  scolds  his  secretary 
again  (she  forgot  his  soup)  and  departs 
for  an  informal  Lasertechnics  direc- 
tors' meeting  that  is  hosted  by  John 
Macomber,  former  Celanese  Corp. 
chairman.  The  meeting  begins  with 
everyone  acknowledging  that  Laser- 
technics  must  acquire  products 
or  another  company.  This  may 
cost  $20  million,  most  of  it  to 
come  from  brothers  Isaac  and  Da- 
vid Blech,  Lasertechnics'  major 
investors.  Says  Michael  Kent,  the 
Blechs'  representative  on  the  La- 
sertechnics board.  "We  want  to 
create  sizzle." 

At  that  Adler  again  blows  up. 
"That's  a  dumb  word  today,"  he 
snaps  at  Kent.  "In  the  (technol- 
ogy] device  area,  the  last  thing  we 
want  is  sizzle.  We  want  products 
with  real  growth." 

It  does  not  bother  Adler  that  he 
has  a  reputation  for  angry  out- 
bursts and  for  embarrassing  man- 
agers he  considers  unprepared  or 
misinformed  at  board  meetings. 
"I  don't  mind  social  chitchat,"  he 
fumes,  "but  I  can't  stand  irrele- 
vant comments  in  the  main  line 
of  discussion." 

Dashing  back  to  his  office  at 
Reavis  McGrath,  Adler  meets  up 
with  Raj  Prabju,  who  has  been 
waiting  in  the  reception  area. 
Prabju  is  an  Indian  who  repre- 
sents a  big  foreign  investor.  Adler 
knows  some  individuals  with  a 
risk-reducing  trading  technique  and 
says  he  is  considering  giving  them  $6 
million  of  his  money  to  manage.  He 
thinks  Prabju's  client  should  do  the 
same.  Prabju  agrees. 

By  now  it  is  6  o'clock.  Adler's  secre- 
tary walks  in  and  notes  that  the  stock 
market  dropped  156  points,  the  Dow's 
second-largest  recorded  drop,  to  close 
at  1793.  Adler,  who  has  in  the  course 
of  the  day  tentatively  committed  $20 
million  of  his  and  his  partners'  mon- 
ey, is  unfazed.  Expanding  and  con- 
tracting, he  reminds,  is  what  stock 
market  values  do.  Blindly  chasing  a 
rising  market  is  folly,  just  as  failing  to 
spot  new  deals  in  a  weak  market  is 
folly.  Provided,  of  course,  that  one's 
research  is  solid  to  begin  with.  ■ 
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IWAs  Child  Care  Program. 

Because  children 
who  travel  by  themselves 
should  never  be  alone. 


Nowadays  it's  not  unusual  for 
iildren  to  travel  by  themselves. 

When  these  children  travel  on 
A/A,  parents  can  relax  knowing 
ey're  in  the  right  hands  with  our 
ecial  "Child  Care  Program." 

Child  Care  on  the  Plane. 

Every  child  traveling  alone  on 
IVA  is  not  alone  for  long.  When  they 
>ard  the  plane,  they  are  assigned  to 
ir  In-Flight  Service  Manager  until 
ey  arrive  at  their  destination. 

So  if  the  child  is  nervous  about 
e  flight,  worried  about  making  their  i 
mnections,  or  wants  something  to  eat 
drink,  the  In-Flight  Service  Manager  will  be 
ere  to  help. 

Child  Care  on  the  Ground. 

And  those  children  who  must  make  ground 
>nnections  will  personally  be  escorted  through 
ir  connecting  hubs  at  St.  Louis  and  JFK. 

TWA  has  even  provided  a  special  child  care 
nter,  where  our  staff  watches  over  them  as  they 
atch  television,  read  a  book  from  our  children's 
irary,  or  play  with  one  of  the  many  games 
pplied;  juice  and  soft  drinks  are  available  too. 


Child  Care  in  Case  of  Delays 
or  Cancellations. 

If  for  some  reason  a  TWA  flight  is 
delayed  or  cancelled,  one  of  our  staff 
will  remain  by  the  child's  side  ex- 
plaining and  reassuring.  If  need  be 
they  call  the  child's  parents.  For  more 
details,  call  TWA  or  your  travel  agent. 

TWA's  Personal  Service 
Commitment. 

TWA  is  determined  to  bring  you 
the  best  personal  service  in  the  air- 
line industry.  So  we've  assigned  an 
In-Flight  Service  Manager  to  every 
flight  to  make  sure  your  trip  is  as  smooth  as  possible. 

In  addition,  our  Chairman  of  the  Board  has 
put  together  a  Quality  Control  Team.  A  group  of 
30  very  picky  people  who  fly  TWA,  assessing  the 
service  they  receive,  on  a  checklist  of  over  100 
service  items.  They  report  directly  back  to  him 
with  their  comments,  good  and  bad.  And  if  any- 
thing needs  improvement,  it  gets  improved.  Fast. 
Because  at  TWA,  great  service  is  a  top  priority. 


TODAY'S  TWA. 
FIND  OUT  HOW  GOOD  WE  REALLY  ARE. 


A 
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Kdited  by  Lisa  Giibernick 


Mangia,  mangia 

Pietro  Barilla,  74,  chief  executive 
of  Italy's  largest  pasta  manufac- 
turer, knows  a  thing  or  two  about 
timing.  In  1971  he  had  to  sell  the  94- 
year-old  family  business  because  his 
brother  wanted  out,  and  Pietro 
couldn't  afford  to  buy.  Enter  W.R. 
Grace  &  Co.,  then  attempting  to 
crack  the  European  food  business. 
Grace  bought  the  Barilla  group  for 
over  $70  million. 

Barilla  could  hardly  have  picked  a 
better  time  to  unload.  Italy  was  on  the 
brink  of  a  steep  and  lengthy  economic 
decline.  Worse,  in  1973  the  Italian 
government  froze  pasta  prices.  In 
1978  the  company  was  earning  $10.6 
million. 

By  1979  Grace  had  had  enough.  And 
when  Grace  was  ready  to  sell,  cagey 
old  Pietro  was  there  to  buy.  Barilla 
bought  back  his  family  firm  for  $65 
million.  A  good  deal  for  Barilla,  not  so 
good  for  Grace,  which  took  a  $13  mil- 
lion hit  against  earnings  when  it  sold 
the  company. 

Barilla  picked  the  right  time  to  buy. 
The  pasta  prices  had  been  unfixed  in 
1978 — so  sales  were  poised  to  take  off. 
More  important,  Grace  had  begun  di- 
versification. Barilla  picked  up  the 
plans  where  Grace  left  off. 

In  1979  Barilla  greatly  expanded  his 


The  Barilla  group  's  Pi& 
Outsmarting  W.R.  Gi 


company's,  biscuit  business.  He 
pushed  sales  of  the  new  division,  Mu- 
lino  Bianco,  a  line  of  baked  goods  that 
includes  biscuits  and  crackers.  Mu- 
lino,  which  has  chiseled  out  a  5% 
market  share  in  Europe  against  com- 
petitors like  Nabisco,  now  contrib- 
utes half  of  the  Barilla  group's  sales. 

Barilla  has  also  strengthened  his 
company's  marketing  efforts. 
Through  ads  that  stress  purity  and 
freshness,  he  carefully  positioned  his 
products  to  appeal  to  a  newly  health- 
conscious  consumer.  He  also  spon- 
sored a  Rome-based  soccer  team  to 
increase  the  Milan-based  company's 
appeal  to  southern  Italians  and,  al- 
though the  father  does  not  approve  of 
his  son  Paolo's  Grand  Prix  racing  ca- 
reer, it  cannot  help  but  increase  Baril- 
la's visibility. 

Diversification  and  smart  market- 
ing have  paid  off.  When  Barilla  took 
over,  the  company  brought  in  $288 
million  in  sales.  Revenues  last  year: 
almost  $1  billion. — Tatiana  Pouschine 


Hot  wheels 

Vittorio  Ghidella  is  another  Italian 
who  helped  his  company  emerge 
from  its  economic  woes  intact.  Ghi- 
della, 56,  is  chief  executive  of  Fiat 
Auto,  which  produced  just  under  half 
of  the  Fiat  group's  $22  billion  sales 
last  year.  Thanks  to  Ghidella,  operat- 
ing earnings  have  gone  from  a  $70.9 
million  operating  loss  in  1979  to  $1.1 
billion  in  operating  profits  last  year. 
Ghidella  joined  Fiat  30  years  ago.  His 
job:  testing  windshield  wipers  on  the 
factory  floor.  In  1963  he  left  Fiat  for  a 
ball-bearing  outfit,  and  eventually  be- 
came chief  excutive  of  the  Swedish 
firm's  European  and  Middle  Eastern 
operations. 

In  1978  Ghidella  got  a  call  from  Fiat 
group  Chairman  Giovanni  Agnelli  in- 
viting him  to  take  over  a  joint  con- 
struction machinery  manufacturing 
venture  Fiat  was  running  in  Chicago. 
The  next  year  he  was  tapped  to  run 
Fiat  Auto. 

The  company  he  took  over  was 
fraying  at  the  seams.  Absenteeism  ran 
over  20%;  militant  unionists  agitated 
in  the  plants.  "Some  of  those  people 


Fiat  Auto  '.v  Vittorio  Ghidella 
Getting  Fiat  back,  on  track. 

were  criminals,"  he  recalls.  "They 
went  around  the  plants  with  clubs 
and  hammers."  The  quality  of  the  Fiat 
cars  deteriorated,  and  even  chauvinis- 
tic Italians  started  to  buy  foreign  cars. 

Ghidella  laid  off  23,000  workers, 
spent  almost  a  billion  dollars  retool- 
ing Fiat's  plants  and  hired  sophisticat- 
ed new  designers.  Two  of  Fiat's  mod- 
els, the  Uno  (an  economy  auto)  and 
the  Lancia  Thema  (a  luxury  sedan), 
have  vaulted  Fiat  to  first  place  in  the 
European  market. 

A  year  ago  Ghidella  agreed  to  pay 
the  Italian  government  $750  million 
for  Alfa  Romeo,  a  company  that  has 
lost  money  for  12  years.  Ghidella 
plans  to  use  various  Fiat  components 
in  Alfa  Romeos,  an  economy  of  scale 
that  should  help  cut  losses  30%  by 
the  end  of  this  year — without,  Fiat 
insists,  compromising  the  once-com- 
pelling Alfa  mystique. 

A  bigger  challenge:  expanding  the 
U.S.  market  for  Alfas.  His  strategy: 
Use  the  tactics  employed  at  Fiat,  bet- 
ter quality,  good  design.  His  goal:  Sell 
50,000  (current  sales,  7,000)  Alfas  by 
the  mid-1990s. — Tatiana  Pouschine 


Tell  us  again,  Mr.  Stone 

Six  years  ago  James  Stone,  then 
chairman  of  the  Commodity  Fu- 
tures Trading  Commission,  argued 
against  approval  of  stock  index  fu- 
tures. "I  felt  small  margins  [as  little  as 
5%  cash  is  required  on  futures  trades] 
created  the  potential  for  enormous — 
and  dangerous — volatility,"  says 
Stone.  But  the  Carter  Administration 
appointee's  warnings  went  unheeded. 

It's  not  clear  how,  precisely,  the 
action  in  futures  contracts  contribut- 
ed to  the  plunge  last  month,  but  some 
folks  haven't  forgotten  Stone's 
doubts.  Within  days  of  Black  Monday, 
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The 

Supreme 
Gift 


Peter  Carl  Faberge 
(Russian:  1846-1920) 

HOLLY  SPRAY 

Nephrite,  gold,  purpurine,  rock  crystal 
4  7/8  in.112.4  cm 

Photograph  Larry  Stein 


For  the  executive  or  investor  who  has  yet  to  find  a  business  magazine  that  can  be 
valued  and  enjoyed,  no  gift  could  be  more  welcome  than  a  subscription  to  Forbes.  Every 
other  week,  Forbes  covers  significant  trends  in  finance  and  the  economy,  reviews  the 
track  record  of  individual  companies,  offers  an  array  of  stock  market  experts.  In  a 
business  world,  where  so  much  news  is  routine,  Forbes  offers  the  exciting,  the 
unexpected  and  the  unique.  A  gift  subscription  to  Forbes  is  something  to  remember  and 
be  remembered  by.  To  order  use  the  gift  order  card  in  this  issue,  or  send  your  gift  list  to: 
Forbes,  60  Fifth  Avenue,  New  York,  N.Y.  10011. 


An  elegant  gift  announcement  (shown  above)  will  be  sent  to  each  recipient. 


Forbes  Gift  Rates 

One  1-year  gift  (28  issues)  . . .  $45 

Ten  or  more  gifts  ...  $31  each 


Rate  in  Canada  $79C  a  year 


Transportation. 

Wherever  it  goes,  we'll  be  a  part  of  it. 
Because  the  future  belongs  to  those 
who  stay  a  step  ahead— to  Eaton. 


Growing  into  the  future. 

Automotive  •  Electronics  •  Defense  •  Capital  Goods 


Former  CFTC  Chairman  James  Stone 
Making  stock  index  futures  safer. 


Stone,  now  running  an  insurance 
company  in  Boston,  was  fielding  calls 
from  Washington.  Once  again  he  is 
expected  to  be  asked  to  testify  at  con- 
gressional hearings — though  much  of 
what  he  says  will  be  familiar. 

"When  stock  index  futures  were 
first  proposed,  the  rationale  was  that 
they  permitted  faster  changes  in  insti- 
tutional portfolios  and  a  transfer  of 
risk,"  says  Stone.  "The  problem  is 
that  transfer  of  risk  in  the  aggregate  is 
impossible,  and  faster  changes  in  in- 
stitutional portfolios  undesirable." 

Stone  argues  that  futures  trading 
helped  accelerate  the  Oct.  19  fiasco 
because  traders  hold  oversized  posi- 
tions on  undersized  margins.  That 
gives  traders  disproportionately  great- 
er influence  over  the  market  than  in- 
vestors in  the  underlying  stocks. 
Worse,  explains  Stone,  the  specialists 
who  make  markets  in  stock  on  the 
New  York  Stock  Exchange  don't  have 
enough  capital  to  handle  the  flow  of 
orders  when  the  market  falls  as  steep- 
ly as  it  did  on  Oct.  19.  "To  whatever 
extent  they  were  nervous  before," 
says  Stone,  "they  are  terrified  now." 

Does  this  spell  the  end  of  the  spe- 
cialist system  on  the  NYSE?  Not  as 
Stone  sees  it.  He's  calling  for  margins 
of  50%  or  more  for  stock  index  fu- 
tures, as  with  stocks,  and  limits  on 
position  sizes,  as  is  the  case  with  agri- 
cultural contracts.  "Let's  try  that,  and 


then  see,"  he  says.  "There  will  still  be 
some  uses  for  hedging  in  futures.  Peo- 
ple will  still  want  to  buy  market  bas- 
kets of  stocks." — Lauia  Jereski 


Sharp  shoppers 

Bradford  Freeman,  45,  is  one  of  the 
few  money  managers  around  who 
aren't  much  worried  about  the  pros- 
pect of  a  recession.  Why?  Freeman  is  a 
founding  partner  of  Riordan  Freeman 
&.  Spogli,  a  four-year-old  Los  Angeles 
firm  that  specializes  in  leveraged 
management  buyouts  of  supermarket 
chains.  "Supermarket  earnings  are 
fairly  predictable,"  says  Freeman. 
"People  have  to  eat  even  if  the  econo- 
my turns  down." 

One  of  Freeman's  most  lucrative 
deals  was  the  May  public  offering  of 
Boys  Markets,  a  55-store  Los  Angeles 
supermarket  chain  that  caters  mostly 
to  Hispanics,  blacks  and  Asians.  Free- 
man's group  gained  a  60%  equity 
stake  for  leading  a  management 
buyout  of  the  privately  owned  chain 
in  April  for  $6.4  million.  Six  months 


Scon  Brinegar 


Buyout  maven  Bradford  Freeman 
Seeking  safety  in  supermarkets. 


after  the  offering,  with  the  stock  sell- 
ing recently  at  12%,  RFS'  stake  is  now 
worth  nearly  $70  million. 

RFS  got  its  start  in  July  1983  when 
attorney  and  venture  capitalist  Rich- 
ard Riordan  asked  Freeman,  then  an 
investment  banker  at  Dean  Witter 
Reynolds,  for  help  in  organizing  a  $32 
million  buyout  of  Continental 
Group's  plastic  bottle  division.  Free- 
man teamed  up  with  Dean  Witter 
merger  and  acquisition  director  Ron- 
ald Spogli.  So  impressed  was  Riordan 
with  the  pair  that  he  offered  them  5% 
equity  stakes  in  the  Continental  deal 
if  they  would  sign  on  to  start  an  LBO 
partnership. 

The  group  did  its  first  supermarket 
deal  that  same  year.  Freeman  made  a 
cold  call  on  the  64-year-old  chief  exec- 
utive officer  of  Phoenix-based  A.J. 
Bayless  Markets,  and  nine  months 


later  the  54-store  chain  was  theirs  for 
$40.2  million.  Last  July  the  trio  com- 
pleted its  eighth  deal,  a  $200  million 
buyout  of  Tops  Markets,  a  Buffalo, 
N.Y.  regional  supermarket  operator. 

The  future?  More  deals,  says  Free- 
man. "People  are  coming  to  under- 
stand that  buyouts  don't  require  strip- 
ping a  company,"  he  notes.  "Giving 
good  managers  the  incentive  to  run  a 
company  as  their  own  just  makes 
good  sense." — Michael  Fritz 


Going  straight 

Earlier  this  year  Japanese  investors 
hot  to  cash  in  on  AIDS  bid  up  the 
stock  of  Nikkatsu  Corp.,  Japan's  old- 
est movie  production  house.  Why? 
Tokyo-based  Nikkatsu  grinds  out  "ro- 
man  poruno,"  soft-core  erotic  films 
and  videotapes  for  the  domestic  mar- 
ket. On  the  logic  that  Japanese  men 
would  opt  for  celluloid  sex,  Nikkatsu 
shares  shot  up  70%,  to  around  300 
yen  ($2.20),  although  they've  since  de- 
clined to  265  yen. 

Nikkatsu,  founded  in  1912,  is  cur- 
rently run  by  Teiji  Nemoto,  54,  a  one- 
time assistant  director  who  moved 
into  Nikkatsu's  administration  in  the 
mid-Seventies. 

Because  of  declining  Japanese  film 
audiences,  Nikkatsu  by  1972  was  run- 
ning deeply  in  the  red.  That's  when 
Nikkatsu's  management  moved  the 
company  into  more  profitable  soft- 
core porn.  Since  then  Nikkatsu  has 
produced  between  50  and  70  films  a 
year,  or  about  80%  of  the  Japanese 
erotic  film  market.  Results?  Last  year 
the  company  posted  unconsolidated 


Japanese  movie  mogul  Teiji  Nemoto 
Selling  celluloid  sex. 
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If  you're  going  to  choose 
he  next  person  to  sit  here,you  should 
'enow  where  they  stand. 


The  American  International 
)up  of  insurance  companies 
jld  like  to  invite  you  to  sit 
vn  with  the  person  who  will 
the  next  President  of  the 
ited  States. 

That's  why  we're  sponsoring 
le  Next  President,"  a  historic 


series  of  television  interviews  with 
the  major  presidential  candidates, 
conducted  by  David  Frost  and  pre- 
sented by  U.S.  News  &  World 
Report. 

Beginning  in  late  November, 
the  13-part  series  will  help  you  get 
to  know  some  of  the  people  seek- 


ing the  nations  highest  office. 

The  choice  is  yours.  And  at 
AIG,  we'd  like  to  do  everything  we 
can  to  help  you  choose  wisely. 


An  AIG  Corporate 
Citizen  Sponsorship 

Watch  "The  Next  President."  See  your  local  TV  listings  for  day,  time  and  channel. 


AIG 


Any  size  business 

with  the  rigt 


AT&T  comes  through 
with  the  PRO  America 
calling  plans. 


Since  making  long  distance  calls  can  be  a 
big  part  of  doing  business,  AT&T  offers  a  full 
range  of  volume  discount  calling  plans  that 
make  your  long  distance  calling  (and  your 

business) 
more  effi- 
cient—no 
matter  how 
many 
phones  you 

have,  how  much  calling  you  do  or  how  big  or 
small  your  business  is. 

Whether  you  spend  $125  a  month  or  $10,000 
a  month  on  long  distance  calling,  you  proba- 
bly qualify  for  one  of  our  plans*  Also,  if  you're 
presently  a  WATS  customer,  you  may  find 
our  calling  plans  more  cost-effective,  flexible 
and  accountable. 

We  call  these  plans  AT&T  PRO1"  America  I,  II 
and  III.  Each  one  offers  your  business  the 
usual  high-quality  AT&T  connections,  plus  a 
discount  on  your  direct-dialed,  out-of-state, 
long  distance  calls  and  your  AT&T  Card  calls. 

What's  more,  if  your  business  is  located  in  a 
state  that  offers  an  AT&T  PROSM  State  plan,  you 
may  qualify  for  a  discount  on  your  in-state 
AT&T  Long  Distance  calls  as  well. 

Yet,  offering  volume  discounts  is  just  one 
way  PRO  America  can  make  your  business 
more  cost-efficient.  It  also  offers  you  itemized 
billing,  so  you  can  account  for  all  the  calls 
your  people  make.  And  it  helps  you  save  time 
managing  your  telecommunications  because 
you  don't  need  dedicated  lines.  You  can  use 
your  regular  phone  lines,  which  gives  you 

c  1987  AT&T  'For  availability  in  vour  area,  call  an  AT&T  account  executive. 


FRAN* 
GOURMET 


greater  flexibility  as  your  calling  patterns 
change  and  your  business  grows. 

To  find  out  which  plan  will  work  best  f< 
your  business,  just  do  one  very  efficient  th 
talk  with  your  AT&T  account  executive.  Oi 


i  be  more  efficient 
illing  plan. 


iales  representatives  at 
22-0400,  Ext.  230. 
l  equipment  to  networking, 
3mputers  to  communi- 
,  AT&T  is  the  right  choice. 


AT&T 

The  right  choice. 


Faces 

Behind  the  Figures 


earnings  of  $3.2  million  on  revenues 
of  $54  million.  Not  spectacular,  but 
an  improvement  from  the  chronic 
losses  of  yesteryear. 

Now  Nemoto  wants  to  go  legit  all 
over  again.  Says  he  of  insights  gained 
from  a  chat  with  Oscar-winning  di- 
rector Oliver  Stone  at  a  recent  Tokyo 
film  festival,  "I  became  convinced  we 
have  to  try  to  make  serious  films." 
Thus,  next  year  Nikkatsu  plans  to 
release  its  first  serious  film  in  15 
years — a  salt-of-the-earih  story  about 
Freemasons  in  Italy. 

Okay,  wc  know  it  ain't  Ginza  Gals 
versus  Sumo  Sally,  but  if  the  AIDS 
scare  gets  bad  enough  in  Japan,  Ne- 
moto may  be  able  to  turn  profits  from 
porn  into  a  comeback  for  highbrow 
movies. — Hiroko  Katayama 


making  it  abroad 

Few  Japanese  manufacturers  gave 
much  thought  to  offshore  produc- 
tion bases  before  the  yen  began  its 
steep  climb  two  years  ago.  But  Keni- 
chi  Mabuchi,  69,  founder  of  $319  mil- 
lion (1986  revenues)  Mabuchi  Motor 
Co.,  Ltd.,  has  never  been  one  to  go 
along  with  the  crowd.  Mabuchi  began 
moving  production  of  his  small  elec- 
tric motors  to  Hong  Kong  and  Taiwan 
in  the  1960s  because  he  could  cut  his 
labor  costs  by  two-thirds.  Today  98% 
of  the  600  million  motors  that  Mabu- 
chi produces  each  year — they  go  into 


everything  from  Teddy  Ruxpin  to 
Sony  CD  players  to  Toyota's  electron- 
ically controlled  car  mirrors — are 
manufactured  abroad. 

"We're  one  of  the  few  Japanese  com- 
panies that  didn't  suffer  from  the  yen's 
appreciation,"  the  chairman  boasts, 
noting  that  his  company's  14%  profit 
margins— which  last  year  represented 
$45  million  aftertax — are  among  the 
highest  in  Japanese  industry. 

Mabuchi,  who  grew  up  on  Shikoku 
Island  just  west  of  Osaka,  founded  the 
company  in  1954,  using  1  million  yen 
borrowed  from  a  Japanese  toymaker 
(he  repaid  the  loan  the  next  year). 
With  his  younger  brother,  the  compa- 
ny president,  he  still  controls  48.2% 
of  the  shares,  worth  over  $500  million 
at  current  prices. 

Mabuchi  keeps  tight  reins  on  his 
foreign  operations.  The  company  still 
does  its  research  and  development  in 
Japan.  Even  though  Mabuchi  hires  lo- 
cals to  run  the  foreign  plants,  the 
company  sends  Japanese  staff  to  the 
plants  for  several  months  to  oversee 
quality  control. 

The  future?  Mabuchi  plans  to  open 
a  plant  in  Dalian,  China,  and  remains 
convinced  that  the  future  is  abroad. 
Says  Mabuchi:  "By  now,  Japanese 
companies  have  to  be  aware  that 
transferring  technology  to  developing 
countries  is  more  important  than  cap- 
ital investment." — Hiroko  Katayama 


Putting  it  on  the  line 

One  of  the  few  venture  capitalists 
with  the  courage  to  back  his  ad- 
vice with  his  money  is  W.  Mitt  Rom- 
ney.  Four  years  ago  Romney  decided 
to  take  the  knowledge  he  had  ac- 


Mabucbi  Motor  Co.  's  Kenicbi  Mabuchi 
No  worries  about  the  rising  yen. 


Haiti  Capital  Partners  '  Romney 
A  consultant  cashes  in. 

quired  after  eight  years  as  a  consul- 
tant at  Boston-based  Bain  &.  Co.  and 
apply  it  to  his  own  venture  capital 
operation,  Bain  Capital  Fund  Limited 
Partners.  The  plan:  Take  equity  posi- 
tions in  growing  companies  and  cash 
in  when  they  go  public. 

Within  a  year  Romney  had  raised 
$37  million,  something  under  a  third 
of  it  from  Bain  Capital  Partners.  His 
first  investment  was  an  idea  that  orig- 
inated with  his  Bain  &  Co.  col- 
leagues— a  chain  of  outpatient  eye- 
surgery  centers.  Bain  Capital  Partners 
put  up  $1.4  million  for  about  75%  of 
the  firm  (roughly  24  cents  a  share), 
and  the  operation  was  launched.  Last 
year  MediVision,  which  is  privately 
held,  sold  off  an  additional  $7.5  mil- 
lion of  equity  at  $4.67  a  share,  thus 
giving  Romney  a  paper  profit  of  about 
$20  million. 

Romney  still  works  very  closely 
with  his  old  company,  often  hiring 
Bain  partners  to  take  over  manage- 
ment of  the  outfits  he  invests  in.  Last 
December  Bain  Capital  Partners  paid 
$2  million  for  a  40%  stake  in  GS 
Roofing  Products,  a  division  of  Gen- 
Star  Inc.,  which  lost  in  excess  of  $10 
million  in  1986.  The  company,  under 
direction  of  majority  stockholders 
Berkshire  Partners,  immediately 
hired — you  guessed  it — Bain  &  Co.  to 
try  to  stem  the  losses.  Fees  so  far: 
close  to  $2  million. 

Romney  insists  that  this  isn't  sim- 
ply a  case  of  one  hand  washing  the 
other,  since  Bain  Capital  Partners  and 
Bairi  &  Co.  have  neither  financial  nor 
legal  ties.  "We  saw  none  of  those 
fees,"  Romney  stresses.  Moreover,  he 
notes,  GS  Roofing's  results  speak  well 
for  Bain  &  Co.'s  involvement.  After 
years  in  the  red,  the  company  has 
shown  profits  for  three  of  the  last  six 
months. — Laura  Jereski 
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Latin  America: 

Towards  Renewed  Growth 

A  major  conference  sponsored  by 
The  International  Herald  Tribune  and 
The  Inter-American  Development  Bank, 
London,  February  1M2,  1988 

Following  the  success  of  the  International  Herald  Tribune/ 
Inter-American  Development  Bank's  first  conference  on  Latin 
America  in  1986,  we  are  delighted  to  announce  our  second 
major  conference  "Latin  America:  Towards  Renewed  Growth". 

The  conference  will  bring  together  key  government, 
finance  and  business  leaders  from  around  the  world  to  review 
major  new  developments  in  the  region  and  look  for  new 
ways  forward. 

Among  the  outstanding  group  of  speakers  who  have 
agreed  in  principle  to  address  our  conference  are:  Antonio 
Ortiz  Mena,  President,  Inter-American  Development  Bank, 
Guillermo  Larco  Cox,  Prime  Minister,  Peru,  Enrique  Iglesias, 
Foreign  Minister,  Uruguay,  Pedro  Pablo  Kuczynski,  President, 
First  Boston  International  and  William  Rhodes,  Chairman, 
Restructuring  Committee,  Citibank  NA. 


Reach  America's  most 
important  business  audience 
in  the  most  comprehensive  report 
on  American  business. 


Advertise  in  the  40th  Annual  Report  on  American  Industry  Special  Issue. 

Issue  date:  January  11,  1988 
Closing  dates:  Full  pages— December  7,  1987 

Partial  pages— November  23,  1987 

Every  year  for  the  past  four  decades  Forbes  starts 
off  the  year  with  a  fact-filled,  reference  issue  of 
year-long  value  to  decision-level  executives  and 
major  investors— The  Forbes  Annual  Report  on 
American  Industry  special  issue.  This  year's 
eagerly  awaited  report  will  include: 

•  Profiles  and  rankings  of  over  40  industry 
groups. 

•  Rankings  of  over  1,000  ofthe.coun- 
try 's  most  important  companies 
by  growth,  profitability  and  stock 
market  performance. 

•  Rankings  of  each  company  against 
industry  averages. 

•  Special  listing  of  each  industry's 
most  improved  company  of  the  year. 


It's  the  most  complete  information  resource 
available  anywhere  on  the  performance  of  Ameri- 
can business  and  its  major  corporate  players.  This 
first-of-the-year  special  issue  has  become  must 
reading  for  Forbes' readers,  and  a  not-to-be-missed 
opportunity  for  advertisers. 

Start  the  new  year  in  the  year's  most  compre- 
hensive report  on  American  business.  Advertise 
in  the  40th  Annual  Report  on  American  Industry 
special  issue  of  Forbes. 

Reserve  your  space  today.  Contact  your 
local  representative  or  call:  Stephen  G.  Nicoll, 
Director  of  Advertising  (212)  620-2278. 

Forbes 

Capitalist  Tool 

*  Forbes  Magazine-60  Fifth  Ave  ,  N  Y  .  N  Y  10011 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


12  month  close  up 


|  I  I  I  |  I  I  I  |  I  I  1  |  I  I  I  |  I  I  I  |  I  I  I  |  I  I  I  |  I  I  I  |  I  I  I  1  I  I  I  j  I  I  I  | 

77  '78  '79  '80         '81  '82  '83  '84  '85  '86  '87 


O  O  Percent  change  in  last  two  weeks. 

I  I  I  I  I  I  I    I  I  I  !  I  I 

ND    J    FMAM    J     J  ASON 


iking  the  measure  of  volatility.  The  new  jagged  look  to 
e  Wilshire  index  has  scared  some  investors  away.  Vola- 
ity  per  se  is  disturbing.  Will  the  market  simmer  down? 
The  market  itself  provides  a  clue.  Here's  how.  The 
lue  of  an  index  option  is  determined  by  several  factors, 
:luding  exercise  price,  expiration  date,  volatility  of  the 
iderlying  index — and  the  spot  price  of  that  index.  At  any 
fen  point,  all  of  these  factors  are  known  except  for  the 
latility.  Thus,  one  can  work  backwards  to  determine 


the  volatility  "implied"  by  an  option  price. 

On  Nov.  6,  for  example,  a  call  option  to  buy  the  S&P 
500  at  250  until  Mar.  18  was  quoted  at  28Vi.  On  the  same 
day,  the  index  itself  closed  at  250.  Crank  these  numbers 
into  a  computer  and  you  get  an  implied  volatility  of  39% 
per  year,  says  Harrison  Roth  of  Drexel  Burnham.  That 
figure  is  up  sharply  from  the  22%  implied  volatility  pre- 
vailing in  September.  In  short,  traders  still  expect  the 
market  to  be  extremely  volatile. 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 

Wilshire 

Forbes 

Dow  Jones 

NYSE 

Amex  Market 

NASDAQ 

ercent  change 

5000 

5002 

industrials 

Composite 

Value  Index 

Composite 

i  last  4  weeks 

-20.8 

-20.5 

-21.1 

-19.8 

-26.4 

-25.6 

i  last  52  weeks 

-2.2 

0.1 

3.8 

-1.0 

-4.7 

-9.6 

Stock  performance  based  on  six  key  investor  yardsticks 


ercent  change 

Company  size 

Volatility3 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share 

price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

i  last  4  weeks 

-19.9 

-23.2 

-26.6 

-12.9 

-27.5 

-20.4 

-12.0 

-26.1 

-26.3 

-16.4 

-20.0 

-23.6 

l  last  52  weeks 

-1.5 

11.2 

16.2 

3.9 

-8.4 

-8.2 

-6.0 

19.7 

16.6 

-3.5 

-2.0 

5.3 

lshire  index  reflects  price  performance  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  "Based  on  sales, 
rock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable.  4A  quantitative  evaluation  of  a  stock's 
vth  image,  determined  by  Wilshire  Associates. 


te:  All  data  for  periods  ending  11/6/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  the  Action  Is 


When  the  dust  settled.  With  the  exception  of  a  4.4% 
decline  in  the  energy  sector,  all  groups  finished  the  two- 
week  period  with  either  small  gains  or  small  losses.  Be- 
hind the  group  figures,  however,  were  some  sharp  swings 
in  individual  stocks  because  of  takeover  plays.  Southland, 
which  is  being  pursued  by  Thompson  Co.,  a  private  in- 
vestment concern,  rose  almost  33%.  A  takeover  offer  for 


Singer  Corp.  from  Paul  Bilzerian  pushed  this  defense 
electronics  stock  up  27%.  E.F.  Hutton  gained  38%  in  the 
finance  sector. 

Fears  that  gold  stocks  had  become  overpriced  drove 
down  share  prices  in  the  raw  materials  group.  Echo  Bay 
Mines  fell  17%;  Placer  Dome,  18%;  Homestake  Mining, 
24%;  and  Battle  Mountain  Gold,  27%.  (See  table,  p.  164  ) 


\^\  Percent  change  in  last  52  weeks  OO  Percent  change  in  last  2  weeks 
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Consumer  durables 
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Consumer  nondurables  and  services 
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What  the  Analysts  Think 


Second  thoughts.  With  only  one  quarter  left,  securities 
analysts  are  not  making  significant  changes  in  their  1987 
forecasts,  despite  Wall  Street's  fall.  What  about  1988?  Up 


until  September,  analysts  were  dropping  one  1988  esti- 
mate for  every  one  they  lifted.  Now,  they  are  dropping 
three  estimates  for  every  two  that  they  are  lifting. 


Forecasting  the  Forbes  Sales 

500 

Performance 
period 

Average 
earnings  per 
share 

P/E 

latest  12  months 

$2.31 

16.1 

1987  estimates 

2.84 

13.1 

1988  estimates 

3.73 

10.0 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

1 

Consumer  durables 

$4.54 

10.4 

0.57% 

0.76% 

2 

Energy 

2.47 

14.5 

0.25 

-0.14 

3 

Utilities 

2.37 

10.1 

-0.01 

-0.11 

4 

Capital  goods 

2.08 

16.4 

-0.04 

0.62 

5 

Raw  materials 

2.38 

13.2 

-0.08 

0.84 

6 

Consumer  nondurables 

2.32 

14.1 

-0.25 

-0.57 

7 

Technology 

2.50 

13.2 

-0.42 

-0.65 

8  Transportation 

2.17 

13.6 

-0.48 

-1.89 

9 

Finance 

1.67 

16.1 

-1.67 

-3.82 

Earnings  proiections  are  capitalization-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continually  by  the  Institutional  Broke 
Estimate  System  (IBES],  a  service  ot  Lynch,  Jones  &  Ryan,  a  New  York-based  brokerage  (irm. 

Note:  AH  data  tor  periods        us  i  1/6  17.  Prepared  bv  WiKhire  Associates,  Santa  Monica,  Calif  ,  IBES,  a  service  of  Lvnch.  lones  &  Rvan.  New  York 
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I  noticed  a  lot  of  cars 
ing  retired  before  their 
le.  I  got  out  of  my  own  re- 
^ment  and  started  up  Ugly 
ickling  Rent-A-Car.  We 

them  up.  Charge  half  as 
ich.  We're  in  600  cities  of 


"Hatched  at  61' 

America."  Tom  Duck,  on  the  begin- 
ning of  a  new  lifetime.  New  lifetimes 
are  lived  with  Modern  Maturity, 
the  magazine  of  mature  America. 
Modern  Maturity's  circulation  right 
now  is  15.8  million,  up  incredibly 
from  last  year's  13  million.  For  ma- 


ture America,  this  is  the  life 
of  their  time,  the  time  of  their 
life,  and  they  live  it  with 
Modern  Maturity.  For  infor- 
mation on  advertising  to  ma- 
ture America,  please  call  Peter 
Hanson  at  (212)  599-1880. 


Modern  Maturity 

The  beginning  of  a  new  lifetime. 


A  PUBLICATION  OF  AARP 


Statistical  Spotlight 


The  market  crash  has  put  the  kibosh  on 
some  big  levei'aged  buyouts.  So  look  for 
some  smaller  transactions. 


Private  thoughts 


By  Steve  Weiner 
and  Jan  Parr 


T|he  market  crash  may  have  rat- 
tled some  of  the  largest  lever- 
aged-buyout  players.  But  it  also 
opened  up  opportunities  for  a  less  vis- 
ible category  of  corporate  buyer — the 
families  (or  in  some  cases,  parent 
companies)  controlling  a  large  block 
in  a  publicly  traded  company.  The 
shares  in  public  hands  look  cheap  to 
them,  and  with  prices  so  depressed, 
they  can  pay  healthy  premiums. 

A  strong  new  appetite  has  already 
developed  for  taking  these  small  and 
medium-size  companies  private. 
Dean  Witter's  midwestern  invest- 
ment banking  office  in  Chicago,  for 
instance,  began  organizing  four 
buyouts  in  the  weeks  following  the 
Oct.  19  market  crash  and  fielded  a 
dozen  other  serious  inquiries.  J.C. 


Bradford  &  Co.,  the  Nashville,  Tenn. 
investment  banker,  began  talks  on 
several  deals  in  recent  weeks. 

"I  just  talked  with  someone  who 
feels  that  if  the  market  is  going  to 
treat  them  that  way,  they  may  as  well 
buy  it  themselves,"  says  Fred  Birner, 
vice  president,  corporate  finance  of 
Hanifen,  Imhoff  Inc.,  a  Denver  invest- 
ment banking  firm.  And  the  merger 
chief  for  a  major  West  Coast  invest- 
ment bank  says  six  big  clients  are 
"actively  investigating"  taking  their 
companies  private. 

None  of  these  buyouts,  mind  you, 
involve  corporate  giants  and,  signifi- 
cantly, none  of  them  would  require 
large  amounts  of  junk  debt.  Rather,  all 
of  these  deals  share  important  charac- 
teristics that  make  them  very  doable. 

For  one  thing,  each  of  these  compa- 
nies has  a  significant  major  share- 
holder, someone  or  a  parent  company 


holding  a  40%  stake  or  more.  That 
contrasts  with  the  prominent  though 
troubled  LBOs  launched  with  almost 
no  equity.  Second,  all  of  these  compa- 
nies have  strong  enough  balance 
sheets  to  borrow  from  banks  at  a  few 
points  over  prime  (which  was  recent- 
ly 8.75%)  and  thus  avoid  paying  16% 
on  junk  bonds. 

"Our  clients  believe  they  are  re- 
serving more  or  all  of  their  future  val- 
ue for  themselves,  but  at  the  same 
time  they'll  be  paying  shareholders  a 
significant  premium  over  current 
stock  prices,"  says  Steven  F.  Deli, 
managing  director  of  Dean  Witter's 
Chicago  investment  banking  office. 
In  a  dozen  offers  to  buy  publicly  trad- 
ed companies  since  the  crash,  the  av- 
erage premium  was  38%  above  the 
current  market  price.  That  premium 
is  a  little  larger  than  the  precrash  av- 
erage. But  even  so,  the  buyout  prices 
have  been  a  hair  lower,  on  average, 
than  what  the  stocks  fetched  before 
Black  Monday. 

Example:  Earlier  this  month  Laid- 
law  Industries,  the  U.S.  garbage-haul- 
ing subsidiary  of  Laidlaw  Transporta- 
tion Ltd.  of  Canada,  proposed  to  buy 
the  public's  21%  stake  of  4.3  million 
shares  for  $22  a  share,  or  $94. 5  mil- 
lion. The  price  was  a  42%  premium 
over  the  current  market  price,  but  it 
was  $4  a  share  below  Laidlaw's  price 
prior  to  the  mid-October  crash.  Laid- 
law's investment  bankers  said  money 
for  the  transaction  would  come  from 
bank  borrowing,  not  junk  bonds. 

In  the  table  below,  we  show  some 
companies  with  good  borrowing  ca- 
pacity, large  inside  positions  and  no 
obvious  need  to  conserve  cash  for  oth- 
er purposes.  "Cash  flow"  here  means 
aftertax  earnings  plus  depreciation 
and  amortization.  It  is  a  rough  but 
ready  indicator  of  a  company's  debt- 
servicing  capacity.  ■ 


Ripe  for  takeover? 


These  companies  may  look  cheap  to  the  investors  who  could  offer  nice  premiums  to  outside  shareholders  and 
know  them  best — insiders.  The  controlling  groups   still  pay  less  than  recent  highs  for  the  stocks. 


%  ownership 


-Stock  price- 


-Per  share- 


Name//;//.™,, 

of  controlling 
group 

high 

52-week 
low 

recent 

debt/ 
equity 

earnings 

cash 
flow 

price/ 
cash  flow 

(John  O.)  Butler1  ora/ hygiene products 

70% 

14'/4 

7Y> 

10  Vi 

31.8% 

$0.68 

$0.90 

11.7 

Child  World  toy  markets 

82 

19  "4 

9% 

10% 

16.0 

1.25 

2.35 

4.4 

Dress  Barn1  iijtj ; 

42 

20% 

9% 

0 

0.58 

0.66 

14.2 

General  Binding'                u  bines 

50 

U  1  4 

9% 

17 

18.4 

1.25 

2.29 



7.4 

NOx/atbletic  shoes 

45 

24% 

11% 

16% 

10.0 

0.93 

1.26 

13.3 

Regis2'/>«;>  salons 

70 

17 

11 

12% 

10.9 

0.68 

1.25 

9.6 

Roto  Root<aFjsewer/dn 

61 

30 

15'/4 

16 

0.9 

0.74 

1.09 

14.7 

Standard  Register//w/.swi 

44 

281/2 

15 

20 

27.0 

1.35 

1.95 

10.3 

Earnings  and  cash  flow  are  Value  Line  estimates  for  1987  except  as  noted. 

'Fiscal 

1987  actual.  2F 

iscal  1986 

actual. 
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ivestment  Opportunities  •  Market  Dynamics  •  Market  Sectors 


A  Forbes  Special  Advertising 
Supplement 

Issue  Date:  January  25,  1988 
Ad  Closing:  November  30,  1987 

i  attraction,  the  features  and  the  benefits  of 
jres  and  options  trading  will  be  the  focus  of  a 
bes  special  advertising  supplement  appear- 
in  the  January  25,  1988  issue.  Financial 
ures  &  Options  will  present  a  comprehensive 
w  to"  overview  and  will  reach  Forbes'  highly 
jent  audience  of  nearly  three  million  major 
sstors. 

Financial  Futures  &  Options  will  cover  three 
jor  themes  relating  to  the  market.  To  begin,  the 
t  will  address  the  question  "why"  trade 
jres  and  options.  Industry  experts  will  contrib- 
their  expectations  and  experiences  regarding 
rket  opportunities.  Forbes  will  review  the 
her  risks  involved  in  the  market  and  offer  specif- 
ivestment  guidelines  for  investors. 

Secondly,  the  text  will  inform  readers  about 
iw  to"  invest.  It  will  review  basic  market  dynam- 

including  risk,  capital  exposure,  leverage, 
hnical  and  fundamental  analysis,  and  proce- 
es  for  opening  an  account  and  placing  orders. 


Finally,  the  supplement  will  describe  impor- 
tant individual  market  sectors  such  as  stock  indi- 
ces; interest  rate  vehicles;  precious  metals; 
energy;  foreign  currencies;  grains  and  oilseeds; 
food,  fibers  and  wood;  international  soft  commod- 
ities; and  meats. 

Forbes  invites  major  commodity  exchanges 
and  all  firms  serving  the  futures  and  options  mar- 
ket to  participate  in  this  opportunity.  In  addition  to 
appearing  within  the  section's  supportive  environ- 
ment, advertisers  will  be  listed  on  an  inquiry- 
generating  reader  service  card,  receive  free  sup- 
plement reprints  and  bonus  distribution  to  prime 
investment  market  prospects. 

Promote  your  futures  and  options  opportuni- 
ties in  Forbes  special  advertising  supplement.  For 
reservations  and  information,  contact  your 
Forbes  representative  or  call  Arnold  J.  Prives  at 
(212)620-2224. 
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LOOK 

INTO  THE 
FUTURE 
OF  THE  BOND 
MARKET. 
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For  more  information  on  the  Moody's  Investment-Grade 
Corporate  Bond  Index  futures,  fill  out  this  coupon  and 
return  to: 

Marketing  Department/Commodity  Exchange,  Inc. 
Four  World  Trade  Center  Newark,  NY  10048 


Name 


Address 


City 


State 


Z'P 


Phone  (Business) 


(Home) 


FOR  MORE  INFORMATION  CALL: 

1-800-333-2900 

In  Newtofki'!?  938  7921 


ill 


Something  exciting  is  about  to  happen  to  corporate  bonds. 

Soon,  a  futures  contract  based  on  the  Moody's  Invest- 
ment-Grade Corporate  Bond  Index  will  begin  trading  on  the  floor 
of  COMEX. 

Like  all  important  developments,  it  will  catch  some  people 
unaware.  While  others  will  be  poised  and  ready  to  take  advantag 
of  all  it  offers. 

The  contract  will  give  investors  an  opportunity  to  get  in  on  all 
the  action  of  the  corporate  bond  market,  without  having  to  buy  i 
single  bond.  And  it'll  open  a  whole  new  world  of  trading  strategic 
for  portfolio  managers. 

We've  created  a  wide  range  of  materials  to  explain  the  contra 
in  complete  detail.  ^^^^Ik  A^Vi1 

Call  or  mail  the  coupon  and  we'll  t^jK^J^fft^Jy 
help  you  anticipate  the  future.        The  Market  of  Choic 
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Capital  Markets 


MONEY  &  INVESTMENTS 

Imagine  a  Christmas  rush  with  the  mer- 
chants short  of  inventory.  Something  like 
that  happened  in  T  bonds  last  month. 

EMPTY  SHELVES 


By  Ben  Weberman 


One  of  the  strangest  events  during 
the  recent  stock  market  collapse 
took  place  in  long-term  U.S.  Trea- 
sury debt  issues.  Incredible  as  it 
seems,  there  was  a  cornerlike 
squeeze  on  that  market,  which  last- 
ed for  several  days.  Corner?  With 
some  $145  billion  of  20-  to  30-year 
Treasurys  in  public  hands?  Some- 
thing approaching  it  happened.  The 
floating  supply  was  gobbled  up  by 
investors,  leaving  dealers  with  de- 
pleted inventories,  indeed  short  po- 
sitions that  had  to  be  covered. 

On  a  normal  day,  dealers  who  re- 
port their  transactions  to  the  Fed 
buy  and  sell  some  $110  billion  of 
Treasury  paper.  About  15%  is 
bonds,  that  is,  issues  with  maturi- 
ties of  more  than  10  years.  But  dur- 
ing the  week  of  the  crash,  when 
total  volume  ran  $173  billion  daily, 
transactions  in  bonds  averaged  $25 
billion  a  day.  That  is  more  than  the 
dollar  volume  of  stocks  on  the 
NYSE  on  Oct.  19. 

As  the  volume  rose,  so  did  prices. 
One  of  the  biggest  bond  market  ral- 
lies on  record  started  on  Black  Mon- 
day. Three-month  Treasury  bills, 
which  had  been  yielding  7.2%  on  a 
discount  basis  Oct.  14,  climbed 
sharply  in  price,  pushing  the  dis- 


Ben  Weberman  is  a  senior  editor  of  Forbes 
magazine. 


count  yield  to  5.2%.  Thirty-year  T 
bond  yields  dropped  from  a  pre- 
crash  peak  of  10.4%  on  Oct.  19  to  a 
low  return  of  9%  a  few  days  later. 
That  yield  change  pushed  the  price 
of  the  87/ss  of  2017  from  853/4  to  99. 

But  there  was  something  peculiar 
about  this  Treasury  rally:  It  landed 
more  heavily  on  both  extremes  of 
the  maturity  spectrum  than  on  ma- 
turities in  the  middle.  In  September 
30  year  Treasurys  yielded  0.2%  or 
so  more  than  10-year  Treasurys.  But 
in  October  this  gap  shrank  to  zero, 
and  on  Oct.  14  the  long  bonds  even 
yielded  less  than  the  intermediates. 
That  is,  prices  of  the  intermediates 
were  lagging. 

The  yield  curve  was  getting  bent 
out  of  shape  at  the  other  end,  too.  In 
September  the  yield  advantage  of 
six-month  bills  over  three-month 
bills  was  in  its  normal  range  of  0. 1  % 
to  0.4% .  But  on  Oct.  20  the  spread 
spiked  to  0.8%.  That  is,  three- 
month  bills  climbed  disproportion- 
ately in  price. 

What  was  going  on?  At  the  short- 
term  end,  the  shifts  were  the  result 
of  a  liquidity  panic.  Investors  were 
willing  to  accept  lower  interest  re- 
turns in  exchange  for  quicker  cash. 

The  high  prices  at  the  long-term 
end  were  something  else.  There  just 
wasn't  enough  inventory  to  meet 
demand.  The  market  became  con- 
cerned, too,  that  the  U.S.  Treasury 
would  omit  the  next  30-year  financ- 
ing. Some  dealers  had  sold  short  and 
were  in  need  of  a  floating  supply  of 
securities  to  cover  their  shorts.  But 
they  discovered  that  the  floating 
supply  was  limited.  The  short-sell- 
ers panicked  and  went  into  the  mar- 
ket to  make  purchases  and,  there- 
fore, cover  their  short  sales.  What- 
ever it  cost  them,  they  had  to  have 


the  merchandise. 

Beyond  those  orders,  there  was 
also  a  need  from  those  who  use  U.S. 
Treasury  issues  to  collateralize  a  va- 
riety of  transactions.  That  might 
have  pushed  up  demand  for  Trea- 
surys across  the  board. 

One  of  the  panic's  victims  was 
none  other  than  the  U.S.  Treasury, 
which  was  quite  unprepared  for  the 
chaos.  It  sells  a  special  kind  of  note, 
called  Slugs  (State  and  Local  Gov- 
ernment Series  Securities),  avail- 
able only  to  state  and  municipal 
governments.  Its  practice  has  been 
to  post  rates  every  Monday,  good  for 
the  week.  When  government  yields 
dropped  dramatically  in  the  week 
starting  Oct.  19,  state  and  local  trea- 
surers bought  about  $7  billion  of 
Slugs,  using  proceeds  from  the  sale 
of  marketable  Treasurys  they  held 
at  a  nice  profit.  This  allowed  them 
to  take  advantage  of  the  lag  in  yield 
changes. 

Treasury  has  since  wised  up  on 
Slugs  rates.  But  the  market  remains 
a  bit  unsettled.  Thirty-year  T  bonds 
are,  as  I  write  this,  yielding  8.8%, 
slightly  under  15-year  bonds  and 
scarcely  more  than  10-year  notes.  If 
you  are  nervous  about  inflation  un- 
der the  next  Administration  or  the 
one  after,  you  can  go  for  a  fairly 
short  maturity  without  sacrificing 
much  yield. 

If,  in  contrast,  you  accept  my 
view  that  9%  will  someday  soon 
look  very  generous,  then  go  for  the 
longest  maturities.  These  can't  be 
called  early,  so  that  9%  will  be 
locked  in. 

Where  are  interest  rates  on  this 
highest  of  high-grade  securities 
headed?  Down  to  8%  over  the  next 
year,  possibly  down  to  7%  later.  I 
have  been  wrong  before  with  this 
kind  of  optimism — my  Mar.  9  col- 
umn predicted  7%%  yields  by  the 
summer  of  1987 — but  the  funda- 
mentals remain  in  favor  of  bonds. 
The  chief  fundamental  here  is  the 
inflation  rate,  which  economists 
now  expect  to  be  less  than  4%  over 
the  next  year,  coming  into  line  with 
what  I  have  said  all  along.  They 
have  recently  lowered  their  esti- 
mates in  light  of  the  depressing  ef- 
fect of  the  market  crash. 

The  speculator  may  wish  to  con- 
sider 20-year  U.S.  Treasury  zeros, 
yielding  about  0.2%  more  than  20- 
year  coupon  bonds.  In  the  week  end- 
ed Oct.  23,  they  shot  up  more  than 
20%  in  value  as  yields  fell  1%,  but, 
of  course,  zeros  are  just  as  volatile 
going  the  other  way.  ■ 


DRBES,  NOVEMBER  30,  1987 


249 


4f; 

Stock  Trends 

MONEY  &  INVESTMENTS 

In  a  rapidly  changing  market  that  makes 
timely  recommendations  difficult,  I  am 
adopting  a  "buy-under"  approach. 


COMPUTER-AGE 
CORRECTION? 


By  Ann  C.  Brown 


Before  getting  on  with  the  rest  of 
our  investing  lives,  a  few  comments 
regarding  the  recent  Deep  Disloca- 
tion in  the  stock  market. 


First  of  all,  it  was  only  remotely 
caused  by  the  federal  budget  deficit, 
despite  the  attempts  of  the  politi- 
cally motivated  to  turn  Ronald  Rea- 
gan into  a  latter-day  Herbert  Hoo- 
ver. The  deficit  actually  has  been 
going  down — not  only  in  absolute 
terms,  but,  more  important,  relative 
to  the  GNP.  If  the  Administration 
now  stands  firm  against  anything 
but  largely  symbolic  revenue  in- 
creases, we  should  be  able  to  avoid 
the  recession  next  year  that  many 
economists  are  predicting. 

Second,  high  marks  for  Alan 
Greenspan  and  the  Federal  Reserve 
for  their  prompt  about-face  in  mon- 
etary policy,  which  kept  the  panic 
in  the  stock  market  from  spreading 
throughout  the  financial  system. 
Paul  Volcker  couldn't  have  done 
better,  and  his  successor  gained  re- 
spect among  the  world's  central 
bankers  and  business  communities, 
which  bodes  well  for  the  future. 

Third,  low  marks  for  the  SEC  for 
not  foreseeing  the  consequences  of 
index  futures,  options,  and  the  in- 


Ann  C  Brown  is  chief  executive  officer  of  the 
equity  advisory  and  portfolio  consulting 
firm  of  AC  Brown  &  Associates. 
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ability  of  the  public  to  be  served  by 
mutual  funds  and  brokers  in  periods 
of  high  volume.  Many  individual 
investors  were  helpless  witnesses  at 
their  own  execution.  Steps  should  be 
taken  to  see  that  this  doesn't  happen 
again,  even  if  it  means  a  suspension 
of  trading  until  all  participants  have 
an  equal  opportunity  to  enter  their 
buy  and  sell  orders. 

That  a  correction  was  due  for  a 
market  that  was  up  40% -plus  from 
a  year  ago  no  one  disputes.  That  it 
was  overdone  few  dispute,  either. 
What  happened  was  essentially  a 
result  of  new  financial  instruments 
and  strategies  combined  with  pro- 
fessional delegation  of  judgment  to 
machines.  It  is  a  different  investing 
world — a  global  one,  at  that,  wit- 
ness the  near  identical  reactions  on 
foreign  exchanges — and  one  that 
cannot  and  should  not  be  compared 
with  1929  or  1962  or  1974. 

I  would  not  be  surprised  to  see  the 
stock  market  trading  back  in  the 
mid-2000  range  on  the  DJI  once  this 
year's  tax-related  selling  is  over.  (In- 
cidentally, the  rise  in  the  capital 
gains  tax  rate  next  year  for  many 
individuals  exacerbated  the  selloff.) 
Those  investors  who  held  on  to 
their  stocks  during  the  drop  will  be 
in  no  hurry  to  part  with  them  once 
confidence  returns  to  an  older  and 
hopefully  wiser  down-but -nowhere- 
near-out  group  of  money  managers. 

Money  will  continue  to  pour  into 
pension  funds  and  profit-sharing 
trusts,  and  much  of  it  will  go  into  the 
stock  market  if  only  to  keep  portfo- 
lio asset  allocation  in  balance.  Mon- 
ey will  also  come  into  the  U.S.  mar- 
ket from  foreign  sources,  whose  own 
markets  fared  no  better  than  ours 
and  whose  economies  look  compar- 
atively weaker  as  a  result  of  the 


declining  dollar,  which  may  bottom 
out  sooner  than  expected.  And  mon- 
ey will  be  available  for  mergers,  ac- 
quisitions, LBOs  and  buybacks  as  a 
direct  result  of  strong  corporate  cash 
flows  and  as  an  indirect  result  of 
what  probably  will  be  a  moderately 
accommodative  Fed  policy. 

If  nothing  else,  the  October  col- 
lapse dampened  inflationary  expec- 
tations. Too  much  money  chasing 
too  few  goods  has  become  overnight 
a  lot  less  money  shopping  for  plenty 
of  goods.  On  the  cost-push  side  of 
the  equation,  commodity  prices 
continue  reasonable,  and  labor 
should  not  be  excessive  in  its  de- 
mands, since  there  are  certain  to  be 
a  number  of  jobs  lost  because  of  the 
stock  market  downer.  Unemploy- 
ment will  rise,  and  those  who  have 
jobs  will  be  happy  to  keep  them — 
especially  workers  who  are  feeling 
poorer  (or  who  are  poorer)  for  having 
lost  real  or  paper  profits. 

When  the  stock  market  was  near- 
ing  its  year's  high,  I  wrote  a  column 
called  "Top  Fishing"  {Sept.  21).  I  de- 
tailed how  to  buy  stocks  in  lofty 
markets  under  normal  circum- 
stances. Then  came  the  Fall  fall,  and 
the  traditional  rotation  to  secondary 
and  tertiary  stocks  was  abnormally 
affected.  In  a  matter  of  hours  and  days 
we  were  back  to  "bottom  fishing," 
where  it  is  prudent  to  buy  more  big- 
cap  stocks  with  low  multiples  and 
good  earnings  growth  prospects  than 
it  is  to  purchase  similar  second-tier 
situations.  As  for  the  smaller,  more 
speculative  equities,  although  the 
market  may  abound  with  rebound 
candidates,  they  should  be  owned  by 
only  the  quick  and  the  dead  rich,  who 
can  and  are  willing  to  take  above- 
average  risks. 

Stock  prices  are  changing  so  rapid- 
ly now  that  it  is  very  difficult  to 
recommend  specific  issues  and  be 
timely.  So,  I  am  adopting  a  "buy- 
under"-a-specific-price  approach  to 
stock  selection.  On  the  basis  of  latest 
earnings  estimates  for  1988,  among 
the  stocks  I  like  are  (in  no  specific 
order)  General Electric ,  under  50;  Philip 
Morris,  95;  Coca-Cola,  45;  Aetna,  55; 
Dow  Chemical,  80;  Disney,  55;  Sears, 
Roebuck,  40;  Travelers,  40;  Squibb,  80; 
and  McDonald's,  45. 

Also  very  attractive  are  Times  Mir- 
ror, under  80;  Pfizer,  60;  Browning- 
Ferris,  30;  Ralston  Purina,  70;  Dow 
fones,  40;  Noxell,  25;  McGraw-Hill,  55; 
Tambrands,  55;  Deluxe  Check  Printers, 
30;  Ethyl,  20;  Toys  'R"  Us,  30;  Ball 
Corp.,  40;  USF&G,  35;  American  Ex- 
press, 30;  and  Knight-Ridder ,  45.  ■ 
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Power  Tools  For 
Power  Users 


And  for  those  who  want  to  be 


The  most  complete  set  of 
inancial  templates  ever  assem- 
)led  is  now  available  from 
ZFO  Magazine  on  Polaroid 
DataRescue™  diskettes. 

From  sophisticated  models 
or  deciding  whether  to  lease 
)r  purchase,  to  programs  com- 
)aring  banking  costs,  CFO 
Vlagazine  takes  you  step  by 
step  through  the  world  of  finan- 
:ial  analysis  with  easy-to-read 
:harts  and  clearly 
vritten  text. 

Available  in  printed 
orm  or  on  5^4"  double- 
sized,  double -density 
Polaroid  DataRescue 


diskettes,  for  IBM  PC  and 
compatibles  running  MS-DOS 
or  PC-DOS  formats. 

We've  chosen  Polaroid 
DataRescue  diskettes  as  the 
best  vehicle  for  delivering 
"Spreadsheets".  If  damaged, 
only  Polaroid  DataRescue  disk- 
ettes guarantee  free  replace- 
ment of  your  diskette  and, 
in  most  cases,  the 
data  on  it. 


Polaroid  BSE"*' 


To  receive  your  copy,  send 
a  check  or  money  order  to: 

CFO  Magazine 

268  Summer  Street 
Boston,  MA  02210 
Attn:  Julie  Parker 

"DataRescue  diskettes  is  a  trademark  of 
3olaroid  Corporation. 


State  Zip 

When  ordering  the  diskettes, 
please  indicate  the  spreadsheet  you  use: 

□  Lotus  1-2-3    □  Lotus  Symphony 
□  VisiCalc    □  SuperCalc    □  Multiplan 
□  Excel  (Macintosh  3'/4"  diskette) 
j  Do  you  currently  receive  CFO?    □  Yes    □  No 
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Observations 


MONEY  &  INVESTMENTS 

Econoynists  want  to  cure  our  financial 
ailments  with  more  of  the  same  medicine 
that  caused  them  in  the  first  place. 

GOING  DOWN 
WITH  THE  SHIP 


By  Ashby  Bladen 


Modern  economics  is  heading  for  a 
disaster  like  the  one  the  French  fleet 
suffered  at  Trafalgar.  Our  leading 
scientific  economists  are  ready  to 
go  down  with  all  guns  firing.  That 
would  be  okay  with  me,  except  that 
they  will  take  the  rest  of  us  down 
with  them. 

On  the  Sunday  after  Black  Mon- 
day, Robert  Eisner,  president-elect 
of  the  American  Economic  Associa- 
tion, had  a  column  in  the  New  York 
Times  entitled  "Don't  Blame  the 
Deficit  for  the  Crash."  He  said: 
"The  .  .  .  argument  goes  this  way: 
The  market  crashed  because  of 
those  huge  federal  deficits  and  the 
accompanying  exploding  debt.  We 
can't  keep  'living  beyond  our 
means'  [a  crack  at  the  Wall  Street 
Journal's  economics  editor  Alfred 
Malabre,  whose  excellent  little 
book  with  that  title  was  reviewed  in 
this  column].  .  .  .  The  remedy  is 
clear.  We  have  to  get  our  act  togeth- 
er and  cut  that  deficit. 

"The  one  trouble  with  this  line  of 
argument  is  that  it  is  wrong." 

Professor  Eisner's  tone  is  delight- 
fully familiar  to  me.  Twenty-five 
years  ago  the  Kennedy  Administra- 
tion New  Economists  made  bor- 


Ashby  Bladen  is  a  financial  consultant  and 
author  of  How  to  Cope  with  the  Develop- 
ing Financial  Crisis. 


rowing  and  spending  ourselves  rich 
the  official  U.S.  government  poli- 
cy. For  20  of  those  25  years  I  have 
been  saying  that  excessive  borrow- 
ing and  spending  would  first  cause 
accelerating  inflation,  and,  then, 
increasing  financial  troubles  as  the 
burden  of  debts  upon  the  incomes 
from  which  they  have  to  be  paid 
became  more  excessive.  Through- 
out those  20  years  the  professional 
economists,  secure  in  their  scien- 
tific wisdom,  have  told  me  in  the 
same  arrogant  tone  that  I  was 
wrong.  But  the  course  of  events 
has  not  yet  given  me  any  reason  to 
regret  my  error. 

It  took  Keynesian  policymakers  a 
quarter  of  a  century  to  reduce  us 
from  being  the  richest  nation  in  the 
world  to  a  state  of  international 
overindebtedness,  but  in  the  late 
20th  century  their  potential  for  mis- 
chief is  rising  fast.  Professor  Eis- 
ner's column  went  on  to  say: 
"There  is  indeed  an  explanation  for 
what  brought  the  market  down,  and 
that  is  rising  interest  rates.  .  .  .  But 
the  overwhelming,  dominant  factor 
in  interest  rates  movement  is  mon- 
etary policy.  And  that  is  determined 
by  the  Fed.  ..."  And  Professor  Eis- 
ner's remedy  for  the  crash  is  another 
hair  of  the  dog  that  has  been  biting 
us  for  the  last  quarter  of  a  century. 
As  he  put  it:  "Monetary  easing  must 
be  sustained.  Interest  rates  must  be 
driven  further  down.  ..." 

Professor  Eisner's  scientific  mod- 
el is  evidently  that  of  a  closed  econ- 
omy, for  his  advice  would  make 
some  sense  if  the  U.S.  were  the  only 
nation  on  earth.  In  that  case,  it 
would  relieve  the  burden  of  domes- 
tic debts  with  an  inflation  that  sub- 
sidizes borrowers  and  spenders  by 
defrauding  savers  and  lenders.  The 


master,  Keynes  himself,  spoke  ap- 
provingly of  the  euthanasia  of  the 
rentier — which  is  what  about  99% 
of  Forbes  readers  are. 

Don't  blame  the  Fed  when  long- 
term  interest  rates  hit  new  peaks. 
Professor  Eisner's  model  to  the  con- 
trary, notwithstanding,  they  no 
longer  are  determined  by  the  Fed.  In 
the  real  world  we  Americans  are 
now  the  largest  net  debtors  on 
earth,  and  we  must  pay  whatever 
interest  rates  our  creditors  demand 
or  see  the  foreign-exchange  value  of 
the  dollar — and  our  standard  of  liv- 
ing— sink  out  of  sight. 

Nov.  7,  1987  is  a  date  to  remem- 
ber because  then  that  other  eminent 
American  economist,  James  Baker, 
opened  the  sea  cocks  in  the  middle 
of  a  storm.  His  economic  model  is 
more  comprehensive  than  Eisner's 
in  recognizing  that  the  U.S.  is  not 
the  only  country  in  the  world,  and 
that  falling  interest  rates  also  mean 
a  sinking  dollar.  But  he  is  willing  to 
see  it  sink  rather  than  take  the  risk 
that  the  stock  market  crash  sinks 
our  economy  into  a  recession.  At 
this  point,  a  recession  is  the  least  of 
our  worries. 

So  far  this  year,  the  German  and 
Japanese  central  banks  have  fi- 
nanced our  entire  balance-of-pay- 
ments  deficit,  because  everybody 
else  already  has  given  up  on  lending 
to  us.  Now  we  have  handed  them  a 
big  loss  on  their  dollar  holdings, 
which  they  will  have  to  pass  on  to 
the  German  and  Japanese  taxpayers. 
And  since  the  U.S.  government  is 
also  running  a  huge  deficit,  Trea- 
sury Secretary  Baker  needs  to  go  on 
selling  a  lot  of  bonds  to  foreigners. 
I  wonder  just  which  foreigners  he  is 
planning  to  sell  them  to. 

Let  me  repeat  once  more  what  I 
have  been  saying  regularly  since  I 
started  writing  this  column  seven 
years  ago.  The  only  way  we  can 
avoid  a  major  fall  in  our  standard 
of  living  is  to  dump  overboard  the 
Keynesian  idea  that  we  can  borrow 
and  spend  ourselves  rich,  and  start 
trying  once  again  to  earn  our  way 
in  the  world.  Let  me  also  repeat 
what  I  have  been  saying  since 
1982,  when  the  Fed  gave  up  on 
trying  to  break  the  great  American 
borrowing-and-spending  spree:  As 
long. as  we  go  on  trying  to  borrow 
and  spend  our  way  out  of  the  fi- 
nancial shipwreck  that  Keynesian 
policies  have  finally  caused,  there 
is  no  reason  to  believe  that  either 
inflation  or  interest  rates  have 
made  their  postwar  peaks.  ■ 
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Genius  or  Monster? 


Meet  citizen  Henry  Ford  as  you've 
never  encountered  him  before. . . 

He  invented  modern  mass  production  and  gave 
the  world  the  first  people's  car.  And  his  country- 
men loved  him  for  it.  But  why— at  the  moment  of 
his  greatest  triumph— did  Henry  Ford  fight  off 
every  attempt  to  perfect  his  Model  T,  become 
isolated  and  eccentric,  play  cruel  tricks  on  his 
most  valuable  employees,  and  turn  on  the  fabulous 
empire  he  had  built? 

You'll  find  the  intriguing  answers  in  American 
Heritage— the  magazine  that  brings  you  face  to 
face  with  America's  most  fascinating  personalities. 
You'll  meet  the  heroes  and  heavies. .  .leaders  and 
losers. .  .mavericks  and  monsters.  And  discover 


the  events  that  determined  their  celebrated  destinies. 

You  can  subscribe  to  American  Heritage  now 
and  save  33%  off  the  cover  price.  Simply  fill  in 
and  return  the  coupon  below,  and  with  your  paid 
subscription  you'll  receive  a  limited-edition  reprint 
of  "Henry  Ford's  Amazing  Life"*  as  a  compli- 
mentary gift. 

Don't  delay.  Get  to  know  America's  most  fasci- 
nating characters  now  with  American  Heritage. 

Your  complimentary  gift:  A  limited-edition 
reprint  of  "Henry  Ford's  Amazing  Life."* 

*An  excerpt  from  David  Halberstam's  The  Reckoning,  published  by 
William  Morrow  &  Co.  and  Avon  Books. 

Art  from  the  Collection  of  Henry  Ford  Museum  and  Greenfield  Village 


SAVE  33%  ON 
AMERICAN  HERITAGE 

YES,  I  want  to  meet  America's  most  intriguing 
personalities  and  save  33%  off  the  cover  price  of 
American  Heritage.  Please  enter  my  subscription 
at  the  basic  six  month  (4  issue)  rate  of  $12.00. 
I  save  $6.00! 

Name 
Address 


0551 


City  State  Zip 

□  I  prefer  one  year  for  $24.  (A  $12  savings!) 

□  Payment  enclosed.    □  Bill  me  later. 
Cover  price  $4.50. 

Mail  to:  American  Heritage,  Attn:  Subscription  Dept., 
Forbes  Building,  60  Fifth  Avenue,  New  York,  NY  10011. 


Commodities 


MONEY  &  INVESTMENTS 


Surely  there  are  no  negative  conse 
quences  to  banning  program  trading 


the  almost  "certain'  cause  of  the  market 
collapse.  Dont  be  so  sure. . 

ASSESSING  BLAME 


By  Stanley  W.  Angrist 


There  have  been  many  words  writ- 
ten and  spoken  since  Black  Mon- 
day, Oct.  19,  on  the  causes  of  the 
stock  market  selloff  and  the  role 
played  in  it  by  stock  index  futures.  I 
am  not  sure  that  I  want  to  add  to 
that  noise,  but  there  are  a  couple  of 
points  that  ought  to  be  made. 

First,  the  causes  most  frequently 
cited  for  the  collapse  had  all  been  in 
place  for  weeks,  if  not  months,  be- 
fore Oct.  19 — including  higher  in- 
terest rates,  a  huge  trade  imbalance, 
a  growing  budget  deficit  and  the 
Black  Plague  itself,  program  trading. 
So,  if  those  are  the  "reasons"  for  the 
selloff,  why  didn't  it  happen  in  July 
or  August?  The  only  thing  that  can 
be  stated  with  certainty  about  the 
market  shambles  is  that  there  was 
more  selling  pressure  than  buying 
pressure.  That  is  not  a  reason  but  a 
self-evident  truism. 

Second,  the  culprit  in  many  of 
these  explanations  is  program  trad- 
ing. Seldom  during  the  five  years  of 
rising  stock  prices  since  August 
1982  did  I  hear  or  read  about  anyone 
condemning  program  trading  for 
making  the  market  go  up  "too 
much"  (fellow  columnist  David 
Dreman  being  a  notable  exception). 

Stanley  W.  Angrist  is  a  commodity  specxi 
lator,  consultant  and  longtime  observer  of 
the  commodity  markets. 


You  can't  have  it  both  ways.  If  pro- 
gram trading  caused  the  market  to 
go  down  more  than  it  should  have, 
then  surely  it  made  it  go  up  more 
than  it  should  have.  Keep  in  mind 
that  there  is  just  as  much  program 
trading  in  rising  markets  as  there  is 
in  falling  markets. 

If  there  is  one  thing  we  don't 
need,  it  is  to  have  Congress,  the  SEC 
and  the  CFTC  rewrite  the  rules  un- 
der which  the  markets  operate.  If 
Congress  does  decide  to  "fix"  the 
markets,  it  should  remember  that  if 
it  makes  program  trading  difficult 
or  illegal,  it  will  be  driving  some  of 
the  liquidity  from  the  shadow  mar- 
kets— the  stock  futures  pits  and  the 
option  pits  on  those  futures  that 
pension  funds  and  other  institu- 
tions use  to  provide  insurance  for 
their  huge  portfolios.  Because  they 
won't  be  able  to  sell  S&P  or  NYFE 
futures,  they  will  then  be  forced  to 
sell  their  stocks  to  protect  assets.  I 
doubt  that  that  will  bring  stability 
to  the  markets. 

Markets  are  creatures  of  excess. 
They  go  along  for  months  without 
major  activity  and  then  for  some 
reason,  or  no  reason,  decide  to  make 
a  major  move.  Eventually,  they  qui- 
et down.  And  then  along  comes  an- 
other eruption.  If  such  activity 
makes  you  nervous  or  uncomfort- 
able, then  don't  invest  or  trade. 
Markets  can,  of  course,  be  regulated 
to  such  an  extent  that  they  lose 
their  ability  to  find  equilibrium 
prices  that  satisfy  both  sellers  and 
buyers.  At  that  point,  we  just  let  the 
government  set  the  prices.  And  we 
know  how  good  it  is  at  that. 

Bill  Gary,  a  longtime  reader  and 
market  letter  writer  (Commodity 
Information  Systems,  Inc.,  Post  Of- 


fice Box  690652,  Houston,  Tex. 
77269-0652),  is  an  astute  observer  of 
the  markets.  Gary  uses  a  variety  of 
tools  in  calling  market  turns  but  is 
no  slave  to  computers  and  charts. 

In  September  he  recommended 
that  his  subscribers  purchase  a  base 
position  in  the  December  S&P  310 
puts,  spending  between  $3,500  and 
$4,500  on  each.  The  position  could 
have  been  entered  late  in  Septem- 
ber. Subscribers  who  took  his  ad- 
vice could  have  realized  more  than 
$50,000  profit  on  each  put  at  the 
close  on  Black  Monday.  Was  that  a 
lucky  call  for  Gary?  His  record  says 
it  wasn't. 

Right  now,  he  says  he  is  an  out- 
and-out  bear  for  the  coming 
months.  "The  rules  have  changed, 
but  most  people  haven't  recognized 
it.  There  is  lots  more  room  to  go  on 
the  downside.  After  an  earthquake 
of  9.5  on  the  Richter  scale,  it  would 
be  most  unusual  not  to  have  after- 
shocks. The  stock  market  shock 
will  reduce  confidence,  which  will 
lead  to  reduced  demand."  Gary  goes 
on  to  note  that  the  commodity  mar- 
kets will  offer  tremendous  opportu- 
nities, if  traders  are  willing  to  go 
short  and  ride  the  markets  down. 

As  expectations  about  demand 
become  reality,  the  effect  on  almost 
all  commodity  prices  will  manifest 
itself.  That  is  why  I  believe  short 
positions  in  the  markets  make  the 
most  sense  at  this  juncture.  About 
the  only  commodities  that  have  not 
experienced  substantial  selloffs  al- 
ready are  the  grains.  They  have  been 
supported  by  good  export  business 
and  reduced  production. 

World  wheat  production  is  fore- 
cast to  fall  4%  from  the  1986-87 
crop  year  but  is  still  expected  to  be 
the  third  largest  on  record.  The  big 
crop,  combined  with  substantial 
carry-ins,  will  ensure  strongly  com- 
petitive prices.  Even  though  U.S. 
wheat  exports  totaled  approximate- 
ly 660  million  bushels,  up  25% 
from  last  season,  that  number  is 
well  below  the  1981-85  five-year  av- 
erage. Almost  half  of  this  business 
was  promoted  by  the  export  en- 
hancement program,  paid  for  by  you 
know  who.  Without  further  good 
news  on  export  business,  I  believe  it 
will  be  difficult  to  support  current 
prices.  I  would  recommend  a  sale  of 
March  wheat  at  any  price  above  $3, 
with  stops  just  above  the  season's 
high  of  $3.25.  I  would  look  for  prof- 
its at  around  $2.80.  The  minimum 
margin  on  this  trade  is  $500.  ■ 
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Chinak  first  international 
business  magazine. 


Jointly  published  by 
Business  Week,  International 

Management  and 
he  People's  Republi( 
of  China 


k  with  25,000  Chinese 
siness,  trade  and  govern- 
ml  officials  -  in  their  own 
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As  China's  first  -  and  only  - 
ernational  business  magazine, 
rERIWIOMAL  BUSINESS  AND 
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iponsible  for  trade  planning. 
Ads  are  translated  into  Chinese, 
juiries  are  translated  into  English.  All 
no  additional  cost. 

Articles  come  directly  from  BUSINESS  WEEK, 
SINESS  WEEK  INTERNATIONAL,  and  INTERNATIONAL 
iNAQEMENT  -  all  McGraw-Hill  publications - 


and  cover  a  broad  range 
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MONEY  &  INVESTMENTS 

There's  a  Dow  Theory  case  to  be  made 
that,  just  maybe,  the  bull  market  is  still 
intact,  despite  predictions  to  the  contrary. 

BEAR?  OR  BULL? 


By  Mark  Hulbert 


Richard  Russell's  advice  in  his  Dow 
Theory  Letters  to  get  out  of  the  mar- 
ket before  the  Black  Monday  crash 
was  undeniably  a  great  call.  Is  this 
timing  a  vindication  for  the  venera- 
ble Dow  Theory?  Or  just  a  smart 
call  by  Richard  Russell? 

This  is  not  a  piffling  question, 
because  it  bears  on  whether  inves- 
tors should  get  out  of  stocks — or 
whether  the  worst  is  over.  Since  the 
Crash,  a  number  of  Dow  Theory 
devotees  have  wondered  whether 
their  theory  has  in  fact  confirmed  a 
primary  bear  market — or  is  this  just 
a  big  reaction  in  a  bull  market? 

Russell  himself  is  adamant  that 
we  are  in  the  early  stages  of  a  full- 
fledged  bear  market  and  that  it  "has 
a  considerable  distance  (in  both  du- 
ration and  extent)  to  go."  It  should 
be  noted,  though,  that  Russell's 
Dow  Theory  Letters,  albeit  always  en- 
tertaining, has  lately  become  so 
vague  that  this  year  I  gave  up  trying 
to  construct  a  hypothetical  portfo- 
lio from  it  and  followed  only  its 
timing  advice.  But  from  January 
1981  to  December  1986,  the  portfo- 
lio I  constructed  to  track  his  picks 
appreciated  only  a  dismal  15.2% 
against  the  dividend-reinvested 
Dow's  165.1%.  But  if  his  recent  rec- 


Mark  Hulbert  is  the  editor  of  the  Washing- 
ton, D  C  -based  Hulbert  Financial  Digest. 


ord  for  stock-picking  is  poor,  his 
market  timing  record  is  better. 

The  Dow  Theory  is  perhaps  the 
oldest  and  best-known  tool  of  tech- 
nical analysis,  and  is  credited  with 
some  brilliant  coups.  One  of  the 
more  spectacular  was  its  use  by 
Richard  Russell  to  give  a  buy  signal 
near  the  bottom  of  the  1973-74  bear 
market.  Russell  had  been  bearish 
ever  since  1966.  But  on  Dec.  20, 
1974,  he  noted  in  a  special  bulletin 
that  while  the  industrial  average  on 
Dec.  6  had  broken  below  its  previ- 
ous low,  the  transports  had  not.  He 
opined  that  a  bull  market  probably 
had  begun.  On  Jan.  27,  1975,  both 
averages  broke  above  their  previous 
highs.  Russell  announced  that  a 
bull  market  had  been  confirmed. 

Russell's  application  of  the  Dow 
Theory  over  the  past  months  ap- 
pears equally  spectacular.  On  Aug. 
25  the  industrials  rose  to  a  record 
peak  of  2722,  yet  the  transports 
failed  by  10  points  to  reach  a  new 
high.  In  his  subsequent  newsletters, 
and  in  the  Investment  Seminars  Inc. 
conference  in  San  Francisco  I  at- 
tended in  the  last  days  of  August, 
Russell  speculated  that  a  bear  mar- 
ket probably  had  begun.  But  he  said 
that  the  Dow  Theory  wouldn't  con- 
firm it  until  its  three  classic  stages 
had  been  completed,  namely:  1) 
both  averages  would  have  to  trace 
out  a  substantial  correction  from 
their  late  August  highs;  2)  in  their 
subsequent  rallies,  either  one  or 
both  averages  would  have  to  fail  to 
break  above  their  previous  highs ; 
and  3)  both  averages  would  have  to 
proceed  to  break  down  to  new  reac- 
tion lows. 

These  Dow  Theory  preconditions 
appeared  to  have  been  met  prior  to 
Black  Monday.  Both  averages  did 


indeed  trace  out  a  substantial  cor- 
rection, reaching  lows  of  2493  on 
the  industrials  and  1006  on  the 
transportation  average  on  Sept.  21. 
During  their  rallies  from  those 
depths,  neither  average  broke  above 
its  previous  high.  Then  on  Oct.  9 
the  industrials  broke  back  down  be- 
low their  Sept.  21  low,  and  on  Oct. 
15  so  did  the  transports. 

But  many  Dow  theorists  question 
this  interpretation  of  the  theory. 
They  question  whether  we  have 
gotten  past  step  number  one  in  the 
three-step  process  for  confirming  a 
bear  market.  They  say  step  number 
two  can't  be  satisfied  by  just  any 
rally  off  reaction  lows:  It  needs  a 
full-scale  intermediate-term  rally. 
And  it  isn't  clear  that  the  rally  off 
the  Sept.  21  lows  sufficed. 

That  rally,  as  it  turned  out,  last- 
ed just  nine  trading  days  (from 
Sept.  21  to  Oct.  2).  Was  that  long 
enough  to  satisfy  step  number  two? 
Martin  J.  Pring  of  the  Pring  Market 
Review  is  the  author  of  Technical 
Analysis  Explained,  widely  regarded 
as  the  standard  work  for  this  gener- 
ation of  chartists.  He  writes  that, 
as  traditionally  defined,  a  second- 
ary reaction  should  last  between 
three  weeks  and  three  months.  Us- 
ing this  definition,  of  course,  step 
two  was  not  satisfied  by  the  Sept. 
21 -Oct.  2  rally.  (Pring  adds,  howev- 
er, that  Dow  Theory  has  to  be 
judged  in  the  light  of  volume  and 
dividend  yield  trends,  and  it's  here 
that  Russell's  long  experience  may 
have  paid  off.) 

The  market's  rally  off  the  post- 
Black  Monday  lows  eventually 
might  satisfy  step  number  two  pre- 
conditions. But  if  it  does,  it  will  still 
take  step  number  three  (new  lows  in 
both  averages — below  675  on  the 
transportation  average  and  1738  on 
the  industrials)  to  confirm  a  prima- 
ry bear  market. 

Does  this  mean  we  are  still  in  a 
bull  market?  Not  necessarily.  The 
Dow  Theory  is  a  trend-following  in- 
dicator. It  has  been  late  before  in 
confirming  a  change  in  the  market's 
primary  trend.  Russell  himself  re- 
mained bearish  for  several  months 
following  the  August  1982  bottom, 
eventually  turning  bullish  on  the 
strength  of  other  indicators  and  not 
because  of  Dow  Theory. 

Russell's  record  of  calling  market 
turns,  by  whatever  method,  de- 
serves respect.  Nevertheless,  there's 
a  Dow  Theory  case  to  be  made  that 
maybe,  just  maybe,  the  bull  market 
is  still  intact,  despite  his  predic- 
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5INESS  OPPORTUNITIES 

BUSINESS  OPPORTUNITIES 

WINE  CELLARS 

WINE  CELLARS 

uxurious  Contemporary  Custom  Homes 
lat  retail  for  $17.00 /sq.  ft. 

Modem  technology,  eicellent  craftsmanship,  and  Amen- 
n  ingenuity  has  resulted  in  a  housing  design  with  stan- 
wd  features  not  found  in  homes  selling  at  twice  the  price. 

uily  Insulated  •  Built-in  Computer  Center 

hermo  Pane  Windows  which  allows  the  home 
athednvl  Ceilings  to  perform  many  tunc- 
xterior  Decks  Hons  for  the  occupants. 

SLE'S  NEST  HOMES  is  seeking  district  representatives  to  establish  retail  sales 
Defined  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 

ividual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home 

nne  may  be  lived  in  or  used  as  an  office. 

Call  Mr.  Farb 
Phone  #  (404)  479-9700 
P0.  Drawer  1569,  Canton,  GA  30114-1569 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


REAL  ESTATE 


NG  CREEK  Own  your  own  spring 
and  a  mile  of  the  Ruby  River  on  its 
prolific  stretch.  All  of  this  plus  a  5500 
e  foot  lodge  and  4-1000  square  foot 
cabins— all  new  and  constructed  of 
hand-peeled  logs.  Owners  have  filed 
creational  use  of  these  waters  and  they 
osed  to  the  public.  Property  lies  in- 
the  national  forest  and  currently 
tes  as  an  Orvis  approved  fly  fishing 
.  Truly  one  of  a  kind— less  than  an 
from  Ennis  or  Dillon,  Montana.  Con- 
exclusive  Agent  for  the  Sellers:  Hall 
all,  Inc.,  P.O.  Box  1924,  Billings, 
59103  (406)  252-2155. 


it  your  own  40  acres, 
ity  of  game  in  these  hills! 
,000  and  up.  1%  down, 
financing. 
Call  303-379-3263 
bes  Wagon  Creek  Ranch 

Box  303 
?t.  Garland,  CO  81133 


CELLANEOUS  FOR  SALE 

ESTMENT  GEMSTONES! 
VRANTEED  LIQUIDITY!!! 

wholesale  catalog.  Satisfaction  Gtd 
years!  Member: 
Jewelers  Board  of  Trade 
Chamber  Commerce. 
HOUSE  OF  ONYX 
No.  One  Main  Street 
Greenville,  Kentucky,  42345 
fOLL  FREE  1-800-626-8352 


FORBES 
^RKET/CLASSIFIED 

jblished  in  the  first  issue  of 
i  month.  Advertising  clos- 
date  is  one  month  preced- 
date  of  issue. 

requency  discounts  avail- 
).  Payment  must  accom- 
y  order  unless  from  ac- 
lited  agency. 

R  ADDITIONAL  INFORMATION 
WRITE  OR  CALL: 

UNDA  LOREN 
IBES  MARKET/CLASSIFIED 

:ifth  Avenue/New  York,  NY  10011 
(212)  620-2440 


EXCEPTIONAL  INDIVIDUAL  REQUIRED 
For  An  Extremely  High  Income 
Potential  Business  Opportunity 

...  If  you  have  a  souna,  successful 
business  background  with  high  past 
earnings,  can  easily  and  confidently 
communicate  with  business  leaders 
and  you're  in  a  position  to  call  your  own 
shots.  Utilize  your  talents  to  the  utmost 
in  a  fast  moving,  challenging,  profes- 
sional business.  We  are  seeking  only 
that  individual  who  can  relate  to  earning 
$250,000  and  more  per  year.  Complete 
training  and  continuous  support  pro- 
vided. We  are  a  17-year-old  international 
loan  finance  corporation  seeking  direc- 
tors. $9,800  refundable  deposit  will  be 
required.  Principals  only. 

Call  813-924-6415 


BE  THE  BOSS 

Own  a  Sir  Speedy  Printing  Center  fran- 
chise. Over  700  others  have,  ask  them. 
Call  today  for  free  information 

Printing  Cmnctrfw 

23131  VERDUGO  DRIVE 
LAGUNA  HILLS,  CA  92653-1342 
CALL  1-800-854-3321 


mrzmj  15.000  businesses 
MSlEP        from  coast 

^||pES(  TO  COAST 

No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 

)Toll  Free  800-327-9630 
in  Fla  call  800-533-4663 


FRANCHISING 


FRANCHISE 


Your  Business 


FRANCHISE  CONSULTING  GROUP,  INC 

101  Derby  Street,  Hingham,  MA  02043 
In  Mass  (617)  740-2211 
Outside  Mass  (800)  358-801 1 


COMPUTER 


QUANTix  Portfolio  Evaluator 

3.0  Version.  S  Quantitative  Valuation 
Models.  Cash  Flow,  Diversification. 
What  if  Analysis.  Track  Performance. 
Commissions.  Sold  Positions.  Down- 
load/Upload Data.  Multiple  Portfolios. 
IBM/Clones  $69.    |800|  247  6354. 

5900  N.  Port  Washington  Rd.. 
Milwaukee.  Wisconsin  53217 


WlNECELLARS-USA 

#1  Seller  •  Original  American  Handmade 

Retail  YourCost 

440  Bottle  (Pictured)  $2495  $1495 

700  Bottle  2  French  Doors  3495  1995 

880 BottleTwin  Unit   4495  2795 

220Bottle  Vertical  1995  1195 

296BottleCredenza(2door)  2495  1495 

40  BottleGlassdoor  (not  handmade)  499 
Wood  Construction  •  Oak  Exterior  •  Redwood  Racks 
Modular  wine  racks  from  1 2  to  20,000  bottles.  Request  our  wines 
&  cellar  catalog.  Lifetime  guaranty  on  racks,  5  yr  on  compressor. 

Olympic  Sales  C  O.  Since  1947 

839S.LaBreaAve.,  LosAngeles,CA90036  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    *    We  Ship  Anywhere. 


FINANCIAL  SERVICES 

r  

IMMEDIATE  CASH 
FOR 

ACCOUNTS  RECEIVABLE 

EQUIPMENT  LEASE 
FINANCING 

FINANCIAL  GUARANTEES 
AND 

LETTERS  OF  COMMITMENT 
LB0 

LEVERAGED  BUYOUT 
FUNDS 
AVAILABLE 

Fast  Approval  •  Brokers  Protected 


TFC 


TOWERS 

FINANCIAL 

CORPORATION 

V„  OTC  Compan) 

417  Fifth  Avenue 
New  York,  NY  10016 

212-696-0505 


SALES/TRAINING 

n 


■  ■■■■■  ■ 

Sales  Presentations 
Training  •  Meetings 


CUSTOM  SLIDES/OVERHEADS 

FREE 


VISUAL  HORIZONS 
180  METRO  PARK 
48  PAGE  FULL         ROCHESTER  N  Y  14623 
COLOR  CATALOG  |7 1 61424-5300 


BRAZIL-U.  S.  based 
consulting  firm  will  assist 
you  to  open  your  Brazilian 
operation.  Government 

financing  available. 
Call:  (214)869-3337 
DREXEL-MELLON  MGT.  SVS. 


CORPORATE  SPECIALTIES 


Embroidered 
Caps 

•  ,    u      •  Shirts 
-fO^  "Jackets 

"""Call  for  FREE  Catalog 

TOLL  FREE  (800)  792-2277 
In  Calif.  (800)  826-8585 
San  Francisco  Embroidery  Works 

3952  Point  Eden  Way  •  Hayward  CA  94545 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  ok)  friends. 
We'll  narrow  your  closet 
classics  Eo  a  stylish  3  'AT  lor 
state  width]  Great  birth- 
day or  Christmas  gift 
Send  5 13  SO  for  each  set 
of  3  ties  to: 
SUM  TIES  CO. 
44  Monterey  Blvd..  Dept  O 
San  Francisco.  CA  94131        |4IS)  MS-tlOO 


GOURMET  FOODS 


GOURMET  COFFEES  Teas 

Relax  with  a  great  cup  of  coffee  or  tea. 
Sampler  Package,  12oz  each  of  Hawai- 
ian Kona  Fancy,  Mocha/Java,  Scandina- 
vian Ground  Coffee  Beans  plus  100 
Gourmet  tea  bags.  Send  $19.99  to  the 
Gourmets  Delight,  Inc.,  P0B  1353,  215F 
Averyville,  Lake  Placid,  NY  12946 
Because  you  deserve  the  best. 


COMPUTERS 


Radio  /haek -TANDY 


Our  10th  year  of  DISCOUNTS 
COMPUTERS  &  CELLULAR  PHONES 
Fgt  Prepaid  Save  Tax 
~        Toll  Free  800-231-3680 

fill  ITlflRYlTIRC  INDUSTRIESINC 

22511  Kaly  Fwy 
Katy  (Houston)  TX  77450 
1-713-392-0747  Telex:  774132 
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Edited  by  Matthew  Schifrin 


A  better  grade  rf  junk 

The  market  for  most  junk  bonds 
crashed  with  the  Dow  last  month. 
One  of  the  casualties  in  the  high-yield 
market  was  Levi  Strauss'  issue  of 
14.45%  subordinated  notes  due  Nov. 
15,  2000.  A  few  months  before  Black 
Monday,  these  bonds  traded  o-t-c  as 
high  as  lUVi  and  yielded  10.5%  to 
maturity.  When  the  market  fell,  the 
bond  dropped  to  about  99,  to  yield  over 
14.6%.  It  has  since  recovered  to  110, 
where  it  yields  12.85%  to  maturity. 

According  to  Amy  Minella,  junk 
bond  specialist  at  New  York's  Deltec 
Securities,  Levi's  bonds  are  in  the 
classy  end  of  the  market  and  now 
present  an  attractive  way  to  play  Le- 
vi's successful  restructuring.  In  1985 
Levi's  Haas  family  took  the  company 
private  in  a  $1.7  billion  leveraged 
buyout.  After  much  painful  restruc- 
turing— including  big  firings  and 
plant  shutdowns — Levi's  is  solidly  in 
the  black  and  generating  over  $300 
million  a  year  in  cash  flow.  The  $2.8 
billion  (estimated  1987  sales)  compa- 
ny will  have  reduced  its  $1.6  billion 
buyout  debt  by  40%  in  two  years. 
Debt-to-equity  is  down  to  4-to-l  from 
24-to-l  less  than  two  years  ago.  Cash 
flow  covers  interest  expense  four 
times  over,  and  should  improve, 
thanks  to  the  weak  dollar. 

Minella  thinks  the  company  will 
exercise  its  option  to  call  the  bond  in 
1992,  at  104,  or  even  buy  the  issue  in 
at  market  prices  as  early  as  next  year. 
But  even  on  a  yield-to-call  basis,  the 
bonds  yield  12.35%,  400  basis  points 
above  five-year  Treasurys.  "If  the  rat- 
ing agencies  would  bother  to  look," 
Minella  insists,  "they  would  see  that 
this  bond  is  on  its  way  to  becoming 
investment  grade." — M.S. 


A  message  from 
Ben  Graham 

After  Black  Monday,  Cornell  Uni- 
versity finance  professors  Avner 
Arbel  and  Steven  Carvell  decided  to 
check  how  well  Benjamin  Graham's 
valuation  model  predicted  the  market 
bath.  Their  finding:  Graham's  model, 
which  incorporates  interest  rates  and 
expected  earnings  growth  to  calculate 
a  common  stock's — or  the  market's — 
intrinsic  value,  predicted  the  market 
move  with  impressive  accuracy. 


"Graham  predicted  the  market  was 
17%  overvalued  the  day  before  Black 
Monday,  and  the  actual  drop  in  the 
Wilshire  5000  was  17.8%,"  says  Ar- 
bel. "His  model  predicted  IBM's  one- 
day  plunge  almost  perfectly." 

The  professors  have  since  incorpo- 
rated Graham's  model  into  The  Gener- 
ic Stock  News;  an  investment  letter 
they  advise.  "Generic  stocks,"  Arbel 
explains,  are  fundamentally  strong, 
but  are  neglected  by  Wall  Street  and 
held  by  relatively  few  institutions. 
For  this  reason  they  tend  to  weather 
drastic  market  moves  better  than  in- 
stitutional darlings.  According  to  Ar- 
bel, the  32  stocks  the  newsletter  has 
recommended  this  year  dropped 
16.8%  from  Oct.  1  to  Oct.  20,  com- 
pared with  28%  for  the  Wilshire  5000. 

We  asked  Arbel  for  a  postcrash  ge- 
neric stock  that  also  looked  good  un- 
der the  light  of  Ben  Graham's  model. 
Arbel  had  Cornell's  computers  apply 
his  screens  to  2,000  stocks  in  the  Fin- 
stat  Micro-search  database.  Out 
popped  $47  million  (sales)  Heico 
Corp.,  of  Hollywood,  Fla.  Heico  is  a 
maker  of  replacement  jet  engine  parts 
and  lab  equipment.  Recently,  its  2 
million  Amex-listed  shares  were  trad- 
ing at  1 75/a,  down  from  the  mid-30s  in 
August.  At  the  current  price,  Heico 
sells  for  book  value  and  4  times  trail- 
ing earnings.  And  earnings  are  rising 
this  year,  albeit  slowly. 

What  about  the  market  as  a  whole? 
Using  Graham's  model,  Arbel  thinks 
equilibrium  is  around  2100  for  the 
Dow.  But  he  warns:  "If  interest  rates 
rise  significantly,  Ben  Graham  is  pre- 
dicting a  disaster  that  would  make 
Black  Monday  seem  like  a  joke. " — M.S. 


When  Brenda  talks, 
Button  hopes 

Bad  luck  doesn't  last  forever,  and 
E.F.  Hutton's  may  be  ready  to 
turn.  Such  is  the  feeling  of  PaineWeb- 
ber  brokerage  analyst  Brenda  McCoy. 
There  were  Hutton's  huge  trading 
losses  and  $130  million  reserve  in 
connection  with  some  misleading 
zero  coupon  municipals  last  year,  and 
the  check-kiting  embarrassment  of 
1985.  With  Black  Monday  1987,  Hut- 
ton's stock  has  been  hammered  to  a 
recent  20.  At  that  price,  says  McCoy, 
the  brokerage's  33  million  NYSE 
shares  are  trading  around  a  historical- 
ly low  70%  of  book  value,  and  around 


half  their  estimated  breakup  value. 

That's  cheap,  thinks  McCoy,  who 
suspects  that  Hutton  was  one  of  the 
few  brokers  to  show  a  prof  it  in  October . 
Explains  she:  "Hutton  doesn't  have 
much  of  an  arbitrage  department,  and 
they  are  not  too  strong  in 
o-t-c  equity  trading."  She  also  expects 
the  firm  to  cut  up  to  $  1 00  million  from 
operating  expenses  within  a  year. 

Streetwalker  readers  may  recall 
that  last  year,  when  Hutton  was  ru- 
mored to  be  on  the  block,  its  shares 
climbed  to  54.— M.S. 


Dangers  for  Safe  Card 

For  the  last  five  years  Fort  Lauder- 
dale's SafeCard  Services,  Inc.  has 
ranked  among  the  best  of  Forbes'  200 
best  small  companies  (Forbes,  Nov. 
16).  A  neat  little  business  of  providing 
credit  card  services — like  lost  or  sto- 
len card  hotlines — to  subscribers  has 


SafeCard's  Peter  Halmos 

"I'm  not  sure  what  well  do." 

afforded  SafeCard  annual  earnings 
growth  of  51%  (to  $23  million  last 
year)  and  sales  growth  of  22%  (to  $1 10 
million)  since  1982.  SafeCard's  33 
million  over-the-counter  shares  have 
gone  from  below  $2  about  three  years 
ago  to  nearly  $36  in  May. 

But  back  in  late  September,  the  mu- 
sic stopped.  American  Express  said  it 
would  no  longer  be  using  SafeCard's 
credit  card  hotline  service.  A  month 
later  SafeCard  announced  that  it  was 
omitting  its  cash  dividend  and  was 
withdrawing  from  an  important  ac- 
quisition. The  stock  recently  lan- 
guished at  $7. 

"We  had  a  historic  market  crash, 
and  we  lost  a  major  account,"  says 
SafeCard  Chairman  Peter  Halmos, 
adding  that  the  company  is  now  hun- 
kering down  for  a  recession.  The 
AmEx  cancellation  will  probably  clip 
about  10  cents  per  share  off  earnings 
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this  year,  but  net  should  still  come  in 
at  95  cents  (vs.  70  cents  in  1986). 

Small-company  booster  John  Wes- 
tergaard  of  New  York's  Equity  Re- 
search thinks  that,  at  its  recent  price, 
SafeCard  is  attractive.  "The  company 
has  $115  million  in  cash,  sells  for  7 
times  1987  earnings  and  has  no  debt," 
says  Westergaard.  He  expects  Safe- 
Card  to  earn  $1.20  in  1988.  Wester- 
gaard also  likes  the  fact  that  Halmos 
has  initiated  a  share  repurchase  pro- 
gram, and  is  convinced  that  SafeCard 
will  go  private. 

But  most  of  Wall  Street's  SafeCard 
bulls  have  pulled  their  buy  recom- 
mendations. A  little  late,  they  seem 
to  be  worried  about  SafeCard's  ac- 
counting policies,  which  allow  it  to 
sign  up  subscribers  for  three  years  but 
amortize  the  costs  of  acquiring  sub- 
scribers over  as  much  as  ten  years. 

"We  do  have  a  lot  of  options  here," 
says  Halmos.  "I  am  not  sure  what 
we'll  do."— M.S. 


Cleaning  up 

If  the  Fed  is  serious  about  holding 
interest  rates  down,  notes  Donald- 
son, Lufkin  &  Jenrette's  Mark  Has- 
senberg,  residential  construction 
could  revive  next  year  and  take  May- 
tag Corp.  with  it.  Maytag  (estimated 
1987  sales,  $1.9  billion)  is  the  fourth- 
largest  major  appliance  manufacturer 
in  the  U.S.  Its  products  are  premium- 
priced  Maytag  laundry  and  kitchen 
equipment,  and  Magic  Chef,  Admiral, 
Jenn-Air  and  Hardwick  appliances. 

Since  its  1986  acquisition  of  Magic 
Chef,  Maytag,  headquartered  in  New- 
ton, Iowa,  has  cut  costs  substantially, 
reducing  its  number  of  manufacturing 
plants  from  21  to  13,  including  the 
sale  of  its  Toastmaster  division.  This 
allowed  it  to  cut  prices  to  boost  sales 
and  market  share,  with  minimal  ef- 
fect on  margins.  Confusion  swirling 
around  rival  Whirlpool,  which  is 
changing  the  distribution  for  appli- 
ances under  its  KitchenAid  brand,  has 
also  helped  Maytag.  Thus,  while  in- 
dustry shipments  of  major  appliances 
are  expected  to  drop  2%  to  3%,  Has- 
senberg  says  Maytag's  will  be  up  1  % . 

Hassenberg  notes  that  Maytag  has 
repurchased  5  million  shares  (leaving 
77.4  million  outstanding)  and  says  he 
expects  further  buybacks.  With  all 
this,  a  lower  tax  rate  and  higher  oper- 
ating leverage,  Hassenberg  looks  for 
earnings  to  be  up  49%  this  year,  to 
$1.90  a  share,  post-split.  He  predicts 
$2.40  for  1988.  Not  bad  for  a  brand- 
name  stock  recently  trading  on  the 
NYSE  at  21  Vs.— Thomas  Jaffe 
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Read  two  at  night, 

Wake  inspired  in  the 
morning 

The  original  volume  of  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of  Life  was  a  bedside 
book,  a  traveling  companion,  an  ideal  birthday 
or  holiday  gift,  even  part  of  the  new  employee 
program  at  a  firm  of  business  consultants. 

Now  in  a  handsome  blue  cloth  slipcase,  the 
expanded  two-volume  edition  of  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
being  offered  to  Forbes  readers. 

The  result  of  patient  culling  month  by  month 
over  a  number  of  years,  each  volume  contains 
some  3,500  polished  gems  of  wisdom  from 
the  great  authors  of  Greece  and  Rome  down 
to  our  own  day. 

The  pages  are  generously  laid  out  on  good 
quality  paper,  a  pleasure  to  browse  through  and 
savor  at  random,  a  Thought  or  two  at  a  time. 
Alternatively,  a  special  index  allows  the  pursuit 
of  themes  such  as  thoughts  on  Courage,  Patriotism, 
Faith,  Romance  and  Taxes. 

The  binding  is  blue  cloth,  matching  the  slipcase,  with  the  lettering  on  the 
spine  imprinted  in  gold. 

The  price  for  the  two  volume  set,  $31 .95,  is  a  nice  saving  on  the  per  volume 
price  of  $1 8.50.  To  order,  simply  fill  out  and  mail  the  coupon  below. 


The  original  volume.  500  pages,  approximately 
3,500  Thoughts.  Same  binding  as  two-volume  set. 
Only  $18.50 


Forbes 


DEPT.  T,  60  FIFTH  AVENUE,  NEW  YORK,  NY  1001 1 

]  Send  me  the  2-volume  boxed  set  of  The  Forbes  Scrapbook  of  Thoughts 
on  the  Business  of  Life.  My  check  for  the  special  price  of  $31 .95  enclosed. 

]  Send  me  the  original  one-volume  collection.  My  check  for  $1 8.50  enclosed. 

Send  to 


Address 

(please  print) 

City 

State 

Zip 

All  prices  include  postage  and  handling  charges.  Please  add  appropriate  sales  tax  on  New  York  State 
orders  and  other  states  where  applicable. 
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Forbes  /  Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


Adler   ,  228 

Adler  &  Shaykin   228 

Advanced  Audio  Systems  224 

Aetna  Life  &  Casualty    64,  250 

Amax    156 

Amdahl  v  64 

American  Barrick  Resources    156 

American  Economic  Review  222 

American  Express    41,  250,  258 

American  List   15 

American  Precious  Metals  Advisers   156 

American  President   54 

American  Woolen    126 

Amoskeag  Bank   152 

Ampex   64 

Anheuser-Busch   200 

Apogee  Acoustics  224 

Armstrong  World  Industries  (Thomasville 

Furniture  Industries)   41 

AT&T    200,  206 

Audio  Breakthroughs   224 

Automobile  204 

Avon   32 

Aerospatiale  64 

Bain   240 

Bain  Capital  Fund  Limited  Partners   240 

Ball   250 

Banco  Popular  (Dominican  Republic)    117 

BankAmerica   126 

Bankers  Trust  New  York   96,  100,  206 

Barilla  group   232 

Battle  Mountain  Gold   156,  244 

Bayer   212 

BCI  Holdings  (Beatrice)   116 

Bear,  Steams   206 

Bechtel   38 

Stuart  Becker   60 

Ben  &  Jerry's  Homemade    19 

Berkshire  Partners   240 

Sanford  C.  Bernstein   46 

BMW  72 

Boeing   64 

Borg- Warner   116 

Boston  Globe   152 

Bowery  Savings  Bank   46 

J.C.  Bradford   246 

British  Columbia  Hydro    130 

Broken  Hill  Proprietary    100 

Browning-Ferris   250 

Buckingham  Enterprises   100 

Bundy  35 

Burlington  Industries    116 

Burlington  Northern   54 

Caldor    196 

CalFed  218 

Campbell  Soup    126 

Canadian  Pacific   54 


Capital  Cities/ ABC   '49,  200 

Capital  South   228 

Car  and  Driver  204 

Carteret  Savings   35 

Case,  Pomeroy   156 

Caterpillar  Tractor   263 

CBS   49 

Celanese   228 

Centex   8 

CenTrust  Savings  Bank   46 

Charlotte  Hornets  (basketball)    72 

Charlotte  Orioles  (baseball)   72 

Chase  Manhattan   100,  168,  218 

Chicago  Pacific  (Pennsylvania  House)  41 

Christie's   226 

Chrysler   108,  204 

Citicorp   96,  117,  137,  218 

Clairol   196 

Coca-Cola    49,  250 

Columbia  Audio/Video   224 

Combustion  Engineering  8,  100 

Commodity  Information  Systems   254 

Commonwealth  Savings  &.  Loan   46 

Conrail  54 

Continental  Group  236 

Continental  Illinois   96 

Control  Data    64 

Cordex    156 

Cornucopia  Resources    156 

Cray  Research   64 

Cross  &  Trecker   120 

CSX   54 

Daiichi  Seiyaku   212 

Daimler-Benz   204 

Dairy  Queen    19 

Daisy  Systems   228 

Daiwa  Securities   38 

Data  General   228 

Deloitte  Haskins  &  Sells  46 

Deltec  Banking  258 

Deluxe  Check  Printers   250 

Denny's   110 

Denver  Post   12 

Deutsche  Bank   64 

Dime  Savings  Bank  of  New  York   46 

Walt  Disney  250 

Dodd,  Mead   19 

Dome    177 

Donrey    116 

Dow  Chemical   250 

Dow  (ones   206,  250 

Dow  Jones  (Wall  Street  Journal)   17,  252 

Dow  Tljeory  Letter  256 

Drexel  Burnham  Lambert  243 

Dreyfus   81,  185 

Druckman  &  Hill  60 

F.I.  du  Pont   32 


Eastman  Kodak    196 

Eaton  Vance  81 

Echo  Bay  Mines   156,  244 

Edgar  B  Furniture   41 

Elders  LXL   38 

Eli  Lilly  89 

Elite  Electronics    224 

Equitable  Life  Assurance 

(Donaldson,  Lufkin  &  Jenrette)           168,  259 

Equity  Research    258 

Eta  Software    14 

Ethyl   250 

Exxon   64 

Fechtor,  Detwiler    81 

Fiat    19,  232 

Fidelity  Investments    81 

Fluor  8,  38 

FMC  Gold   156 

Ford  Motor   64,  108,  120,  263 

Freedom  Savings  &  Loan  Association   46 

GAF  35 

Galactic  Resources   156 

Garnet  Liquors   222 

Gates   193 

GE   250 

GE  (NBC)   49 

General  Motors    72,  108,  200,  204,  206 

The  Generic  Stock  News   258 

GenStar  240 

Genuine  Parts   193 

GEO   18 

Gibraltar  Financial   46 

GM  Hughes  Electronics   18 

Golden  Nevada   156 

Golden  West  Financial   46 

Goldman,  Sachs   32,  37 

W.R.  Grace   232 

Great  Western  Financial  46 

Guess   8 

Gulf  &  Western  (Prentice  Hall 

Information  Services)   60 

Gulf  &.  Western  (Simon  &  Schuster)    12 

Hanifen,  Imhoff  246 

Havilah  Mining  &  Exploration    156 

L.S.  Heath  &  Sons   19 

Heico  258 

Henley  Group    100 

Holiday    110,  206 

Home  Group  35 

Homestake  Mining    156,  244,  263 

Honda   72 

Horsham    156 

Houston  Post   12 

E.F.  Hutton    244,  258 

Hycroft  Resources  &  Development   156 

IBM    35,  41,  60,  117,  258 

IC  Industries  (Midas  International)   193 
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Inco    196 

Independent  Educational 

Consultants  Association  220 

Institutional  Investor    12 

Investment  Seminars   256 

IOS   32 

Itel  64 

Johns  Hopkins  Health  System    177 

Johnson  &  Johnson   89,  212 

Johnson  &  Johnson 

(Ortho  Pharmaceutical)  89 

Jones,  Day,  Reavis  &  Pogue    117 

Jordache  Enterprises  8 

K  mart   196 

Kemper   27 

Kleinwort  Grieveson  Securities    156 

Knight-Ridder  250 

Kraft    196 

Kumagai  Gumi   38 

Kyorin  Pharmaceutical   212 

Laidlaw  Transportation   246 

Lasertechnics  228 

Estee  Lauder    196 

Levi  Strauss   258 

Lipper  Analytical  Services   185 

Liquid  Assets  222 

Los  Angeles  Times   8 

LTV  32 

Mabuchi  Motor   240 

Manor  Care  (Quality  Inns]    110 

Marriott    110 

Maruzen  226 

Masco  (Henredon  Furniture 

Industries)   41 

Masstor  Systems   64 

Maytag   259 

McCann-Erickson   200 

McDonald's    15,  49,  250 

McDonnell  Douglas  206 

McGraw-Hill    72,  250 

MCI  206 

McTravel  Travel  Services   15 

MediaNews  Group   12 

MediVision   240 

Mentor  Graphics   228 

Merck  41,  89,  212 

Merrill  Lynch    116,  206 

Midland  Bank    100 

Mobil  (Montgomery  Ward)    193 

The  Modern  Library   140 

Monsanto  212 

Montana  Power    130 

Montgomery  Securities    108 

National  Automotive  Parts 

Association    193 

National  Geographic    18 

National  Intergroup  (National  Steel)    77 


National  Westminster  Bank  64 

NCR  64 

New  Hampshire  Savings  Bank   152 

New  York  Times    12,  19,  140,  252 

New  York  Times   14 

Newmont  Mining    156 

News  Corp  49 

Nikkatsu  236 

Nippon  Kokan  (National 

Steel)  77 

Nomura  Securities   38 

Norfolk  Southern   54 

Northern  Telecom   206 

Noxell   250 

Nynex   206 

Oppenheimer  Capital  funds    185 

Outboard  Marine  41 

Owens-Illinois    116 

PaineWebber  Group   258 

Peat  Marwick  Main   60 

I.M.  Pei   38 

Penn  Central   32 

Perm  Square  Bank   96 

J.C.  Penney    156 

Pennzoil   22 

Pep  Boys  (Manny,  Moe  &  Jack)    193 

PepsiCo   117 

Peterson's  Guides  220 

Peugeot    108 

Pfizer  250 

Philip  Morris    200,  250 

Placer  Dome   244 

Polaroid  32 

Porter  Sargent  Publishers   220 

Portland  General    130 

Price  Waterhouse    116 

T.  Rowe  Price   81 

Pring  Market  Review  256 

Procter  &  Gamble    196 

Prudential  Insurance    185 

Puget  Sound  Power  &  Light    130 

Ralston  Purina   196,  250 

Rayovac    196 

Reavis  McGrath   228 

Refco  Group    168 

Republic  Telcom  Systems   206 

Revlon   196 

Riordan  Freeman  &.  Spogli    236 

Rizzoli  International 

Publications    19 

RJR  Nabisco   232 

Rose  Furniture  41 

Rutledge  Education  System   72 

SafeCard  Services   258 

St.  Joe  Gold  8 

Santa  Fe  Southern  Pacific   54 

Charles  Schwab   12 


Sears,  Roebuck    137,  200,  206,  250 

Sears,  Roebuck  (Dean  Witter 

Reynolds)    12,  236,  246 

Security  Pacific  Bank    100 

Shearson  Lehman  Brothers   116 

Singer    64,  244 

Sonnenblick-Goldman  38 

Sony   240 

Sotheby's   226 

Sound  By  Singer   224 

Sound  Center  224 

Southland   244 

Squibb   250 

Stifel  Financial    12 

Strategic  Aggressive  Investing   185 

Strategic  Insight   81 

Suffield  Financial    152 

Supermarkets  General    116 

Syntex   89 

Tambrands  250 

Telerate   14 

Tenneco    193 

Texaco    17,  22,  156 

Thompson   244 

Thomson  McKinnon  Securities    152 

TI  Group   35 

Tiffany   41 

Time  Inc  (Fortune;  People)   12 

Timeplex    206 

Times  Mirror  250 

Toastmaster  259 

Toyota   72,  240 

Toys  "R"  Us   250 

Transamerica   126 

Transfield   38 

Travelers  250 

TurboEnergy  Systems    15 

U.S.  Steel    126 

Unilever  206 

Union  Carbide    156 

Upjohn   89 

USF&G   250 

USX   117 

Wal-Mart  Stores    156,  263 

Warner-Lambert    200,  212 

Washington  Public  Power 

Supply  System    130 

Weirton  Steel   77 

Westinghouse   206 

Westwood  One   200 

Wheeling-Pittsburgh  Steel    77 

Whirlpool  259 

XETV  (San  Diego)  49 

Young  &  Rubicam   200 

Yuba  Natural  Resources   8 

Zeckendorf   38 

Zweig  Fund   185 
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Land . . .  what  else  can  give  you  so  much  pleasure  now  and  for  years  to  come? 


HHhe  land  we're  offering  is  far 
I  from  the  crowds  and  rat  race  of 
A  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  303/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303,  Ft.  Garland, 
CO  81133. 


Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has 
judged  the  merits  or  value,  it  any.  of  this  property  Equal  Credit  and  Housing  Opportunity.  A  statement  and  offering 
statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval 
of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  merits  of  such  offering  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo 
Ranches  NYA86-1 53  A  statement  of  Record  fi'ed  with  the  New  Jersey  Real  Estate  Commission  permits  this  properly 
to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value.  Obtain  the  New  Jersey  Public 
Offering  Statement  and  read  it  before  signing  anything  NJA  #60686004  CO.  Florida  AD  20537 


Flashbacks 


Edited  by  Dero  A.  Saunders 


Miami's  1927  skyline  attests  to  its  quick  recovery  from  the  severe  hurricane  and  real  estate  collapse  of  1926 


"The  more  things  change.  " 

Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

(From  the  issue  of  December  1,  1927) 

"The  Florida  State  Chamber  of  Com- 
merce Research  Bureau  estimates  the 
average  tourist  remains  but  two 
weeks  in  the  state.  He  spends  an  aver- 
age of  $5  a  day  for  board  and  lodging; 
$2  for  transportation;  $2  for  pleasure, 
bathing,  picture  shows,  sightseeing, 
candy  and  soft  drinks;  $1  for  inciden- 
tals, cigars,  cigarettes,  shave,  haircut, 
beauty  parlor,  shoe  shine,  suit  press, 
etc.  It  might  be  possible  to  add  another 
$1  per  day  for  apparel  and  laundry,  etc. 
This  will  make  an  average  daily  expen- 
diture of  $11.  For  a  two- week  period 
this  would  total  $154  per  tourist." 

"The  motor  industry  is  still  awaiting 
the  birth  of  the  new  Ford  model,  and 
most  producers  are  loath  to  step  up 
their  production  until  they  can  see 
what  sort  of  an  animal  it  turns  out  to 
be  and  how  the  public  receives  it. 
There  are  plenty  of  indications,  also, 
that  prospective  buyers  are  hesitant 
about  making  their  choice  of  a  new 
car,  and  the  consensus  is  that  Ford  is 
holding  up  the  entire  motor  industry. " 


Fifty  years  ago 

(From  the  issue  of  December  1, 1937) 

"When  visiting  Peoria  the  other  day,  I 
was  dumbfounded  by  the  growth  of  the 
Caterpillar  Tractor  Co.  Its  roster  of 
employees  (13,255)  is  today  twice 
what  it  was  in  the  boom  year  of  1929, 
and  is  sixfold  the  total  of  mid- 1932. 
Whereas  red  ink  was  shown  during  the 
greater  part  of  1933,  net  for  the  year 
ended  Aug.  31  last  exceeded  $12  mil- 
lion. Pioneering  in  harnessing  of  diesel 
power  to  tractors  (and  other  machin- 
ery) has  been  chiefly  responsible  for 


such  extraordinary  growth  in  recent 
years." 

— B.C.  Forbes 

"Despite  Washington  encourage- 
ment, business  continues  to  drop  at  a 
speed  which  shatters  all  records.  Steel 
operations  plummet  to  3 1  %  of  capaci- 
ty, 63.1%  below  rate  of  three  months 
ago.  No  substantial  upswing  looked 
for  before  year-end  at  soonest  as  rail- 
road orders  dry  up,  other  steel  users 
continue  to  live  off  their  inventories, 
automobile  makers  find  1938  models 
selling  slowly  and  privately  confide 
that  1938  outlook  isn't  rosy.  Nearly  all 
other  business  figures  establish  down- 
ward trend,  seasonal  factors  consid- 
ered: carloadings,  electric-power  pro- 
duction, bank  debits,  stocks,  building, 
cotton  consumption,  coal  production, 
prices,  retail  sales." 


Twenty-five  years  ago 

(From  the  issue  of  December  1,  1962) 

"In  looking  ahead,  few  businessmen 
can  match  orchestra  leader  Meyer  Da- 
vis' long-range  planning  for  his  flour- 
ishing debutante  business.  On  the  way 
to  a  Baltimore  debutante  party  Davis 
met  two  old  friends  who  mentioned 
that  their  granddaughter  Mary  will 
come  out  in  1969.  'Better  book  now,' 
advised  Davis,  who  promptly  booked 
Mary  Scott  of  Villanova,  Pa.  for  June 
21,  1969,  a  day  after  the  party  of  Abby 
McCormick  of  Chicago.  .  .  .  Latest 
date  is  for  Melinda  Hackett,  who  will 
debut  on  June  24,  1978." 

"When  the  stock  market  was  collaps- 
ing last  spring  and  mere  gloom  was 
giving  way  to  forebodings  of  doom,  one 
small  group  of  securities  bucked  the 
trend:  the  gold  stocks.  By  July,  shares 
in  the  U.S.'  largest  operating  gold 
mine,  Homestake  Mining,  had 
climbed  to  60  after  selling  at  45  a  few 


short  months  before.  Gold-mining 
buffs  rationalized  that  the  very  trou- 
bles causing  the  rest  of  the  stock  mar- 
ket to  go  down  would  force  the  price  of 
gold  up." 


Ten  years  ago 

(From  the  issue  of  December  1,  1977) 

"Sam  [Walton]  is  chairman,  chief  ex- 
ecutive and  cofounder  of  Wal-Mart 
Stores,  Inc.,  a  phenomenon  in  the  re- 
tailing world.  Walton  opened  his  first 
Wal-Mart  Discount  City  in  1962,  took 
the  company  public  in  1970,  when  he 
had  30  stores.  He  is  now  adding  to  the 
190-store  chain  at  the  rate  of  30  to  40  a 
year.  From  1970,  sales  have  leaped 
from  $44  million  to  an  expected  $650 
million  this  year,  earnings  from  15 
cents  a  share  to  a  predicted  $1.45  for 
1977.  Return  on  equity  last  year  was,  if 
you're  ready  for  this,  34.2%." 

Sam  Walton  counsels  a  Wal-Mart  worker 
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Thoughts 

on  the  Business  of  Life 


Successes  like  dealing  with 
your  kid  or  teaching  your  wife 
to  drive.  Sooner  or  later  you'll 
end  up  in  the  police  station. 
Fred  Allen 


The  powers  of  the  individual  will 
are  weaker  than  the  forces  of 
social  circumstance. 
James  T.  Fakrell 


There  is  nothing  good  or  evil 
save  in  the  will. 
Epictetus 


We  have  more  power  than 
will;  and  it  is  only  to 
exculpate  ourselves  that 
we  often  say  that  things 
are  impracticable. 
La  Rochefoucauld 


Failure  is,  in  a  sense,  the  highway 
to  success,  inasmuch  as  every 
discovery  of  what  is  false  leads 
us  to  seek  earnestly  after  what 
is  true,  and  every  fresh  experience 
points  out  some  form  of  error 
which  we  shall  afterward 
carefully  avoid. 
John  Keats 


When  a  man  gets  up  in  the  world, 
people  want  to  down  him;  when  he 
gets  down  in  the  world,  people 
want  to  help  him. 
Ed  Howe 


Success  seems  to  be  that  which 
forms  the  distinction  between 
confidence  and  conceit. 
Charles  Caleb  Colton 


As  favor  and  riches  forsake  a  man, 
we  discover  in  him  the  foolishness 
they  concealed,  and  which  no  one 
perceived  before. 
La  Bruyere 


There  is  much  to  be  said  for 
failure.  It  is  more  interesting 
than  success. 
Max  Beerbohm 


Too  much  has  been  said  and  urritten, 
I  am  coming  to  believe,  about  the 
difficulty  and  the  rarity  of  success, 
and  the  commonness,  the  prevalence 
of  failure.  Real  success  is  akin  to 
will-power  in  that  it  lies  in  the  mind, 
the  heart,  the  soul,  a  thing  oftentimes 
invisible  to  the  eye  of  others.  Our 
future  and  our  fate  lie  in  our 
wills  more  than  in  our  hands, 
for  our  hands  are  but  the 
instruments  of  our  wills. 
B.C.  Forbes 


Achievement,  n.  The  death  of 
endeavor  and  the  birth 
of  disgust. 
Ambrose  Bierce 


Doing  is  overrated,  and  success 
undesirable,  but  the  bitterness 
of  failure  even  more  so. 
Cyril  Connolly 


The  tragedy  of  life  is  not  that 
man  loses  but  that  he 
almost  wins. 
Heywood  Broun 


All  men  that  are  ruined,  are 
ruined  on  the  side  of  their 
natural  propensities. 
Edmund  Burke 


Whatever  you  can  lose, 
reckon  of  no  account. 
Publilius  Syrus 


More  than  6,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  A  ve..  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  apphcable. 


He  who  has  never  failed 
somewhere,  that  man  cannot 
be  great. 

Herman  Melville 


Clarity  vitiates  power. 
Earl  Shorris 


Every  once  in  a  while  we  meet 
a  fellow  that's  too  proud  to 
beg,  too  honest  to  steal,  and 
too  lazy  to  work. 
Kin  Hubbard 


It's  not  our  disadvantages  or 
shortcomings  that  are  ridiculous, 
but  rather  the  studious  way  we 
try  to  hide  them  and  our  desire 
to  act  as  if  they  did 
not  exist. 

Giacomo  Leopardi 


Discontent  is  want  of  self-reliance; 
it  is  infirmity  of  will. 
Ralph  Waldo  Emerson 


A  Text . . . 

Wherefore  by  their  fruits 
ye  shall  know  them. 
Matthew  7:20 


Sent  in  by  Ann  Finkbeiner,  Chicago,  111. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  0/ 
Life  is  presented  to  senders  ol 
texts  used. 


Let  us  not  be  needlessly  bitter: 
certain  failures  are  sometimes 
fruitful. 
E.M.  Cioran 


Necessity  poisons  wounds 
which  it  cannot  heal. 
Vauvenargues 


Always  acknowledge  a  fault 
frankly.  This  will  throw  those 
in  authority  off  their  guard  and 
give  you  an  opportunity 
to  commit  more. 
Mark  Twain 
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Contrary  to 
popular  belief,  an 
extraordinary  car 
must  not  cost  an 
extraordinary  amount, 
of  money. 

Case  in  point: 
the  new  Subaru  XT6. 

Simply  put,  the  XT6  boasts 
a  combination  of  features  not 
found  On  any  car.  At  any  price. 

In  fact,  it  s  the  only  car  of  its 
kind  to  utilize  a  computerized  full 
time  4  wheel  drive  system. 

Under  the  hood,  the  XT6  is 


A  LOT  MORE 


powered  by  Subaru's  first  alumi- 
num alloy  overhead  cam  6  cylin- 
der engine. 

Recent  innovations  like. on 
board  computers  and  self-adjust- 
ing air  suspension  are  also  offered: 

And  if  you  haven't  guessed. 


by  looking  at  it,  the 
XT6  is  the  most 
aerodynamic  car 
now  in  production 
in  the  world. 

All  of  which 
makes  this 
)  Subaru's  "un- 
Mercedes-like"  price  even  more 
astounding. 

The  Subaru  XT6. 
The  car  that  finally  ends  the  myth 
that  high  technology  may  /^fe^ 
only  be  purchased  at  a  .aLitf 
high  price. 


201h  AM4VERSARY 


We  built  our  reputation  by  building  a  better  car. 

"Suggested  nttti  D"ce  Dea^s  actual  p'>ce  may  vary  P"ce  does  not  >nc'ude  dealer  ceo  niano  cansponatrof  ia«es  i  ce^se  and  Mie  tees 


DICTAPHO 
ULTIMATE 
VOICE  OF  BUSINESS. 
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Communicating  without  a 
voice  may  work  for  some.  But  it 
doesn't  work  in  business.  With 
the  Connexions™  voice 
processing  system  from 
Dictaphone,  you  have  all  the  right 
connections  at  your  fingertips. 
Connexions  is  the  system  that 
practically  runs  your  business 
from  your  desk. 
Whether  you're  in  the  office 


or  out.  When  you  want  to  receive 
or  send  messages.  Any  time 
of  the  day  or  night.  When  every 
word  counts,  you  can  count  on 
Connexions.  A  lot  more  than 
dictation.  From  Dictaphone. 
The  Voice  of  Business. 


%  Dictaphone 

A  Pitney  Bowes  Company 


^To  learn  more  about  Connexions  from 
Dictaphone  call  toll-free: 

1-800-342-8439 

or  write:  Dictaphone  Corp. 

120  Old  Post  Road 
Rye,  NY  10580-0648 


Title- 


_Phone_ 


Company_ 
Address  _ 
City  


-State . 


.Zip. 


XF  127 

DICTAPHONE*  and  Connexions'",  are  trademarks  of 
^iictaphone  Corp  .  Rye.  N  Y  ©1987  Dictaphone  Corp 
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THE  EDITORIAL  INDEX  OF 
COMPANIES  REFERRED  TO  IN  THIS 
ISSUE  IS  ON  PAGES  272  AND  273. 

PRIVATE  ENTERPRISE 

141  Cover  Story:  Hearst  Corp. 

By  William  P.  Barrett 
Not  so  terribly  long  ago,  the  Hearst 
empire  was  dying.  Today  it  bursts 
with  vitality  and  profits. 

150  Who  Needs  A  Stock  Exchange? 

By  Michael  Ozanian  and  Tina  Rosso 
These  privately  owned  companies  are 
doing  pretty  well  for  themselves. 
156  The  400  Largest  Private 
Companies  In  The  U.S. 

176  Index  To  The  400 
COMPANIES 

86    OKC  Limited  Partnership 

By  Edward  F.  Cone 

Former  football  pro  Cloyce  Box  runs  it 
like  a  personal  fiefdom. 

113  The  Up  &  Comers:  Newsletter 
Services,  Inc. 

By  Dyan  Machan 

Writer  turned  publisher  turned  multi- 
millionaire. 


114  The  Up  &  Comers:  Airgas 

By  Ruth  Simon 

His  boss  said  no,  so  Peter  McCausland 
did  the  deal  himself. 

124  Pinnacle  West  Capital 

By  John  Heins 

The  Arizona  utility  diversifies — into 
an  unforgiving  marketplace. 

130  Resorts  International 

Bv  Richard  Phalon 

Why  are  Tweedy,  Browne  and  Donald 
Trump  buying? 

208  Cardinal  Industries 

By  Eric  Schmuckler 

Maybe  the  most  integrated  housing 
outfit  in  the  country. 


GOVERNMENT 

36    Artists'  Royalties 

By  Ronald  Bailey 

Kennedy's  bill  would  help  starving 
artists.  Or  would  it? 

80    Farm  Policy 

By  Charles  Siler 

Is  it  possible  to  let  land  lie  too  fallow 
for  too  long? 


INTERNATIONAL 


33    The  Dollar 

By  Edwin  A.  Finn  Jr. 

The  case  for  a  continuing  fall. 

52    As  I  See  It:  Romano  Prodi 

By  Steven  Solomon 

Why  is  Western  Europe  lagging? 

62    Hungary  Is  Slightly  Socialistic 

By  Peter-  Euhrman 

Which  is  like  being  a  little  pregnant. 

76    Tokyo  Real  Estate  Madness 

By  Andrew  Tanzer 

It's  unsettling  the  whole  world. 

128  Oxford  Enters  The  20th  Century 

By  Peter  Euhrman 

Teach  business  at  venerable  Oxford? 
Yes,  thanks  to  John  Templeton. 

INDUSTRIES 

37    The  Third  Oil  Crisis 

By  James  Cook 

The  illusion  that  the  U.S.  will  fare 
better  in  any  future  oil  crisis. 

92    Power  Watches 

By  Richard  C.  Morais 

Abe  Breguet,  meet  Christian  Dior. 
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22  Other  Comments 

25  Fact  and  Comment  II 

275  Flashbacks 

276  Thoughts 


COLUMNISTS 


255  Ben  Weberman 

256  Susan  Lee 

258  Kenneth  L.  Fisher 

260  Ashby  Bladen 

262  Mark  Hulbert 

264  Walter  Wriston 


MONET  &  INVESTMENTS 

29  What's  Ahead  For  Business 

30  The  Forbes  Index 
251    The  Forbes/Wilshire 

5000  Review 


Cover  illustration  by  Mangal 


2 


FORBES,  DECEMBER 


150 


)plot 


Watch  man 


184  Real  Estate:  Texas  For  Sale 

By  Toni  Mack 

Bargain-hunting  outsiders  are  gob- 
bling up  the  Lone  Star  State. 

188  Real  Estate:  Vacancy  Town 

By  William  P.  Barrett 

The  worst  real  estate  market  in  the 

country?  It's  not  Houston's. 

INVESTING 

32    Pay-In-Kind  Securities 

By  Allan  Sloan 

Talk  about  paper  returns. 

44    Technicians  Say  Sell 

By  Peter  Brimelow 

If  they're  right,  we're  in  for  a  depress- 
ing time  on  Wall  Street. 

56    The  New  Issues  Massacre 

By  Richard  L.  Stern 

and  Charles  M.  Bartlett  Jr. 

In  the  crash,  IPOs  did  even  worse  than 

the  rest  of  the  market. 

121  Epitaph  For  A  Trader 

By  William  P.  Barrett 
John  Markle  got  to  run  his  own  trad- 
ing operation.  And  it  killed  him. 

196  The  Money  Men:  Clay  Hamner 

By  Steve  Weiner 

What  made  this  business  professor 
stand  out  from  the  crowd? 


204  Statistical  Spotlight:  Yield 

By  William  Baldwin 
Is  4%  sustainable? 

269  Streetwalker 

Foremost  Corp.  of  America,  Tech- 
Sym,  Pitney  Bowes,  Servico,  Unifi. 

ON  THE  DOCKET 

83    Referral  Fees 

By  Deirdre  Fanning 
Are  they  ethical? 

NUMBERS  GAME 

212  Fresh-Start  Blues 

By  Jill  Andresky 
The  insurers'  free  lunch, 
surge  in  ESOPs. 


Also:  The 


MARKETING 


226  Ads:  Facts  Or  Image? 

By  Edward  F.  Cone 

Do  you  buy  the  cereal  for  its  sex  ap- 
peal? Or  its  cancer-fighting  benefits? 

230  Making  The  Scene 

By  Barbara  Kallen 

When  advertisers  rub  elbows  with  the 
allegedly  avant-garde. 


35    The  Laser  Man 

By  Kerry  Harmon 

It  took  inventor  Gordon  Gould  30 
long  years  to  get  the  money  and  recog- 
nition due  him. 

221  Medical  Costs 

By  Richard  Greene 

With  costs  moving  skyward,  technol- 
ogy may  have  to  give. 

222  Brain  Chemistry 

By  Gail  Bronson 

Scientists  are  working  on  potentially 
groundbreaking  psychiatric  drugs. 

PERSONAL  AFFAIRS 

232  Fortress  Fisher 

By  William  G.  Flanagan 
Fisher  Island,  a  former  Vanderbilt  es- 
tate in  Biscayne  Bay,  is  going  condo  in 
a  big  way.  Also:  Mortgages,  the  Carib- 
bean, college  financing. 

CAREERS 

240  Husband-Wife  Teams 

By  Dyan  Machan 

Against  all  odds,  some  of  these  part- 
nerships really  work. 


FACES  BEHIND  THE  FIGURES 

246  Laurence  Price,  ex-Price  Club  executive 

246  Babacar  N'Diaye,  African  Development  Bank 

246  David  Snell,  British  Royal  Mint 

248  Russell  Goldsmith,  Republic  Pictures 

248  Roger  Percy,  Ratings  maven 
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Romance  halts  production. 


"From  NBC  radio  station  W-O-O-D  come 
today's  newly  weds. . ." 

It  was  in  April  of  1947,  in  Grand  Rapids, 
Michigan.  A  Tuesday  morning. 

Everybody  in  the  chair  plant  at  Metal 
Office  (as  Steelcase  was  called  then) 
downed  tools.  Just  shut 
down  the  machinery. 
And  tuned  in  a  live  radio  broadcast  of 
"Honeymoon  in  New  York!" 

They  all  knew  Jim  Sarnicola.  When  he 
and  his  new  bride,  Rose,  won  a  honeymoon 
trip  to  New  York  to  tell  their  unusual 
love  story,  no  one  at  the  plant  wanted  to 
miss  a  word  of  it. 

"Jim 's  a  welder  on  metal  furniture,  an  ex-army 
aircorps  gunner,  25  years  old. . .  His  charm- 
ing wife,  Rose,  is  19.  She  sat  on  his  lap  for 
the  first  time  12  years  ago!" 

Jim  and  Rose  told  a  nationwide  audience 
how  he  had  looked  after  her  when  their 


mothers  went  shopping 
together.  When  Jim 
went  into  the  service, 
Rose  was  still  a  kid. 

Four  years  later, 
when  he  got  out, 
Rose  asked  him  to  a  hayride. 
A  couple  of  dates  later,  he  proposed. 
"Well,  she'd  changed  a  lot!"  Jim  told  the 
host  of  "Honeymoon  in  New  York." 
"You're  a  delightful  young  couple. . .  happy 
honeymooning,  today  and  everyday!  Listen 
again  tomorrow,  friends!" 

With  those  words,  everybody  picked 
up  their  tools.  Turned  the  machines  back 
on.  And  the  only  employee -initiated 
work  stoppage  in  the  company's  75-year 
history  was  over. 

Is  it  any  wonder  that  98%  of  all  Steelcase 
orders  are  shipped  on  time? 


Steelcase 

The  Office  Environment  Company 


For  more  information,  call  1-800-447-4700 
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Side  Lines 

Editor 

James  W.  Michaels 

The  Hearst  empire:  opening  a  closed  book 

Though  it  is  one  of  the  most  famous  names  in  U.S.  publishing 
and  the  basis  of  one  of  America's  great  fortunes,  the  Hearst 
Corp.  as  an  entity  is  publicity-averse  and  pretty  much  a  closed 
book.  Forbes'  William  P.  Barrett  has  opened  a  page  or  two  on 
the  century-old  $3  billion  empire.  He  pored  over  dusty  cartons 
of  government  records  located  in  several  states  and  interviewed 
dozens  of  present  and  past  Hearst  employees  across  the  country 
to  assemble  perhaps  the  most  complete  financial  portrait  of  the 
company  in  50  years.  "Citizens  rich"  begins  on  page  141. 

Barrett  also  has  that  uncanny  knack  fine  reporters  possess  of 
happening  to  be  in  the  right  place  at  the  right  time.  Last  month 
John  Markle,  a  Stephens  Inc.  vice  president  and  futures  trader, 
after  being  fired  for  pulling  some  kinds  of  shenanigans  with 
corporate  accounts,  shot  himself,  his  wife  and  his  two  children 
in  Little  Rock,  Ark.  On  hearing  of  the  tragedy,  Barrett  dug  out 
notes  of  an  interview  he  had  had  with  Markle  a  half  year  earlier 
in  connection  with  a  profile  of  Stephens  Inc.  In  "Epitaph  for  a 
trader"  on  page  121,  Barrett  gives  us  a  look  into  the  mind  of  a 
man  who  was  obsessed  with,  and  ultimately  destroyed  by,  a  lust 
for  the  big  action. 

They  just  don't  mix 

Except  for  die-hard  Stalinists,  almost  everyone  everywhere 
wishes  Mikhail  Gorbachev  well  in  his  efforts  to  let  light  and  air 
into  the  rancid  atmosphere  of  the  Soviet  Union.  But  Gorba- 
chev's efforts  to  unfetter  the  Soviet  economy  are  doomed  to 
frustration  by  the  internal  conflicts  of  socialism.  For  proof,  one 
need  look  no  farther  than  Hungary,  which  for  years  had  tried  to 
reconcile  a  socialist-communist  framework  with  a  modicum  of 
economic  freedom.  It  seemed  to  work  for  a  time  in  Hungary  but 
eventually  failed — as  it  will  in  the  far  more  complex  and  back- 
ward Soviet  Union.  On  the  basis  of  a  recent  reporting  trip  to 
Hungary,  Peter  Fuhrman  explains  why  it  was  ultimately  unable 
to  mix  capitalism  and  socialism.  "The  Soviets  are  now  in  a  very 
romantic  period"  begins  on  page  62. 

The  ultimate  veto 

Call  off  your  lynch  mobs.  Stop  seeking  scapegoats  for  the  stock 
market  crash.  Face  the  fact  that  the  incredibly  sensitive,  highly 
wired  world  money  markets  now  have  the  power  to  veto  foolish 
economic  policies.  In  a  guest  column,  retired  Citicorp  chairman 
Walter  Wriston  says  the  world  is  now  on  a  standard  far  more 
rigorous  and  less  forgiving  than  the  gold  standard  ever  was.  Lots 
of  wisdom  here  in  a  brief  space.  Page  264. 

Wrist  symbols 

Wearing  a  tasteful,  expensive  wristwatch  is  not  conspicuously 
conspicuous  consumption  the  way  flaunting  a  house  can  be,  or  a 
fancy  automobile,  but  in  a  quiet  way  still  does  a  great  deal  for 
the  wearer's  status  and  self-satisfaction.  "Abe  Breguet,  meet 
Christian  Dior" — page  92,  by  Richard  Morais — examines  the 
business  of  making  watches  that  sell  for  $5,000  or  $10,000  and 
more.  It's  booming  but  getting  frightfully  competitive. 
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INSPIRED  BY  THE  ANCIENT  GREEK  GOD 

ANTAEUS 

STRENGTH  WITH  SENSITIVITY  IS  NO  LONGER  A  MYTH. 


Follow-Through 


Although  Standard  Brands  Paint 
Co.'s  1986  sales,  at  $327  million, 
were  one-third  higher  than  in  1983, 
both  its  earnings  and  share  values 
were  lower  than  they  had  been  when 
the  bull  market  was  still  a  calf.  Blind- 
ed by  its  early  success,  the  Torrance, 
Calif.-based  do-it-yourself  chain  had 
not  begun  to  change  to  match  power- 
ful new  competitors  in  its  business, 


Forbes  wrote.  Chairman  Stuart  Buch- 
alter  dismissed  as  "rumors"  a  story 
that  someone  was  buying  up  stock. 
Yet  Forbes  concluded  that  the  com- 
pany, an  attractive  potential  acquisi- 
tion, might  not  stay  independent. 

Outsiders  were  indeed  interested  in 
Standard  Brands.  In  July  an  affiliate  of 
Chase  Corp.  of  Auckland,  New  Zea- 
land, offered  to  buy  the  firm  for  $28  a 
share  in  cash  and  notes.  The  stock, 
which  had  been  languishing  at  about 
23  per  share,  rose  to  more  than  31. 
Chase  was  willing  to  negotiate  any  of 
the  terms  it  proposed,  but  Standard 
Brands  decided  the  offer  was  not  in 
shareholders'  best  interests  and  re- 
fused it  outright,  prompting  at  least 
one  stockholder  to  sue  the  company. 

By  mid-October  the  New  Zealand 
company  and  its  affiliates  had  bought 


a  6.7%  stake  in  the  company  for  about 
$18  million,  and  in  an  SEC  filing  reaf- 
firmed its  bid  to  buy  Standard  Brands. 
Meanwhile,  Texas  billionaires  Sid 
and  Lee  Bass  bought  7.2%  of  the  firm. 

Standard  Brands  claims  in  press  re- 
leases that  it  still  wants  to  maximize 
shareholder  values — a  company 
spokesman  refused  to  talk  to 
Forbes — but  the  company  is  building 
defenses.  Standard  Brands  last  month 
launched  a  recapitalization  and  re- 
structuring plan  under  which  Buch- 
alter  hopes  to  buy  back  53%  of  the 
outstanding  shares  for  not  less  than 
$25  and  not  more  than  $28  per  share; 
the  company  will  not  settle  on  that 
until  shares  have  been  tendered. 
Holders  of  that  53%  of  the  stock  will 
be  no  better  off,  at  best,  than  with  the 
Chase  offer,  and  it  leaves  holders  of 
47%  of  the  stock  out  in  the  cold. 

Thus,  Standard  Brands  may  remain 
independent,  but  shareholders  will 
pay  the  price. — Alyssa  A.  Lappen 


Breaking 
up 

June  1,  1987 


Under  the  leadership  of  Steven 
Kumble,  the  New  York  law  firm 
of  Finley,  Kumble,  Wagner,  Heine, 
Underberg,  Manley,  Myerson  &  Ca- 
sey had  built  a  list  of  blue-chip  clients 
and  quickly  raised  revenues  to  $165 
million,  by  acquiring  or  merging  with 
firms  in  Los  Angeles,  Miami  and 
Washington  and  signing  as  partners 
such  politicians  as  former  Senators 
Paul  Laxalt  and  Russell  Long.  Yet, 


Forbes  reported,  Kumble  himself  was 
ousted  as  the  New  York  office's  man- 
aging partner.  The  job  of  holding  the 
firm  together  fell  to  Harvey  Myerson. 
Forbes  warned  it  would  not  be  easy. 

As  it  turned  out,  Forbes'  story  on 
Finley,  Kumble  presaged  the  firm's 
demise.  Arguments  had  often  broken 
out  over  which  partners  had  brought 
in  which  clients.  With  Myerson  un- 
able to  calm  the  squabbling,  the  four 
Florida  offices  have  now  determined 
to  break  off  and  form  another  firm  by 
the  end  of  December.  "That  is  our 
intention,  even  though  no  formal  vote 
of  the  partnership  has  been  taken," 
says  Thomas  Tew,  a  partner  in  the 
Miami  office.  The  Washington  office, 
he  says,  is  discussing  a  similar  plan. 

Ironically,  although  they  could 
agree  on  little  else,  the  firm's  coman- 
aging  partners  did  agree  to  borrow 


heavily  to  keep  expanding.  The  re- 
sult? Finley,  Kumble  now  has  bank 
debts  of  an  estimated  $85  million  and 
is  also  reportedly  having  problems 
paying  operating  expenses. 

Former  New  York  Governor  Hugh 
Carey,  also  a  partner  in  the  firm,  in- 
sists that  it  owes  only  $60  million, 
that  its  unmortgaged  assets  are  worth 
$30  million  and  that  revenues  this 
year,  already  $120  million,  will  easily 
overtake  last  year's  record.  He  claims 
that  by  the  end  of  the  fiscal  year  the 
firm  will  have  paid  off  most  of  its 
debt,  as  it  always  does  at  year-end.  Yet 
even  Carey  admits  that  after  Jan.  31, 
Finley,  Kumble  will  consider  making 
regional  offices  more  autonomous. 
Translation:  Until  the  firm  actually 
splits  and  separate  offices  take  their 
share  of  the  the  debts,  it  must  at  least 
keep  the  banks  happy. — A.A.L. 


Dead 
ahead 

May  18,  1987 


The  Grateful  Dead  had  been  on  the 
rock  'n'  roll  tour  circuit  for  more 
than  20  years  last  spring,  and  had  pro- 
duced more  than  20  albums  in  the 
same  time,  but  had  never  yet  taken 
less  than  a  decade  to  sell  the  million 
copies  of  one  album  it  takes  to  reach 
platinum  status  in  the  record  world. 
Yet  Forbes  predicted  in  May  that  the 


veteran  San  Francisco  rock  band 
could  easily  become  the  biggest  sur- 
prise in  mainstream  music  this  year. 

With  the  certification  in  September 
of  the  Grateful  Dead's  latest  album,  In 
the  Dark,  as  a  platinum  record  within 
months  of  its  release,  the  group  has 
fulfilled  that  prophecy.  Several  fac- 
tors— from  the  evolution  of  a  sophis- 
ticated marketing  system  to  the 
band's  new,  businesslike  attitude  in 
reaction  to  the  diabetes  of  guitarist 
Jerry  Garcia — contributed  to  the 
band's  recent  success.  The  grass  roots 
support  of  a  loyal  cult,  known  as 
Deadheads,  insured  some  sales,  and  a 
video  on  MTV,  along  with  the  trend 
toward  Sixties  nostalgia,  helped. 

Part  of  the  Dead's  unique  system  is 
allowing  fans  to  make  their  own  tapes 


at  concerts.  While  other  bands  worry 
that  such  bootlegs  will  cut  into  record 
sales,  the  Dead  feel  that  the  tapes  help 
spread  their  music  to  the  faithful. 
They  seem  to  be  on  to  something. 

Following  a  successful  summer 
tour  that  Amusement  Business  maga- 
zine says  grossed  around  $18  million, 
band  members  are  now  working  on 
various  solo  projects,  including  Gar- 
cia's  recent  two-week  stand  on  Broad- 
way playing  both  acoustic  and  elec- 
tric rock  and  roll.  The  group  act  won't 
be  idle  long,  though;  the  Dead  will  be 
back  in  action  for  New  Year's  shows 
in  the  Bay  area  and  touring  again  by 
spring.  As  the  band  sings,  "What  a 
long,  strange  trip  it's  been."  And  a 
profitable  one,  too. — Ed  Cone 
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La  Belle  Otero,  one  of  les  grandes  cocottes  of  Maxim's  de  Paris  nearly  a  century  ago,  was  passionately 
pursued  by  Wilhelm  II — as  well  as  three  other  crowned  heads  of  Europe.  When  Le  Grand  Hotel  Maxim's 
opens  this  December;  our  principal  passion  will  be  the  creation  of  New  York's  first  grand  hotel  in  the 
European  tradition.  Crowned  heads  will  certainly  be  among  our  guests. 
But  the  beautiful,  elusive  La  Belle  Otero  has,  typically  gone  on  to  even  higher  things. 


L'  Hotel  Maxim's  de  Pans,  al  The  Gotham,  700  Fifth  Avenue.  New  York,  New  York  10019 
For  reservations  and  information  call  1  -800-2  MAXIMS  or  in  New  York  212  247-2200 
Represented  by  £f?\  UNITED  STATES  &  CANADA  800-233-0888  or  contacl  your  travel  specialist 


THE  PERFORMANCE  SEDAN 
FOR  THOSE  WHO  KNOW 
THERE'S  MORE  TO  STATUS  TH  Ah 

THE  STATUS  QUO. 


For  quite  a  while  now  it  would  appear  that  very  dignified  disdain  for  the  way  things  are. 
the  ownership  of  any  number  of  European  To  those  whose  most  trusted  counsel  is 

sedans  demonstrates  little  less  than  a  procliv-  their  own  instincts,  we  need  say  no  more, 

ity  to  go  along  with  what  others  are  doing.  These  natural  leaders  have  or  will  have  as  th< 

The  Acura  Legend  Sedan,  on  the  other  hand,  reward  the  satisfaction  of  owning  a  Legend 

offers  you  a  rare  opportunity  to  demonstrate  a  Sedan.  To  those  who  perhaps  might  need  a  bii 

'LS  "L  and  LS  ©  1987  American  Honda  Motor  Co  Inc  .  Acura  and  Legend  are  trademarks  of  Honda  Motor  Co.  Ltd.  OBose  is  a  registered  trademark  of  Bose  Corporation  Covered  by  patent  rights  issued  and/o| 


>re  reinforcement,  please  be  seated,  you've 
ne  to  the  right  ad. 

While  adamantly  rejecting  the  philosophy 
t  luxury  means  an 
omobile's  interior 
)uld  resemble  the 
by  of  a  Las  Vegas 
el,  the  Sedans 

)in  iS  by  nO  meanS        Anti-Lock  Brakes  (ALB)  designed  by 

irtan.The  available  leather  trimmed  interior, 
:omatic  Climate  Control  and  10-way  powered 
/er's  seat  provide  ample  testimony  to  that 
:.  For  audio  entertainment,  there's  even  a 
)histicated  Acura/Bose(!,+  music  system. 
When  it  comes  time  to  put  your  foot  down, 
Sedans  2.7  liter,  24-valve  V-6  powerplant 
i  provide  the  sort  of  experience  that  makes 


getting  from  one  place  to  another  a  form  of 
entertainment  in  itself. 

The  Sedans  fully  independent  suspension 
does  a  remarkable  job  of  smoothing 
out  the  rough  roads  that  those  who 
stay  far  from  the  madding  crowd  more 
often  than  not  find  themselves  traveling. 
And  while  stopping  is  given  over  to 
Honda  r&d.  simply  one  of  the  most  superb  anti- 
lock  braking  (ALB) systems availablerstopping 
the  movement  against  the  status  quo  begun 
by  the  Legend  Sedan,  will  not  be  easy. 

Call  1-800-TO-ACURA  for  a  dealer  near  you. 

ACURA 

PRECISION  CRAFTED  PERFORMANCE 
A  division  of  American  Honda  Motor  Co.,  Inc. 
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Dick  Ferris'  revenge 

The  board  of  Allegis  Corp.  may  have 
kicked  him  out  on  his  ear,  but  former 
chairman  Richard  Ferris  has  had  the 
last  laugh.  In  the  days  following  his 
ouster  in  June,  Ferris  reportedly  exer- 
cised stock  options  for  some  20,000 
Allegis  shares,  paying  $29.75  each. 
Ferris  immediately  sold  this  new 


Illustrations  by  Gil  Eisner 


stock,  as  well  as  some  old,  at  $91.27 
on  June  16.  He  thus  cleared  $1.2  mil- 
lion before  taxes  on  the  options  and 
another  nice  gain  on  the  other  5,000 
or  so  shares  he  owned.  Had  he  waited 
a  few  months,  he  would  have  been  a 
lot  poorer.  Allegis  shares  recently 
traded  around  7 1  Vi. 

Brokers  on  the  couch 

Every  two  weeks  on  a  Wednesday  af- 
ternoon after  the  market  closes,  Dr. 
Seymour  Adler,  an  industrial  psychol- 
ogist in  New  York  City,  gets  on  the 
squawk  box  to  200  Dean  Witter  bro- 
kers. Adler's  group  therapy  is  a  Cali- 
fornia phenomenon;  so  far  he  has 
signed  up  15  offices  on  the  West 
Coast.  He  answers  questions  and 
gives  advice  on  how  to  cope  with  the 
business  of  being  a  customer's  man. 
One  calls  him  the  Dr.  Ruth  of  the 
brokerage  business.  What's  bothering 
the  California  brokers?  The  aftermath 
of  the  crash,  of  course.  "There's  the 
standard  emotional  reaction  to  a  cri- 


sis: anger,  anxiety,  frustration,  even 
depression,"  says  Adler. 

Another  month  like  October  and 
Adler  will  probably  have  a  lot'  more 
customers. 

That  Lee  Rich  magic 

Has  Lee  Rich,  chairman  of  MGM/UA 
Communications,  found  the  fountain 
of  youth?  Every  time  we  see  him,  he 
gets  a  little  younger.  First,  in  Lorimar 
proxy  materials  dated  January  1986, 
as  president  of  the  production  compa- 
ny, Rich  was  said  to  be  66  years  old.  A 
year  later,  according  to  materials  sent 
to  MGM/UA  stockholders,  Rich  be- 
came 65. 

More  recently,  the  years  have  fallen 
away  even  faster.  In  the  Oct.  23  "Cor- 
porate Elite"  issue  of  Business  Week, 
MGM/UA's  chairman  became  61. 
And  still  backward  runs  the  clock:  A 
Los  Angeles  Business  Journal  story, 
which  also  ran  in  October,  said  Rich 
was  60. 

Consolation  prize 

Who's  the  newest  greenmailer  on  the 
block?  Al  Lerner,  the  formerly  low- 
profile  chairman  of  Maryland's  Equi- 
table Bancorp  ($5  billion  in  assets)  and 
of  a  Cleveland-based  REIT  called  Re- 
alty ReFund  Trust.  Earlier  this  year 
prestigious  AmeriTrust,  Ohio's  third- 
largest  bank  holding  company,  with 
$10.4  billion  in  assets,  caught  Ler- 
ner's  eye.  In  March,  through  a  compa- 
ny he  controls  called  Clevebaco,  Ler- 
ner bought  4  million  AmeriTrust 
shares,  about  9%  of  the  stock  out- 
standing, for  approximately  $81  mil- 
lion. Then  he  threatened  to  buy  more. 

AmeriTrust  management  panicked. 
Here  was  Cleveland's  premier  bank 
under  attack  from  a  parvenu.  Manage- 
ment offered  to  buy  Lemer's  shares  on 
Aug.  17,  in  a  "restructuring,"  for  $28 
each,  or  $112  million.  Lerner  lost  his 
chance  to  become  a  big  man  in  the 
Cleveland  establishment  but  gained 
about  $40  million  from  the  deal.  The 
other  stockholders  should  be  so  lucky. 
Their  shares  now  trade  at  1 73A. 

And  the  deal  has  manage- 
ment strapped,  too.  It  had 
originally  planned  to  float 
convertible  debt  and  pre- 
ferred stock  issues  to  buy 
Lerner  off.  With  the  mar- 
kets in  disarray,  Ameri- 
Trust may  have  to  dip  into 
capital  to  pay  the  green- 
mail  bill. 


Divorces  or  TVs? 

Leonard  Jacoby,  who  in  1972  co- 
founded  Jacoby  &  Meyers,  the  $20 
million  (sales)  chain  of  150  discount 
law  offices,  plans  to  pull  out  all  the 
legal  stops  to  get  Jacoby  &  Meyers 
Electronics,  a  New  York  City  store 
founded  eight  months  ago,  to  change 
its  name.  "We  don't  believe  in  inter- 
fering with  anyone's  right  to  practice 
under  their  own  name,  as  long  as  it 
doesn't  happen  to  be  ours,"  says  a 
miffed  Jacoby. 


Meyer  Katsale,  a  partner  in  Jacoby 
&.  Meyers  Electronics,  said  he'll 
change  the  name  only  if  Jacoby  & 
Meyers  reimburses  him  for  a  new  sign 
and  advertising  to  announce  the 
change.  How  much  would  that  run? 
Katsale  estimates  $100,000.  Other- 
wise, he  says,  Jacoby  &.  Meyers  can  go 
sue.  — Christopher  Palmeri 

Some  guts,  no  glory 

We  all  know  the  bath  Goldman, 
Sachs,  Shearson,  Morgan  Stanley  and 
Salomon  took  in  underwriting  the 
Yankee  portion  of  Her  Majesty's  Brit- 
ish Petroleum  offering.  But  what  has 
been,  until  now,  less  obvious  is  how 
little  the  participants  would  have 
earned  even  if  the  market  had  not 
collapsed.  Their  fee  was  around  4% 
gross,  or  $40  million,  to  be  split 
among  all  the  underwriters.  For  that 
meager  potential,  the  firms  put  them- 
selves in  a  position  where  they  lost  at 
least  $300  million — and  might  have 
lost  even  more  if  the  Brits  hadn't 
let  them  off  the  hook.  Seems  the 
boys  forgot  to  run  their  risk/reward 
numbers. — Alyssa  A.  Lappen 

Yippie  turned  yuppie 

Did  the  crash  make  investors  more 
careful  with  their  money?  Apparently 
not  in  all  cases.  Take  those  400,000 
units  offered  in  Network  America, 
hie.  That's  the  company  founded  by 
yippie-turned-yuppie  Jerry  Rubin  that 
aims  to  help  professionals  "network" 
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their  way  to  success.  What  does 
networking  mean?  Basically,  partying. 

Investors  in  the  deal  are  funding  the 
ex-peacenik's  leased-but-unfinished 
networking  center  on  West  56th 
Street,  called  the  Manhattan  Restau- 
rant/Club. The  prospectus  describes 
the  club  as  "an  environment  in  which 
people  are  encouraged  to  be  open  and 
friendly  in  meeting  new  people." 
Consultants  include  Liza  Minnelli, 
her  husband,  Mark  Gero,  and  fashion 
designer  Oleg  Cassini,  all  paid  in  Net- 
work stock. 

If  the  offering  goes  through,  Rubin 
will  raise  between  $1.5  million  and  $2 
million.  He's  been  trying  to  do  this 
deal  for  almost  a  year  now.  One  firm 
scheduled  to  underwrite  the  issue — 
Norbay  Securities — was  liquidated 
before  it  could  bring  Network  public. 

The  current  underwriter  is  Individ- 
ual's Securities  of  Melville,  N.Y.  De- 
spite the  market  plunge,  Don  Hoff- 
man, vice  president  of  Individual's, 
reports  that  Network  America  is  fully 
subscribed  and  will  come  public  by 
Dec.  11.  Don't  buy  the  stock,  but  do 
read  the  prospectus;  it's  a  howl.  Rubin 
never  was  one  to  overestimate  the 
public's  intelligence. 

The  taxman  receive th 

The  gents  down  at  the  Internal  Reve- 
nue Service  must  just  love  Dennis 
Levine.  Of  the  $11.5  million  he 
turned  over  to  the  government  after 
his  insider  trading  conviction,  almost 
$5  million  of  it  goes  to  the  taxman. 
That's  according  to  the  SEC's  plan 
dividing  Levine's  illegal  millions  be- 
tween the  victims  of  his  crimes  and 
the  IRS.  We  wonder:  Do  Gary  Lynch 
and  the  rest  of  the  SEC  enforcers  get 
the  typical  IRS  finder's  fee  for  uncov- 
ering Levine's  unreported  millions? 

Citicorp  shuffle 

Word  around  Citicorp  is  that  Edwin  P. 
Hoffman,  45,  head  of  Citi's  Latin 
American  commercial  banking  opera- 
tions, is  piqued  about  not  getting  the 
chance  to  succeed  investment  bank- 
ing chief  Thomas  Theobald,  who  left 
for  Continental  Illinois  in  August. 
Theobald's  job  went  to  a  man  with 
trading  experience,  Michael  A.  Cal- 
len,  47,  just  as  Chairman  John  Reed 
last  spring  hinted  to  Forbes  that  it 
would.  This  didn't  sit  well  with  Hoff- 
man, who  held  the  same  rank  as  Cal- 
len  before  the  latter's  promotion. 
Sources  say  that  Hoffman  is  open  to 
outside  offers  and  that  Citi  is  search- 
ing for  ways  to  soothe  him  with  a  new 
position  or  added  responsibilities. 
Says  Hoffman,  "I  have  no  plans  to 
leave." 


Sixty  years  ago, 
this  lovely  tropical  island 
charmed  the  vanderbilts. 

In  1925,  William  Vanderbilt  built  a  splendid  winter  estate  on 
Fisher  Island,  three  miles  offshore  of  Miami.  Sixty  years 
later,  it  has  been  transformed  into  the  world's  finest  private 
club  community.  Fisher  Island  once  charmed  the  Vanderbilts. 
It's  even  better  today. 

Fisher  Island,  Seven  Fisher  Island  Drive,  Fisher  Island, 
Florida  33109.  (305)  535-6071.  Toll-free  (800)  624-3251. 

(TisfiKR  rllA\^ 


Vanderbilt  Estate  and  Oceanfront  Guest  Villa  Accommodations  available  from  $300  to  $1000  per  night,  double  occupancy. 
Luxury  residences  priced  from  $335,000.  Complete  offering  terms  are  in  an  offering  plan  available  from  the  sponsor. 
This  is  not  an  offering  to  New  Jersey  residents. 
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Readers  Say 


Swept  away 

Sir:  Re  your  question  on  why  the  U.S. 
Navy  minesweeping  capability  disap- 
peared (Fact  and  Comment,  Oct.  5).  It  is 
always  the  same.  Get  the  fancy  gold- 
plated  weapon.  Cut  back  on  supplies, 
people,  training  time,  fuel  and  ammo. 
The  minesweepers  are  orphans  who 
get  whatever  money  is  left,  if  any. 
— Edward  A.  Lester 
Midwest  City,  Okla. 


Weapon  woes 

Sir:  Re  your  article  "Russia:  arms 
merchant  to  the  world"  (Nov.  2). 
Clearly,  unencumbered  sales  allow  a 
balance  of  military  power  among 
competing  nations  through  equal  ac- 
cess to  suppliers.  The  threat  of  weap- 
ons use  remains  constant,  but  the 
technological  gaps  and  political  prob- 
lems in  weapons  sourcing  are  re- 
duced. Certainly  the  U.S.  is  missing 
out  on  the  deals  of  the  century. 
— Charles  B.  Jones  Jr. 
President, 
Shasta  Corp. 
Atlanta,  Ga. 

Sir:  Why  suggest  that  the  U.S.  is  naive 
not  to  match  the  Soviet  zeal  for  arms 
peddling?  Why  ascribe  the  "insatiable 
thirst  for  weapons"  only  to  develop- 
ing nations?  Our  own  nation  may 
turn  into  a  developing  nation  yet,  if 
its  thirst  for  arms  is  not  satisfied  soon. 

Would  you  say  that  someone  who 
refuses  to  peddle  heroin  is  bound  by  a 
naive  concept  of  morality? 
— Michael  Kalk 
Chicago,  III. 


Not  so  bloody  Monday 

Sir:  Your  article  ("The  rich  got  poor- 
er," Nov.  16]  incorrectly  reported  Roy 
H.  Park's  net  worth  to  be  $377  million 
on  Oct.  23,  1987.  Based  on  the  accu- 
rate figure  of  $477  million,  the  reduc- 


tion in  Mr.  Park's  net  worth  from 
Sept.  15  would  be  13%. 

— Wright  M.  Thomas 
Ithaca,  NY. 


All  for  one? 


Misinformed 

Sir:  Your  article  "The  Wally  and  John 
show"  (Tfje  Informer,  Oct.  19)  asserts 
that  our  initial  public  offering  was 
priced  at  $1  per  share.  The  IPO  was  $1 
per  unit  of  two  shares  and  one  war- 
rant, as  stated  in  our  prospectus. 
— Jonathan  Rosenthal 
President, 

NetAir  International 
Van  Nuys,  Calif. 


Fast  asleep? 

Sir:  You  state  that  oil  and  agriculture 
are  in  a  depression,  banks  have  been 
hit  by  writedowns  of  foreign  loans, 
much  of  the  thrift  industry  is  broke, 
real  estate  is  a  disaster  and  manufac- 
turing has  been  forced  to  restructure, 
but  these  calamities  won't  affect  the 


fundamental  health  of  the  economy 

(Pact  and  Comment  II,  Nov.  2). 

Wake  up.  These  are  the  fundamen- 
tals of  the  economy.  They  are  not 
healthy  and  neither  is  the  economy. 

— Ronald  W.  Hauglie 
Rush  City,  Minn. 


Self-respect 

Sir:  Re  your  comment  on  the  wit  of 
Germany's  Foreign  Minister  Gen- 
scher  (Fact  and  Comment,  Oct.  19). 
Credit  Frank  Lloyd  Wright  with  the 
wit.  An  extract  from  Charlotte  Wil- 
lard's  Geography  of  Wright  speaks  for 
itself.  "Before  the  House  Un-Ameri- 
can Activities  Committee,  Wright 
was  asked,  'State  your  name  and 
profession.'  Totally  unintimidated, 
Wright  replied,  'I  am  Frank  Lloyd 
Wright,  America's  greatest  architect.' 

"Later,  a  friend  twitted  him  for  his 
immodesty.  Wright,  twinkling,  an- 
swered, 'But  I  had  to  tell  the  truth.  I 
was  under  oath.'  " 
— Richard  Giza 
Bethesda,  Md. 


Sir:  Re  your  encouragement  of  Mario 
Cuomo  (Fact  and  Comment,  Nov.  2). 
I'm  a  Rockefeller-Forbes  Republican, 
but  by  virtue  of  his  bright,  fine  mind, 
the  goodness  of  his  heart  and  the  elo- 
quence of  his  tongue,  Cuomo  is  one  of 
our  most  refreshing  public  figures. 
— William  O'Shaughnessy 
New  Rochelle,  NY. 

Sir:  It  will  be  good  news  for  all  Ameri- 
cans and  for  the  future  of  this  nation  if 
each  political  party  nominates  the 
best  candidate  it  has.  We've  seen  plen- 
ty of  illustrations  in  recent  history 
that  when  either  party  does  not  sub- 
mit its  best,  the  entire  nation  loses. 
— April  A.  Kestel 
Cincinnati,  Ohio 


Please  forward 

Sir:  I  have  long  thought  that  some 
good  could  come  from  your  disgrun- 
tled readers  who  write  "Please  cancel 
my  subscription."  Please  take  the 
next  cancelation  and  transfer  it  to: 
Kennebunk  Public  Library,  Fletcher 
St.,  Kennebunk,  Me.  04043. 
—John  M.  Roberts 
Kennebunk,  Me. 


Hold  the  1099 

Sir:  Your  article  "You  can't  hide" 
(Nov.  16),  based  on  erroneous  informa- 
tion we  gave  you,  said  that  payers  of 
municipal  bond  interest  will  have  to 
file  Form  1099  information  returns 
with  the  Internal  Revenue  Service. 
This  is  not  the  case. 
— Steven  Pyrek 
Public  Affairs  Officer, 
Internal  Revenue  Service 
Washington,  D  C. 


Multiple  matters 

Sir:  The  article  "What's  your  multi- 
ple?" (June  1)  claimed  that  the  USAA 
Cornerstone  Fund  was  an  example  of 
a  high-P/E  fund.  But  interestingly 
enough,  the  Cornerstone  Fund  has 
not  behaved  like  a  high-P/E  fund. 
—Michael  J.C  Roth 
Executive  Vice  President, 
USAA  Investment  Management  Co. 
San  Antonio,  Tex. 

In  the  recent  crash  (Aug.  20  to  Oct.  29), 
Cornerstone  lost  24.2%  against  the  mar- 
ket's 26.4%  loss  as  measured  by  the  S&P 
500.  But  it  also  beat  two  of  the  low-PIE 
funds  reported  on  in  the  article. — Ed. 
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Share  the  wreath. 
Give  friends  a  sprig  of  imported  English  greenery. 


Tanqueray  Gin. 

A  singular  experience. 

Send  a  gilt  of  Tanqueray  anywhere  in  the  (J.S.A.  Call  I  -800-243-3787.  Void  where  prohibited. 


Every  ten  seconds, 


of  every  hour,  of  every  business  day,  America  unwraps 
a  brand  new  Epson8  computer  or  printer. 

Take  Jack  Boland.  Jack  just  added  27  more  Epson  printers  and  powerful 
Equity™  computers  to  his  company's  fleet  of  hard-working  Epson  office  products. 
Because,  to  hear  Jack  tell  it,  you  can  never  have  too  much  of  a  good  thing. 


WHEN  YOU'VE  GOT  AN  EPSON,  YOU'VE  GOT  A  LOT  OF  COMPANY/ 

Epson  is  .1  registered  trademark  of  Seiko  Epson  Corporation.  Equity  is  a  trademark  of  Epson  America.  Inc.,  2780  Lomita  Blvd  .Torrance.CA  90505  (800)  421-5426. 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THE  BEST  POSSIBLE  WAY  FOR 

for  President  is  to  continue  to  do  what  they're  doing  now — 
refusing  to  run.  That  their  sincerity  in  refusing  to  enter  the 
preconvention  fray  has  nothing  to  do  with  artifice  and 
coyness  is  beside  the  point. 

Those  now  pounding  the  presidential  primary  track 
will  be  winded  by  convention  time.  The  harder  these 
declared  ones  run  these  days,  the  more  political  facto- 
tums and  concerned  party  rank-and-filers,  as  well  as 
potent  pundits,  turn  their  eyes  and  hopes  toward  New 
York's  Governor  and  New  Jersey's  U.S.  Senator.  Mean- 
time, the  firmness  of  the  grounds  on  which  these  two 
refuse  to  run  is  softening. 

Continually  muttered  and  increasingly  printed  is  specu- 
lation centered  on  Mario's  supposed  concern  that  some- 
where in  the  past  someone  in  his  wife's  family  had  been 
tenuously  tainted  by  the  Mafia.  Nicholas  Pileggi,  the  super 
press  sleuth  on  the  crime  mob,  has  pretty  well  blown  away 
that  smearful  stuff  by  unearthing  nothing  substantive.  By 
spring,  that  whole  bit  will  have  withered. 


CUOMO  AND  BRADLEY  TO  RUN 

Bill  Bradley  repeatedly  says  No.  He  did  it  again  after  new 
and  earnest  cajolings  from  many  following  the  stock  mar- 
ket collapse.  Why  the  No?  "I  feel  as  I  have  in  the  past.  This 
is  not  the  right  time  for  me."  Which  is  exactly  what  he  said 
to  me  over  a  year  ago.  But  as  grounds  for  refusing  a  draft, 
that  argument  ain't.  The  right  time  to  run  for  President  is 
when  those  who  do  the  nominating  nominate  you.  And 
they  well  might  in  Atlanta  next  July  if  Cuomo  remains 
adamantly  No  Go. 

Then  there's  the  silly  surmise  that  Senator  Bradley 
didn't  want  to  run  because  the  problems  for  the  next 
President  would  be  mammoth — especially  if  the  econo- 
my's in  real  trouble.  Bill  Bradley  disposed  of  that  nonsense 
with  these  sense-making  sentences  reported  in  the  New 
York  Times.  "Mr.  Bradley  said  today  that  he  thought  it  was 
'too  soon  for  dire  predictions'  and  that  such  considerations 
had  not  influenced  his  decision  to  stay  out  of  the  race.  The 
current  economic  crisis,  he  said,  'is  like  a  heart  attack,  and 
it's  too  soon  to  know  if  it  was  mild  or  serious.'  " 


JAPAN  AND  MEXICO  PICK  THEIR  LEADERS  IN  NO  TIME  AT  ALL 


It  only  took  time  enough  for  the  present  leaders  in  both 
countries  to  make  up  their  minds  and — presto! — their 
successors  were  ordained.  We're  so  knee-deep  already  in 
our  year-away  presidential  scramble  that  we've  hardly 
noticed  that  in  these  two  democracies  so  consequential  to 
us,  they've  made  their  picks.  Forthcoming  electoral  ratifi- 
cation will  be  in  the  main  a  mere  formality  in  Mexico,  and 


the  change  in  government  was  a  fait  accompli  in  Japan  a 
week  and  a  half  after  the  new  leader  was  named. 

Incidentally,  both  seem  to  be  sensibly  sound  selections. 

Is  there  something  better  in  their  way  of  anointing  than 
in  our  immensely  expensive,  interminable  and  exhausting 
process  of  picking  Presidents? 

Absolutely  nothing. 


AFTER  DENG,  CAPITALISM  IN  CHINA  WILL  CONTINUE 


When  China's  Deng  went  all  out  (relatively)  in  opening 
this  vast  country  to  the  West,  Westerners  investing  time, 
money  and  skills  oft  worried  out  loud  whether — when  the 
82-year-old  Senior  Boss  passed — the  truculently  recalci- 
trant old  guard  Red  factotums  would  rush  to  undo  what 
was  being  accomplished  in  invigorating  the  Chinese  econ- 


omy by  using  the  incentive  carrots  of  capitalism. 
Not  to  worry. 

At  the  most  recent  Party  Congress,  Deng's  successor, 
Prime  Minister  Zhao,  bluntly  told  'em:  "Practice  has 
proved  that  a  certain  degree  of  development  of  the 
private  sector  promotes  production,  stimulates  the  mar- 
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ket,  provides  employment  op- 
portunities and  helps  in  many 
ways  to  meet  people's  needs.  It 
is  thus  a  necessary  and  useful 
supplement  to  the  public  sec- 
tor. There  are  major  defects  in 
our  system  of  leadership,  in  the 
organizational  structure  and 
style  of  work.  The  overstaffing, 
overlapping  and  unwieldiness 
of  government  organs,  confu- 
sion of  their  responsibilities 


Beijing,  1982 — During  the  Forbes  Friendship  Tour  to  China, 
MSF presents  Prime  Minister  Zhao  with  a  Capitalist  Tool  vest, 
as  Dr  Armand  Hammer  looks  on 


and  buck-passing  are  also  major 
causes  of  bureaucratism.  We 
must  therefore  reform  these  or- 
gans from  top  to  bottom." 

It's  mighty  consequential  to 
have  this  vested  member  of 
the  "Capitalist  Tools"  em- 
phatically expressing  a  no-non- 
sense awareness  that  China's 
growth  depends  on  creeping/ 
leaping  capitalism,  i.e.,  ever 
more  free  enterprise. 


"REMAINS"  ARE  OF  MOST  CONCERN  TO  THOSE  WHO  DO 


Michael  Korda,  presiding  book  genius  at  Simon  & 
Schuster,  told  me  a  most  funny  dead-burying  tale  that  he 
swears  is  true.  We  got  on  the  subject  while  finalizing 
plans  for  the  publishing  of  a  book  I  have  been  marinating 
for  a  while,  What  A  Way  To  Go,  which  tells  how  1 75  Very 
Famous  went. 

Burying,  encrypting,  deep-sixing  and  cremating  have 
been  around  as  long  as  bodies.  But  our  high-tech  age  has 
produced  a  couple  of  variations  on  the  theme.  There  are 
those  who  now  want  to  be  put  in  orbit — I  suppose  on  the 
basis  that  it's  a  sure  way  to  get  to  the  heavens  while 
keeping  an  option  to  Return  by  landing. 

And  there's  cryogenics,  whereby  you  can  wait,  frozen 
stiff,  until  genetic  advances  are  such  that  you  can  be  shot 
full  of  stuff  and  then  be  thawed  out  alive. 


As  Michael  tells  it,  when  one  of  the  world's  most  fa- 
mous moviemakers  died  a  few  years  ago,  he  requested  that 
he  be  put  in  the  fridge,  firmly  believing  that  the  day  would 
come  when  he  could  be  brought  back  to  life.  Some  days 
later,  when  his  will  was  read,  his  widow  was  keenly 
disappointed  in  her  share.  So,  guess  what.  .  .  . 

She  had  him  defrosted. 

And  cremated. 

About  which  process  Michael  observed,  "It's  very  hard 
for  those  standing  by  at  a  cremation  to  make  a  spiritual 
occasion  out  of  witnessing  someone  being  shoved  into  a 
pizza  oven  for  two  hours." 

While  we  will  never  know  until  it's  too  late,  it's  hard  to 
believe  that  it  matters  as  much  anyway  to  those  being 
remaindered  as  it  does  to  those  remaining. 


MOVIES 


Fatal  Attraction — Actually,  if  you  want  to  avoid  the 
possibilities  of  a  heart  attack  or  severe  palpitations  or 
horrifying  yourself  near  to  death,  this  movie  should  have 
a  #.  It  makes  Alfred  Hitchcock's  classic  Psycho  seem 
like  kid  stuff.  As  California  movie  critic  Bob  Fenster 
wrote,  this  film  "should  do  more  to  keep  married  men 
faithful  than  a  hundred  preachers  ever  could.  See  it  with 


someone  you  can  hold  on  to."  Hope  and  Glory — It's 
about  kids  growing  up  in  modest  London  blocks  pocked 
from  time  to  time  during  those  blitz  years  of  WWII.  It's 
actually  pleasant  and  quite  happy  but  not  as  beguiling  as 
intended.  Running  time  seems  half  again  as  long  as  its 
112  minutes.  It's  not  in  the  same  boyhood  league  with 
the  Swedish  My  Life  As  a  Dog. 


Rw  people 
who  like 
tosmokr. 


ONE  A  REAL  TURN-ON,  THE  OTHER  A  TOTAL  TURNOFF 

Even  if  you  are  not  into  vodka,  this 
presentation  is  so  coolly  appealing  it's 
enough  to  make  you  want  to  try  the  stuff. 

As  if  cigarettes  didn't  have  enough 
problems,  here's  an  ad  that  puts  'em  in 
the  worst  possible  light.  In  one  picture 
the  lady's  about  to  drip  ash  on  the 
kitchen  counter  if  not  into  the  mixing 
bowl;  in  the  other,  the  guy's  about  to 
drop  ashes  either  in  the  simmering  pot 
or  the  bottle  he's  uncorking.  The  scenes 
shown  reflect  the  reverse  of  the  ad's  tag 
line  about  quality. 
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GIVEN  ALL  THAT  SMOKE,  MAYBE  SOME  OF  THE  CHARLIE  DI  FIRE 

has  gone  out.  Would  Prince  Charles  renounce  his  right  of    denouement.  Can't  you  see  the  headline:  "prince  charles 
succession  to  the  British  throne  in  order  to  get  a  divorce?    gives  up  the  throne  for  the  woman  he  doesn't  love"? 
What  a  twist  that'd  be  on  the  Edward  VIII- Wally  Simpson       Fortunately,  it  ain't  about  to  happen. 


JUST  70  YEARS  AGO  THIS  FIRST  FORBES  AD 

In  the  staidly  conservative  New  York  Evening  Post 
of  Sept.  15,  1917  appeared  this  wee  advertisement 
announcing  the  birth  of  Forbes  magazine.  Fifteen 
cents  a  copy,  three  dollars  a  year. 

Sending  us  a  photostat  of  this  seven-decade-old 
Post  page,  Roger  Wood,  editorial  director  of  Rupert 
Murdoch's  News  America  Publishing  Inc.,  writes, 
"Our  ad  department  historian  worked  out  the  ad 
would  have  cost  you  $20.50.  Today,  it  would  cost 
some  $840!" 

With  a  Forbes  copy  $3.50  and  a  subscription  $45  a 
year,  we  are  not  about  to  complain  about  the  change 

that  time  has  wrought  on  the  other  fellow's  rates.        The  Evening  Post,  Sept.  15, 191 
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NOTHING'S  BIGGER 

than  life. 


PLUGGED  IN 

beats  unplugged. 


BOOKS 


?  <  Happy  Hours — by  Gary  Smith  (Har- 
mony Books,  $  1 4.95).  The  first  work  by 
a  young  man  who's  first-rate.  Young 
lives  and  loves  drinking  their  way  into 
bigger  problems  by  sipping  away  the 
immediate  ones.  Though  loosely 
linked,  most  of  these  discerning  and 
compelling  chapters  could  stand  alone. 


Excerpts:  Willy's  mother  sipped  from  a  thimble  of  Dram- 
buie. "Your  father  and  I  liked  to  get  away  and  be  by 
ourselves  for  a  few  weeks  every  summer, "  she  said.  "In  all 
those  summers  of  traveling,  of  carefully  planned  getaways, 
neither  your  father  or  I  was  ever  west  of  Pennsylvania. 
What  made  us  think  Bermuda  or  Ireland  or  wherever  we 
went  was  any  better  than  a  place  like  Kentucky!  We 
thought  to  really  travel  you  had  to  leave.  If  you  didn 't  need 
a  passport,  where  were  you  going!" .  .  .  Dominick  the 
bartender  was  wiping  the  bar  top  with  a  wet  folded  rag. 
"Augie  and  I  have  a  question, "  [Willy]  said.  "What  do  you 
do  when  a  customer's  had  too  much  to  drink!  In  some  bars 
they've  got  bouncers  and  the  guy's  thrown  in  the  street. 
Other  places  the  bartender's  this  big  bear  and  he  throws  the 
guy  out."  Dominick  stood  five  feet  seven,  weighed  maybe 
120  pounds,  and  was  close  to  fifty.  His  hair  was  gray,  his 
hands  small.  Clearly  he  wasn't  going  to  do  any  throwing. 
Dominick  made  his  face  blank  and  turned  stiffly  on  his 
heels.  "What'd  I  say!"  Willy  whispered.  Several  minutes 
passed  before  he  returned.  1  thought  I'd  show  you  how  we 
do  it,"  Dominick  said.  "When  a  customer  gets  difficult 
because  he's  had  too  much  to  drink,  we  stop  speaking  to 
him.  That's  the  first.  After  that  we  walk  away  from  where 
he's  sitting.  And  after  that,"  he  said,  bending  closer  and 
beginning  to  smile,  "we  pretend  he  doesn't  exist. " 


The  Whole  Art  Thing— by  Justin 
Spring  (St.  Martin's  Press,  $13.95)  is 
the  novelized  tale  of  a  young,  perhaps- 
artist  and  his  tribulations  as  he  tries 
to  discover  what  he  is  and  isn't — both 
in  college  and  during  the  summers  in 
between.  The  writing  is  a  bit  over- 
shoe-d  and  over-flossed,  but  much  of 


f  

WHOLE  1 

ART 

thing! 

A  Mlivri 

JUSTIN  SPRING 

it  is  sprightly.  Once  again  the  New  York  art  scene  gets  put 
down — this  time  by  someone  low  down  on  its  ladder. 
Excerpts:  "You  need  flash,  Scooter.  You  saw  the  Times 
Magazine.  All  the  best  artists  get  their  start  wearing  the 
hottest  shoes.  The  rest  comes  naturally.  Grow,  Scooter. 
Put  yourself  into  these  shoes.  I  know  shoes.  These  are  the 
shoes  of  the  artist. " 

"You're  no  authority.  There's  much  more  to  being  an 
artist  than  new  shoes.  It's  a  moral  issue."  .  .  .  fames  knew 
the  shoes  changed  his  posture  slightly,  made  him  stand 
taller,  somehow  more  attractive,  more  interesting.  They 
would  help  him  hold  his  own  in  conversation,  make  him 
look  more  at  ease,  but  keep  him  from  getting  lost  in  the 
crowd,  which  was  a  problem  he  had. 

"Well!" 

"Yes,  yes,  yes,"  he  said,  doing  a  little  dance  in  his  new 
and  slippery-soled  shoes.  .  .  .  She  was  an  assiduous  flosser, 
always  sure  to  floss  after  every  meal;  when  her  children 
neglected  their  flossing,  she  grew  fretful,  but  in  a  way  that 
made  her  feel  good  about  her  own  habits  of  good  dental 
hygiene.  Besides,  it  settled  her  nerves.  Her  formidable 
mind  began  to  wander  as  she  flossed,  and  staring  out  of  her 
window,  she  thought  of  her  children.  "They're  absolutely 
perfect,"  she  said,  rewinding  the  floss  on  her  thumbs.  She 
used  lots  of  floss,  and  was  not  ashamed  of  the  luxury. 
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Wendy's  makes  their  burgers 
hot  and  juicy,  Honeywell  keeps  their 
customers  cool  and  comfortable. 


Honeywell: 
leadership  in 
automation  and 

CONTROL 

Wendy's  knows  that 
great  hamburgers  taste 
even  better  when  enjoyed 
in  a  comfortable,  clean 
environment.  That's  why 
Honeywell  controls  are 
standard  equipment  for 
Wendy's.  They  maintain 
comfort  and  save  energy 
costs  at  the  same  time. 

The  Honeywell  systems 
have  built-in  seasonal  pro- 
grams tailored  to  fit  regional 
climate  conditions.  In 
addition,  the  systems  can 
combine  information  from 
sensors 
in  the 
customer 
areas, 
with  data 


stored  in  the  program,  to 
detect  and  anticipate  tem- 
perature trends.  Because 
Honeywell  systems  effi- 
ciently balance  all  of  these 
variables,  Wendy's  has 
realized  considerable 
energy  savings.  Best  of  all, 
their  satisfied  customers 
keep  coming  back  for  more. 

Our  business  is  making 
your  business  more  produc- 
tive through  automation  and 
control.  From  aerospace  to 
manufacturing,  from  build- 
ing control  to  process  control 
Honeywell  technology  and 
teamwork  are  ready  to  work 
for  your  company.  Call  800- 
328-5111,  extension  1591. 


Together,  we  can  find  the  answers. 

Honeywell 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mina.-MSF 


She  Doesn't  Need  'Em 

A  newspaper  story  said  Prime  Min- 
ister Thatcher  didn't  work  out  in  a 
home  gym  to  fight  off  fatigue;  instead, 
she  reportedly  confessed  to  taking 
male  hormones  to  preserve  her  body 
and  spirit. 

The  prime  minister's  mood  changed 
instantly.  "Absolute  nonsense!"  She 
impatiently  slapped  her  eyeglass  case 
down  on  a  coffee  table.  "I  take  vita- 
min C  every  morning;  that  is  it.  It 
must  have  been  a  man  who  wrote  it! 
Only  a  man  would  think  male  hor- 
mones better  than  female  hormones." 
—Jan  Goodwin,  Ladies  Home  Journal 

Game  Change 

Americans  have  in  their  minds  that 
West  Germany  and  Japan  are  partners 
but,  for  historical  reasons,  we  expect 
them  to  be  compliant  partners.  Now 
that  era  may  be  over.  Nothing  sym- 
bolizes the  new  realities  more  than 
our  escalating  debt  and  our  plummet- 
ing currency.  Once,  not  so  long  ago, 
we  financed  the  Free  World;  now  we 
are  rattling  a  tin  cup.  Once  the  dollar 
was  the  symbol  and  means  of  power 
and  influence;  now  prominent  Ameri- 
cans are  prescribing  ever  lower  levels 
for  the  dollar. 

West  Germany,  moreover,  is  so 
tightly  tied  to  Europe  that  it  may  feel 
that  reduced  links  to  the  United 


"But  enough  about  the  dollar. 
Let's  talk  about  me.'" 


States  are  acceptable.  Japan  always 
acts  politely,  but  it  is  in  a  position  to 
wield  the  big  stick  like  the  powerful 
creditor  that  it  is. 
— Jeffrey  E.  Garten,  deputy  director 
of  the  State  Department  policy 
planning  staff  from  1976  to  1978, 
in  the  New  York  Times 

Free  Ride 

The  cold,  hard  truth  is  this:  No  [col- 
lege football]  team  that's  ever  ap- 
peared in  your  Top  Twenty  over  the 
past  100  years  is  guiltless  of  cheating 
in  one  way  or  another.  College  football 
takes  a  bunch  of  kids  off  the  street  and 
exposes  them  to  something  besides  car 
theft  and  armed  robbery.  If  you  can  get 
a  free  ride  through  college  by  playing 
the  oboe  or  repairing  participles  that 
dangle,  why  can't  you  do  it  by  putting 
50,000  people  in  a  football  stadium? 

— Life  Its  Ownself,  by  Dan  Jenkins 

Not  the  Deficits 

If  any  one  thing  is  clear,  it  is  that  the 
decline  in  the  stock  market  had  noth- 
ing whatsoever  to  do  with  the  budget 
deficit.  How  can  the  American  budget 
deficit  explain  the  collapse  of  all  major 
stock  markets — British,  Japanese, 
German,  French,  Italian,  even  Hong 
Kong?  Clearly  there  is  a  global  factor  at 
work,  and  the  only  identifiable  one  is 
the  sharp  rise  in  interest  rates,  espe- 
cially in  Germany  and  Japan,  as  a  sig- 
nal of  impending  inflation. 

What  is  true  for  the  budget  deficit  is 
true  for  the  trade  deficit.  Why  should 
our  trade  deficit,  just  now,  rock  the 
financial  markets  in  countries  that 
have  trade  surpluses  (e.g.,  Germany 
and  Japan)? 

— Irving  Kristol,  professor,  New  York 
University  Graduate  School  of 
Business,  in  the  Wall  Street  Journal 

Let's  Hear  It  For  . . . 

It's  high  time  we  show  some  appre- 
ciation for  the  losers  of  this  world. 
They  do  more  for  the  human  race  than 
most  of  the  winners  they  create.  Co- 
lumbus failed  to  find  the  East  Indies 
but  discovered  America  instead.  Dis- 
missed as  "moon  mad"  by  the  Ameri- 
can military,  Robert  H.  Goddard  pio- 
neered the  missiles  that  revolution- 
ized warfare  and  put  the  United  States 
into  space.  Let  us  make  outstanding 


losers  as  eligible  as  winners  for  our 
Pulitzers  and  our  Oscars.  Let  us  pro- 
claim Apr.  1  National  Losers  Day. 

— Michael  J.  O'Neill,  former  editor, 
New  York  Daily  News,  in  Newsweek 


There  is  something  wrong 
with  a  nominating  process 
that  gives  one  state  the 
loudest  voice  and  then  pro- 
duces candidates  who  can't 
even  carry  that  state. 

— Senator  Albert  Gore  Jr., 
noting  that  no  Democratic  presidential 
candidate  has  carried  Iowa  since  1964 


And  Princes 

The  thing  that  appalls  me  about  the 
newspaper  business  is  the  number  of 
trees  it  consumes. 

— Prince  Charles,  New  York  Times 

Family  Dog 

With  Baby  Boom,  the  writer-pro- 
ducer Nancy  Meyers  and  the  writer- 
director  Charles  Shyer  prove  them- 
selves the  monarchs  of  Yup.  This 
movie  is  about  the  feminist  as  dar- 
ling. .  .  .  They  yank  laughs  by  having 
(Diane  Keaton)  J.C.  (Yale  B.A.,  Har- 
vard M.B.A.)  struggle  helplessly  with 
the  tabs  on  disposable  diapers,  and 
they  keep  cutting  to  the  child  for  clev- 
er reactions,  the  way  movies  used  to 
cut  to  the  family  dog. 

— New  Yorker 

Pleasant  Thought 

The  King  had  been  suffering  from  a 
minor  ailment.  Then  the  bleeding 
started.  As  his  physicians  watched  in 
horror,  the  48-year-old  King  Hussein 
of  Jordan  lost  consciousness.  His  heart 
appeared  to  stop.  His  face  went  white. 
The  doctors  could  detect  no  pulse. 
While  they  scrambled  for  injections, 
plasma  and  an  ambulance,  the  man 
who  had  ruled  Jordan  32  years  went 
into  shock.  "It  wasn't  frightening," 
Hussein  recalled  after  his  recovery.  "I 
felt  no  pain,  no  fear,  no  worries.  I 
simply  went  into  another  world.  I  was 
a  free  spirit,  floating  above  my  own 
body.  It  was  rather  pleasant,  really." 
—Judith  Miller,  New  York  Times 

Here,  Fido 

Diplomacy  is  the  art  of  saying  "Nice 
doggie"  until  you  can  find  a  rock. 
— Will  Rogers,  in  The  Third — and 

Possibly  the  Best — 637  Best  Things 
Anybody  Ever  Said,  by  Robert  Byrne 
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PRESENTING  THE  PEUGEOT  180HP  TURBO  S. 

The  legendary  BMW  325.  By  many  car  enthusiasts  it's  regarded  as 
the  most  exhilarating  performance  sedan  you  can  drive  today. 

But  were  you  to  spend  a  few  minutes  on  a  test  track  behind  the 
wheel  of  the  new  Peugeot  Turbo  S,  you  might  well  be  convinced  that 
'he  legend  is  riding  on  its  reputation. 

With  a  fully-integrated,  turbo-charged  engine  that  develops  180  hp 
2nd  205  Ibs./ft.  of  torque,  the  Peugeot  Turbo  S  would  rocket  you  from 
3  standing  start  to  a  speed  of  60  mph  in  a  heart-pounding  7.9 
seconds.  Pinning  you  to  your  infinitely-adjustable,  orthopedically- 
designed  bucket  seat  in  the  process.  The  less  muscular  121  hp  325 
would  require  a  full  10  seconds  to  accomplish  the  same  task. 

Next,  the  Turbo  S  would  whisk  you  through  the  quarter  mile  in  just 
16.3  seconds  while  the  325  would  need  more  than  another  second  to 
get  you  across  the  finish  line. 

Of  course  a  car  that  puts  this  kind  of  power  at  your  disposal  (even 


the  sound  system  features  12  speakers  and  200  watts  of  power)  would 
be  irresponsible  unless  it  were  designed  to  give  you  complete  control 
over  it.  That's  why  the  Peugeot  Turbo  S  is  equipped  with  fully  indepen- 
dent suspension,  precise  electronically  controlled,  variable-assist 
power  steering  and,  of  course,  computerized  ABS  braking. 

The  505  Turbo  S  offers  you  a  5-year/50,000-mile  power-train 
limited  warranty  and  arguably  the  best  roadside  assistance  plan 
available:  AAA.*  So  why  not  call  1  -800-447-2882  for  the  name  of  the 
Peugeot  dealer  nearest  you,  and  arrange  for  a  test  drive.  And  if  you 
emerge  from  it  a  little  too  excited,  you  know  what  to  do. 

"AAA  services  ore  available  al  participating  AAA  offices  throughout  the  USA  and  Canada.  Membership  sub|ect  to 
the  rules  and  regulations  of  AAA 

©  1987  Peugeot  Motors  of  America,  Inc. 


PEUGEOT  BOS 

NOTHING  ELSE  FEELS  LIKE  IT.™ 


"EXTRAORDINARY  FITS  HER  EXACTLY, 
SO  I  GAVE  HER  A  DIAMOND  TO  MATCH" 


Every  quality  diamond  of  a 
carat  or  more  is  one  of  natures  rarest 
and  most  exquisite  phenomena  — 
with  more  fire;  more  sparkle  and 
scintillation. 

Each  is  a  visible  reflection  of 
you.  Unique  in  all  the  world, 


possessing  four  characteristics  that 
set  it  apart  forever.  They  are  called 
the  4d 's:  Cut,  Color;  Clarity  and 
Carat -weight.  These  determine  the 
value  of  a  diamond  — and  to  an 
astonishing  degree,  the  beauty  and 
value  of  your  jewelry. 


Your  jeweler  is  the  expert 
where  diamonds  are  concerned. 
His  knowledge  can  help  make  the 
acquisition  or  a  quality  diamond 
of  a  carat  or  more  the  beautiful, 
rewarding  experience  it  should  be. 

A  diamond  is  forever. 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


QUIZ 

Who  is  the  lead  U.S.  official  on  trade?  James  Baker. 
Who  is  the  lead  U.S.  official  on  the  budget?  fames  Baker. 
Who  is  the  lead  U.S.  official  on  the  dollar?  James  Baker. 
Who  is  the  chairman  of  the  Federal  Reserve? 
When  will  it  matter  again? 

TRADE 


U.S.  Assails  Policies  of  Korea,  Taiwan, 
Hong  Kong  and  Singapore  on  Trade 


The  Administration's  two-pronged  approach  on  trade  is 
potentially  destructive.  If  not  tempered,  it  could  throw  the 
economy  into  an  election-year  recession. 

One  part  of  our  policy  has  been  to  cheapen  the  dollar. 
This  is  a  poor  way  to  address  the  imbalance.  Astonishingly 
enough,  there  is  scant  evidence  that  over  the  long  term  a 
debased  currency  leads  to  trade  surpluses.  Israel  in  the 
early  1980s,  Korea  in  the  late 
1970s  and  many  others  have 
learned  this  to  their  sorrow. 
Indeed,  history  shows  that 
sound  money  need  be  no  impediment  to  a  positive  balance 
of  payments.  Germany,  for  instance,  had  an  ever-strength- 
ening mark  in  the  1960s  and  1970s  and  continued  to  rack 
up  impressive  trade  surpluses. 

Devaluation  is  not  cost  free.  It  boosts  inflation:  Look  at 
the  U.S.  in  the  late  1970s.  It  leads  to  higher  interest  rates: 
When  the  dollar  fell  out  of  bed  earlier  this  year,  the  bond 
market  fell  with  it. 

That  kind  of  instability  increases  the  chance  of  a  reces- 
sion. Our  1971-72  debasement  was  a  contributing  factor  to 
the  1973-74  contraction.  The  greenback's  free-fall  of  1977- 
79  was  no  small  cause  of  the  severe  1979-82  slump. 

Another  aspect  of  our  trade  strategy  might  be  dubbed  the 
big-mouth  approach,  meant  both  to  appease  congressional 
protectionists  and  to  force  our  allies  to  yield  to  our  demands. 
A  Treasury  official  recently  lashed  out  at  Korea,  Taiwan, 
Singapore  and  Hong  Kong  for  their  growing  trade  surpluses 
with  the  U.S.  The  official  charged  that  the  so-called  little 
dragons  were  artificially  depressing  their  currencies. 

This  hard-hitting  attack  followed  Jim  Baker's  less-than- 
subtle  approach  to  the  Germans  to  loosen  up  their  mone- 
tary policy,  and  newly  installed  Commerce  Secretary  Veri- 
ty's warning  that  Japanese  exporters  may  face  dumping 


charges  unless  they  deliberately  make  themselves  uncom- 
petitive in  our  market  by  substantially  raising  their  prices. 

This  tactic  generates  more  heat  than  progress.  Most  of 
these  countries  are  either  democracies  or  on  the  road  to  it. 
How  many  political  leaders  can  be  seen  backing  down  too 
much  to  such  ultimatums?  Tantrums  may  have  a  place 
when  selectively  exercised.  Their  wholesale  use  dilutes 

their  effectiveness. 

So  what 's  the  Administration 
todo?  Sofar,  Treasury  Secretary 
Wall  Street  journal  Baker  has  taken  a  piecemeal, 
ad  hoc  approach.  He  has  set  forth  no  grand  vision,  no 
plausible,  comprehensive  structure  on  either  trade  or  mon- 
ey. Without  this,  concessions  are  harder  to  come  by. 

In  fact,  the  Administration's  free  trade  agreement  with 
Canada  should  be  a  catalyst,  inspiration,  model  for  similar 
settlements  with  other  nations. 

The  Administration  also  hasn't  stressed  nearly  enough 
the  importance  of  income  tax  rate  reductions  as  an  eco- 
nomic stimulus  versus  goosed-up  government  spending. 

In  negotiations,  Baker  and  Co.  should  take  a  cue  from 
Henry  Kissinger,  who  pointed  out  that  you  start  with  the 
easy  issues  and  hope  this  creates  momentum  for  coming  up 
with  solutions  for  tougher  ones.  Instead,  the  U.S.  too  often 
starts  off  with  the  toughest  of  them  all — agriculture. 

The  White  House  continues  to  let  protectionists  have 
a  political  free  ride.  The  President  and  his  officials  have 
not  systematically  put  the  free  trade  case  before  the 
public.  Even  though  the  protectionists  are  currently 
defensive  now  that  the  media  are  focusing  on  Smoot- 
Hawley's  supreme  role  in  triggering  the  1929  crash  and 
subsequent  Depression,  the  Administration  hasn't  used 
the  opportunity  this  offers  to  kill  the  monstrous  trade 
bill  being  considered  by  Congress. 


FORBES,  DECEMBER  14,  1987 


25 


They  all 
pinned  their  hopes 

ON  PEACE. 

They  were  all  fighters. 

The  conservatives  fought  with  the 
liberals.  The  Democrats  fought  with  the 
Republicans.  The  Bull  Moosers  fought 
with  everybody. 

They  fought  for  different  policies.  But 
for  the  same  principles.  For  freedom.  And 
the  freedom  to  live  in  peace. 

Americans  are  still  fighting  for  those 
principles  today.  And  working  for  them  too. 

That  s  why  every  day  more  than  100,000 
Americans  work  at  General  Dynamics  to 
supply  Americas  fighting  men  and 
women  with  the  best  weapon  systems  in 
the  world. 

They  are  working  for  peace.  And  for 
peace  of  mind. 


GENERAL  DYNAMICS 

A  Strong  Company  For  A  Strong  Country 
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If  art  is  the  highest  expression  of  the  imagina- 
iitachi  has  made  a  fine  art  of  technology  Take 
our  VM-6000A  S-VHS  video  camera.  Its  picture  quality 
is  far  superior  to  conventional  VHS  cameras.  And  with 
its  advanced  MOS  image  sensor,  you  can  be  sure  of 
vivid,  lifelike  reproduction. 

Then  there's  our  CT3175  Big  Screen  TV.  It  has 
digital  2TV  so  you  can  watch  two  channels  at  once  — 
and  "surround  sound."  Furthermore,  its  31"  aspherical 
screen  provides  a  bright  and  crisp  picture  not 
normally  found  on  such  a  big  screen. 

These  products  embody  Hitachi's  longstanding 
commitment  to  meet  human  needs  through  tech- 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


LABOR  NEWS  IS  MOSTLY  GOOD 


New  jobs  are 
better  than 
myth  suggests 


Where  the  jobs  are 


Employment  shares  as  percent  of  current  year  median  earnings 


[~]Low  paying:  Less  than  or  equal  to  50%  of  median 
[^Middle  paying:  Between  50%  and  150%  of  median 
Q]High  paying:  More  than  150%  of  median 
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1980 


The  great  American  job  machine  continues  its  work.  Another 
423,000  civilian  jobs  were  created  in  the  third  quarter. 

Some  3  million  new  civilian  jobs — precisely  speaking,  net  new  jobs, 
the  difference  between  new  jobs  and  those  lost  through  layoffs  and 
plant  closings — have  been  added  in  the  year  to  this  October. 

Most  new  jobs  were  added  in  services,  but  goods-producing  jobs  are  up 
significantly.  The  big  jump  has  been  in  construction,  now  just  over  5 
million  jobs,  up  from  3.9  million  in  1983.  That's  surprisingly  strong, 
given  tax  reform's  hit  on  this  sector.  Manufacturing,  at  19.24  million 
jobs  in  October,  has  recovered  almost  50%  of  the  jobs  lost  between 
1981  and  1983. 

A  fair  amount  of  twaddle  continues  to  be  heard  to  the  effect  that  most 
new  jobs  are  dead-end  positions — no  more  than  hamburger  slingers.  A 
new  study  shows  just  how  wrong  that  notion  has  been. 

Marvin  Kosters  and  Murray  Ross  of  the  Ameri- 
can Enterprise  Institute  used  each  year's  median 
national  earnings  for  all  workers  over  16  years, 
whether  full  or  part  time,  as  the  basis  of  compar- 
ison. By  examining  a  lengthy  period,  they  avoid 
any  distorting  effects  of  economic  cycles  on  pay. 
The  long-run  trend  shown  by  their  study  is 
clear.  The  proportion  earning  50%  or  less  of  the 
median — the  "low-paid" — has  been  declining 
steadily.  The  middle  cut— from  50%  to  150%  of 
the  median  pay — has  declined  marginally.  And 
the  top  group — 150%  of  median  pay  and  up — 
has  increased  as  a  share  of  total  jobs. 


1985 


Unit  costs  are  down, 
and  competitiveness 
is  on  the  rise 


Unit  output  costs  in  U.S.  manufacturing  have  actually  fallen  in 
the  past  year,  thanks  to  low  wage  inflation  and  rising  output. 

Even  before  allowing  for  exchange  rate  shifts,  this  is  a  great  deal  better 
performance  than  in  West  Germany,  where  unit  costs  in  manufactur- 
ing are  up  over  4%  this  year.  Even  Japan  has  seen  a  small  increase. 

Add  in  the  effect  of  the  dollar's  fall,  and  one  result  has  been  the 
improvement  in  the  competitiveness  of  U.S.  exports.  It's  taking  time, 
however,  for  the  benefit  to  be  felt  through  lower  imports. 

It's  impossible  to  guess  what  will  happen  to  the  labor  market  in  the 
coming  12  months.  Much  depends  on  the  reaction  from  markets  and 
consumers  to  the  budget  "cutting"  flummery. 

The  likelihood  is  for  a  slowdown  in  job  creation,  says  Richard  Belous,  a 
Conference  Board  labor  economist.  Companies  are  growing  cautious 
about  hiring,  as  seen  in  recent  increases  in  overtime. 

That  could  see  unemployment  start  to  rise  a  bit  from  its  present  6% 
rate.  In  the  runup  to  an  election,  that  could  lead  to  pump-priming 
efforts,  as  well  as  limit  further  efforts  to  control  the  budget. 
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The  Forbes  Index 


Forbes Index 


12-month  closeup 
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Warning  sign.  The  Forbes  Index  rose  0.3%  in  October,  but 
it  probably  won't  expand  as  rapidly  in  the  coming  months. 
Industrial  production  went  up  0.6%,  thanks  in  part  to 
moderately  strong  automobile  production.  U.S.  cars  were 
built  in  October  at  an  annual  rate  of  7.3  million  units. 
Unfortunately,  too  many  of  these  vehicles  remain  on 
dealers'  lots.  Both  GM  and  Chrysler  announced  layoffs  in 


the  past  two  weeks.  The  three-month  running  average  of 
consumer  installment  credit  increased  0.8%  in  Septem- 
ber, to  $596  billion.  Meanwhile,  two  Index  components 
lost  ground:  Retail  sales  slipped  0.1%  in  October,  to  an 
annual  rate  of  $  1 .53  billion,  and  the  1 2-month  total  of  new 
housing  starts  was  off  1.2%.  October  1987  housing  starts 
were  12.5%  below  the  October  1986  figure. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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Welcome  to  the  world  of  pay-in-kind  securities,  where  you  can 
get  yields  of  50%  and  more— or  maybe  nothing.  And  where  even 
a  solid  borrower  may  offer  18%. 


PIK  'em 
with  care 


By  Allan  Sloan 


T|hey  used  to  say  that  a  6%  rate 
would  draw  money  from  the 
moon.  Boy,  have  times  changed. 
Not  long  ago  Salomon  Brothers  and 
Goldman,  Sachs  offered  18%  to  raise 
money  for  Southland  Corp.'s  lever- 
aged buyout — and  they  couldn't  come 
close  to  finding  enough  takers,  lunar 
or  terrestrial. 

Now,  18%  might  strike  you  as  a  lot 
of  money — but  everything  is  relative. 
Eighteen  percent  for  what?  Salomon 
and  Goldman  were  trying  to  sell 
something  called  pay-in-kind  (PIK) 
preferred  stock,  which  pays  dividends 
with  paper  rather  than  cash.  For  a  PIK 
preferred,  18%  is  a  low  rate.  As  the 
table  shows,  as  of  late  November  only 
one  PIK  preferred — the  Viacom  15.50, 
due  2006 — had  an  indicated  yield  of 
less  than  18%  through  the  end  of  its 
PIK  period.  Viacom — which  has  the 
right  to  pay  dividends  in  stock 
through  mid- 1993 — is  the  creme  de  la 
creme  of  PIK  preferreds. 

The  ultimate  payoff  with  a  PIK 
comes  only  if  the  issuer  survives  long 
enough  to  make  good  in  cash.  The 
risk  is  considerable  enough  to  require 
high  yields.  How  high?  Take  the  trou- 
bled Fruehauf  leveraged  buyout.  If 
Fruehauf  survives  to  make  good  on  its 
PIK  preferred  at  the  end  of  1991,  a 
buyer  who  paid  $7.50  for  a  share  this 
Nov.  18  and  kept  all  the  shares  re- 


PIK  and  choose 

Below,  in  descending  order  of  yield,  are  a  dozen  of  the  most  widely  traded 
pay-in-kind  securities.  Professionals  who  deal  in  these  complicated, 
Byzantine  issues  figure  prospective  yields  two  different  ways,  both  of 
which  are  shown  in  our  table.  The  indicated  yields,  of  course,  presume 
that  the  company  will  be  able  to  pay  off  the  PIKs  in  cash.  If  you  have  any 
doubts  about  that,  look  elsewhere. 

Security/coupon  rate  Price* 

Years 

Face  payable 
amount      in  kindt 

— Indicated  yield* — 
through  to 
PIK  period  maturity 

Preferred  stock 

Fruehauf/ 14.72%  7Vi 

$25 

5 

52.6% 

29.4% 

SPI  Holding/ 16  (Spectradyne  LBO)  17% 

25 

5 

25.5 

20.1 

ANAC  Holding/15.25  (Revco  LBO)  16V4 

25 

5 

25.0 

20.5 

Supermarkets  General/14.08  15'/4 

25 

5 

23.9 

16.9 

Harcourt  Brace/12.00  8V2 

13.50 

6 

19.9 

16.1 

Allied  Stores/13.25  I8V2 

25 

3 

19.1 

17.4 

Viacom/15.50  23'/8 

25 

6 

17.2 

16.4 

Bonds 

Burlington  Holdings/ 15.25  $905 
(Burlington  Industries  LBO) 

1,000 

6 

17.4 

16.4 

GACC/14.125  985 
(Taft  Broadcasting  LBO) 

1,000 

9 

16.5 

15.8 

Harcourt  Brace/ 14. 75  945 

1,000 

5 

16.2 

15.6 

Owens-Illinois/14  5  975 

1,000 

7 

16.2 

15.3 

GACC/13.25  990 

1,000 

8 

13.8 

13.6 

'Prices  and  yield  calculations  as  of  Nov.  18  198"7,  as  provided  by  brokerage  houses.    tFrom  date  of  issue. 
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ceived  as  dividends  will  have  earned 
more  than  50%  a  year  on  his  money. 
If  the  preferred  becomes  worthless  be- 
fore the  PIK  period  ends,  the  buyer 
will  have  lost  not  only  his  principal 
but  four  years  of  dividends  as  well. 

Since  the  early  dividends  are  in  ad- 
ditional pieces  of  paper,  PIK  issuers 
have  no  problem  paying  them  until 
the  PIK  period — typically  three  to  six 
years  from  the  issue  date — expires.  By 
then,  the  company  hopes  to  be  gener- 
ating enough  money  to  pay  in  cash  or 
to  call  the  PIK  in  for  redemption. 

To  illustrate:  An  owner  of  a  share  of 
the  $25  (face  value)  SPI  Holding  16% 
preferred  gets  $1  of  new  SPI  16s  every 
quarter.  Those  16s  beget  other  16s, 
and  so  on  and  so  on — the  dividends 
compound,  although  in  paper.  SPI  has 
the  right  to  pay  with  paper  rather  than 
cash  through  Sept.  30,  1992. 

PIKs,  then,  are  zero  coupon  securi- 
ties. Like  zeros,  which  are  issued  at  a 
discount  from  face  value  and  re- 
deemed at  face  when  they  come  due, 
PIKs  don't  pay  cash  interest.  That's 
because  they  are  designed  to  help 
newly  leveraged  companies  conserve 
cash  in  their  early  years,  when  things 
are  tight  and  there  isn't  likely  to  be 
enough  in  the  till  to  pay  interest. 

PIK  preferreds  tend  to  carry  higher 
yields  than  even  PIK  junk  bonds  be- 
cause they  are  junior  to  them. 

The  publicly  traded  PIK  is  a  rela- 
tively recent  phenomenon.  Robert 
Long,  director  of  high-yield  research 
at  First  Boston,  says  the  first  major 
PIK  bond  issue  was  $1.1  billion  of 
14.5%  paper  issued  by  Safeway  Stores 
as  part  of  the  Kohlberg  Kravis  Roberts 
leveraged  buyout  last  year.  Things 
went  so  well  that  about  half  the  issue 
was  redeemed  early,  and  the  rest  of 
the  bonds  will  now  pay  interest  in 
cash.  KKR,  like  most  PIK  issuers,  kept 
the  right  to  become  cash-paying  early. 

Safeway  redeemed  the  PIKs  early 
because  they  were  its  highest-cost 
debt.  Meanwhile,  Safeway  securities 
senior  to  the  redeemed  PIK  bonds  re- 
mained outstanding.  "They  call  that 
'being  Safewayed,'  "  says  First  Bos- 
ton's Long.  As  a  result,  the  promised 
yields  didn't  last  very  long,  this  being 
one  of  many  risks  involved  in  PIKs. 

Continues  Long:  "If  you're  thinking 
of  buying  senior  issues,  you  have  to 
check  the  covenants  very  carefully,  to 
see  if  junior  issues  can  be  redeemed 
ahead  of  them."  If  they  can  be,  they 
will  be,  because  the  issuer  saves  more 
by  redeeming  a  PIK  than  by  redeem- 
ing a  regular  bond. 

Another  potential  pitfall  is  figuring 
out  what  the  yield  on  PIK  issues  really 
is.  Dividends  or  interest  are  paid 
based  on  a  PIK's  face  value,  not  on  its 


market  value.  That  sounds  easy 
enough,  but  it's  not. 

Take  the  Fruehauf  preferred.  A 
share  gets  quarterly  dividends  of  92 
cents,  a  total  of  $3.68 — but  in  Frue- 
hauf preferred,  not  in  cash.  Because 
Fruehauf  preferred  was  selling  recent- 
ly at  30%  of  face  value,  the  dividend 
shares  had  a  market  value  of  only 
$1,104.  Thus,  the  current  yield  on  the 
issue  was  only  14.72%  ($1,104  divid- 
ed by  the  $7.50  market  price)  rather 
than  the  49.1%  ($3.68  divided  by 
$7.50)  that  appeared  in  the  stock  ta- 
bles of  your  local  paper. 

A  superhigh  yield  will  prevail  only 
if  Fruehauf  is  able  to  pay  cash  divi- 
dends on  Dec.  31,  1991,  when  its  op- 
tion to  pay  in  paper  expires.  At  that 
time  the  paper  presumably  will  be 
worth  its  $25  face  value.  Anyone  pay- 
ing $7.50  for  a  share  on  Nov.  18,  keep- 
ing all  the  dividend  shares  and  cash- 
ing out  at  face  value  the  day  PIK  ex- 
pires will  have  earned  52.6%  a  year. 


Assuming  all  goes  well  with  the  un- 
derlying, highly  leveraged  deal. 

The  most  important  advice  for 
would-be  PIK  investors:  Know  your 
deal.  Do  the  underlying  assets  have  a 
good  prospect  of  delivering  enough 
cash  flow  to  make  the  deal  whole  a 
few  years  down  the  line?  Could  the 
deal  withstand  a  spike  in  interest 
rates?  Was  it  done  at  a  reasonable 
price?  What  are  the  fundamental  pros- 
pects of  the  business? 

Finally,  PIK  preferreds  promise  tax 
problems,  according  to  Robert  Wil- 
lens,  a  senior  vice  president  at  Shear- 
son  Lehman  Brothers.  The  potential 
complexities  are  endless — figuring 
out  the  tax  basis  of  shares  received  as 
dividends  and  later  sold  involves 
problems  that  boggle  the  mind.  That's 
why  accountants  were  invented.  But, 
of  course,  if  you're  good  enough  to 
play  the  PIK  game  and  win,  you  can 
make  such  a  high  return  that  you'll  be 
happy  to  pay  your  taxes.  ■ 


What  next  for  the  U.S.  dollar?  It  probably 
still  has further  to  fall.  But  in  the  short  term, 
it  could  stabilize. 


Betting  against 
the  greenback 


By  Edwin  A.  Finn  Jr. 


W'hat  lies  ahead  for  the  U.S. 
dollar?  How  low  can  it  go? 
Since  March  1985,  the  U.S. 
currency  has  dropped  48%  against  the 
Japanese  yen,  40%  against  the  British 
pound  and  50%  against  the  West  Ger- 
man mark. 

Two  important  analytical  models 
are  sending  wildly  conflicting  signals. 
One  suggests  the  dollar  should  quick- 
ly drop  25%;  the  other  says  it  should 
rise  25%. 

Behind  the  bearish  model  stands  a 
group  of  Cambridge,  Mass.  econo- 
mists who  include  Harvard's  Martin 
Feldstein  and  MIT's  Rudiger  Dorn- 
busch  and  Paul  Krugman.  They  rea- 
son that  the  U.S.  currency  must  keep 


falling  until  America's  huge  trade  def- 
icit is  wiped  out.  Their  forecast:  The 
dollar  could  fall  as  much  as  25%  with- 
in the  next  18  months,  until  it  is 
worth  only  1.5  German  marks  or  per- 
haps 100  yen. 

If  the  Cambridge  people  are  correct, 
wild  volatility  lies  ahead.  A  dollar 
25%  below  current  levels  would  dra- 
matically boost  U.S.  exports,  inflict- 
ing deep  recession  on  export-based 
economies  such  as  those  of  West  Ger- 
many and  Japan,  and  after  that,  on  the 
world  as  a  whole.  At  home,  the  result 
would  be  falling  living  standards  and 
sluggish  economic  growth  as  prices 
for  imported  goods  increase  and  the 
purchasing  power  of  American  con- 
sumers is  reduced. 

A  lower  dollar  could  also  mean 
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higher  U.S.  interest  rates,  since  for- 
eign investors  would  have  to  be  com- 
pensated for  holding  securities  de- 
nominated in  those  shrinking  U.S. 
dollars.  The  implications  of  a  collaps- 
ing dollar  are  so  scary  that  if  the  dollar 
does  start  to  slide,  don't  overlook  the 
possibility  of  another  Louvre-type  ac- 
cord that  would  once  again  try  to  sta- 
bilize the  buck  or  at  least  slow  its 
decline. 

Against  this  script,  there  is  a  totally 
different  one  that  argues  that  the  dol- 
lar is  actually  undervalued  by  25%. 
The  dollar  bulls,  who  include  Colum- 
bia University's  Robert  Mundell  and 
Stanford's  Ronald  McKinnon,  rely  on 
what  is  known  as  the  purchasing  pow- 
er parity  model.  The  mod- 
el is  based  on  the  notion 
that,  relatively  speaking,  a 
basket  of  comparable 
goods  should  cost  the 
same  in  any  country. 

To  arrive  at  a  proper 
value  for  the  dollar,  the 
parity  model  picks  a  point 
in  time  when  world  cur- 
rencies seemed  in  equilib- 
rium— when  comparable 
market  baskets  cost  about 
the  same  in  various  coun- 
tries. That  is  often 
thought  to  be  1977,  when 
the  dollar  was  worth  269 
yen  and  2.3  German 
marks.  By  indexing  unit 
wage  costs  or  consumer 
prices  from  1977  forward, 
purchasing  power  theo- 
rists have  determined  that 
the  dollar  is  undervalued 
and  should  rise  to  about 
two  German  marks  and 
170  yen. 

Who  is  more  likely  to 
be  right?  The  bulls?  Or 
the  bears?  Right  now  the  strongest 
case  rests  with  the  pessimists  who 
expect  the  dollar  to  fall  further.  Pur- 
chasing power  parity,  beloved  of  the 
bulls,  has  serious  flaws.  For  example, 
the  U.S.  dollar  could  bottom  out  soon- 
er if  the  Japanese  weren't  cutting  prof- 
it margins  to  maintain  market  share 
in  the  U.S.  auto  and  electronics  busi- 
nesses. This  kind  of  activity — rational 
in  individual  terms  but  irrational  in 
macroeconomic  terms — isn't  taken 
into  account  by  economic  models, 
but  in  the  real  world  it  is  a  key  reason 
the  dollar  might  keep  falling. 

The  parity  model  also  ignores  pro- 
tectionist distortions  like  the  tariffs 
that  keep  Tokyo  melon  prices  as  high 
as  $60  apiece.  Nor  does  the  model 
take  into  account  the  fact  that  many 
goods  aren't  freely  tradable.  For  exam- 
ple, if  the  defense  sector  of  the  U.S. 


economy  were  fully  open  to  foreign 
competition  (which  it  is  not),  the  U.S. 
trade  deficit  as  a  percentage  of  gross 
national  product  would  look  even 
worse  than  it  currently  does  (see 
chart). 

Lastly,  the  parity  model  doesn't  rec- 
ognize certain  fundamental  changes 
in  the  world.  For  example,  world  oil 
consumption  has  declined  through- 
out the  decade,  and  since  internation- 
al oil  transactions  are  priced  in  dol- 
lars, demand  for  the  currency  has  de- 
clined accordingly. 

Purchasing  power  calculations 
aren't  totally  useless.  At  car  dealer- 
ships across  America,  prospective 
buyers  run  their  own  purchasing  pow- 


Anemic  greenback 


The  weak  dollar  has  yet  to  narrow  the  gaping  U.S.  cur- 
rent account  deficit,  which  mainly  measures  trade  in 
goods  and  services.  Can  the  dollar  bottom  out  in  1990? 


Current  account  surplus/deficit 
as  percent  of  GNP 


72       74       76       78       '80       '82       '84       '86       '88  '90 

Sources:  Federal  Reserve  Board  of  Atlanta;  Data  Resources  Inc. 


er  models  every  day.  The  sticker  price 
of  a  four-wheel-drive  Toyota  4-Run- 
ner,  for  instance,  has  risen  25%  in  the 
last  two  years,  to  over  $13,000,  push- 
ing the  popular  recreational  vehicle 
up  into  line  with  Chrysler's  Jeep 
Cherokee  model. 

But  the  basic  problem  is  that  a  large 
part  of  the  real  world  is  simply  left  out 
of  the  purchasing  power  parity  model. 
At  the  moment,  then,  the  most  con- 
vincing argument  comes  from  those 
who  think  the  dollar  has  further  to 
fall.  The  only  question  is:  When?  "I 
think  the  dollar  is  pretty  good  where 
it  is  for  now,  but  over  the  next  four 
years  it  should  decline  perhaps  20% 
against  the  yen  and  10%  against  the 
German  mark,"  says  John  William- 
son, a  highly  regarded  currency  expert 
with  the  Washington-based  Institute 
for  International  Economics. 


What  should  investors  do  amidst 
this  currency  confusion?  West  Ger- 
man and  Japanese  government  bonds 
(Forbes,  Feb.  23)  are  a  good  bet.  They 
pay  only  about  5%  to  6%  interest,  but 
the  annualized  currency  appreciation 
has  been  9%  to  16%  since  February. 
Foreign  bonds  can  be  bought  through 
mutual  funds.  Even  though  the  cur- 
rency appreciation  is  likely  to  slow 
considerably  from  that  9%  to  16%, 
bonds  issued  by  those  countries  with 
consistently  strong  trade  surpluses 
(such  as  West  Germany  and  Japan) 
still  look  like  solid  investments. 

Foreign  equities?  Be  careful:  A  slid- 
ing dollar  means  trouble  for  Japanese 
and  West  German  exporters,  while 
U.S.  exporters  such  as  pa- 
per and  chemical  compa- 
nies stand  to  benefit. 

Here's  an  exotic  play. 
Newport,  R.I.'s  Young  Re- 
search &  Publishing,  Inc. 
President  Richard  Young 
recommends  Taiwanese 
dollars,  which  he  con- 
tends are  the  most  under- 
valued currency  in  the 
world.  Over  the  past  three 
years  Taiwan's  buck  has 
appreciated  relatively  lit- 
tle against  the  U.S.  dollar 
despite  the  fact  that  the 
Taiwanese  continue  to 
run  one  of  the  world's 
most  lopsided  trade  sur- 
pluses with  the  U.S. 

Washington  is  pressur- 
ing Taipei  to  push  up  the 
value  of  its  currency,  and 
Congress  could  well  im- 
pose severe  trade  sanc- 
tions if  the  Taiwanese 
don't  comply.  If  Taipei 
caves  in  to  Washington, 
holders  of  the  currency 
could  well  enjoy  some  stunning  gains. 
Since  you  can't  buy  Taiwanese  dollars 
in  the  forward  market,  Young  recom- 
mends taking  a  briefcase  down  to 
your  local  foreign  currency  dealer  and 
loading  up  with  actual  folding  stuff. 
You  won't  get  interest,  but  if  things 
go  your  way,  so  what? 

One  respected  international  invest- 
ment adviser,  Union  Bank  of  Switzer- 
land's Felix  Zulauf,  is  leaning  against 
the  consensus.  Zulauf  reasons  that 
the  biggest  gains  to  be  made  from  the 
dollar's  decline  are  over.  Says  he, 
"People  who  see  the  dollar  sliding 
down  forever  are  like  those  in  the  late 
1970s  who  predicted  oil  prices  would 
rise  to  $100  a  barrel.  Economic  events 
have  a  way  of  correcting  themselves." 
Zulauf  recommends  that  U.S.  inves- 
tors keep  80%  of  their  funds  in  U.S. 
Treasury  bonds.  ■ 
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//  took  inventor  Gordon  Gould  30  long 
years  to  get  the  money  and  recognition 
due  him  as  inventor  of  the  laser. 

Vindicated! 


By  Kerry  Hannon 

Certainly  it  is  one  of  the  in- 
ventions of  the  century.  From 
Manhattan  discos  to  the  Penta- 
gon's Strategic  Defense  Initiative, 
from  delicate  eye  surgery  to  chopping 
steel,  the  uses  of  modern  laser  tech- 
nology are  still  in  their  infancy.  We 
owe  it  all  to  Gordon  Gould,  now  67, 
who  thought  the  whole  thing  up  as  a 
graduate  student  in  physics  at  Colum- 
bia University  in  1957,  and  gave  it  its 
name,  an  acroynm  for  light  amplifica- 
tion by  stimulated  emission  of  radia- 
tion. "I  knew  from  the  beginning  it 
was  the  most  important  thing  I  would 
ever  get  involved  with,"  he  says. 

Gould,  however,  almost  missed  out 
on  the  rewards  from  his  tremendous 
breakthrough.  He  is  a  tenacious, 
chain-smoking,  full-fledged  inventor 
who  holds  12  patents,  not  counting 
the  crucial  3  for  the  laser.  But  he  is — 
or  was — a  bit  naive.  He  thought,  erro- 
neously, that  he  needed  a  physical 
model  before  he  could  file  a  proper 
patent  application.  By  1959  Gould 
filed  his  patent,  only  to  discover  that 
two  other  people  familiar  with  his 
work,  a  Columbia  professor,  Charles 
H.  Townes,  and  Arthur  L.  Schawlow, 
who  was  working  for  AT&T  Bell  Lab- 
oratories, had  elbowed  in  ahead  of 
him  and  applied  for  and  got  patents. 
But  they  didn't  receive  any  royalties 
on  their  patents,  because — another  in- 
tricacy of  patent  law — their  applica- 
tion didn't  include  a  model  of  a  laser. 
The  early  patents  were  actually 
owned  by  Bell  Labs,  in  any  case, 
which  chose  not  to  pursue  the  royalty 
issue  because  of  the  lack  of  a  model. 
Nice  business,  pure  science. 

Gould,  frustrated,  went  to  court, 
where  he  was  almost  continually  un- 
til early  November.  It  was  a  judicial 


Inventor  Gordon  Gould 


A  long  wait  for  his  reward. 


war  of  attrition.  In  1977  a  court 
awarded  Gould  rights  to  the  first  of 
three  patents  he  believed  were  right- 
fully his.  Patents  usually  run  for  17 
years,  and  that  one,  for  a  version 
called  the  optically  pumped  laser,  has 
only  seven  more  years  to  run.  But 
Gould  and  his  backers  still  claim  the 
right  to  royalties  and  license  fees  ret- 
roactively for  the  past  ten  years. 

The  second  patent,  covering  drill- 
ing, cutting  and  welding  with  lasers — 
that  already  has  widespread  and  grow- 
ing applications  in  industry — was 
granted  in  1979,  so  it  has  nine  years  to 
go,  plus  back  dues  from  users. 

The  third  patent,  for  the  gas  dis- 
charge laser,  came  through  last  No- 
vember, which  means  it  runs  until 
2004  and  is  almost  certainly  the  most 
valuable  of  all,  because  it  has  the 
longest  to  mature  and  is  being  used 
most  widely  today.  All  three  patents 
together  cover  around  90%  of  the  la- 
sers used  in  the  U.S. 

Though  Gould  is  understandably 


angry  and  bitter  about  his  long  years 
in  court,  the  truth  is  he  is  infinitely 
better  off  financially  exactly  because 
of  the  extended  legal  battle  he  fought. 
If  he'd  gotten  the  patents  as  he  should 
have,  in  the  early  1960s,  they  would 
all  have  run  out  by  now,  and  the  in- 
fant industry  he  spawned  would  have 
earned  him  relatively  little.  As  it  is, 
Gordon  Gould  is  now  worth  at  least 
$25  million,  with  a  lot  more  to  come. 

Along  with  Gould,  the  other  big 
winners  are  his  financial  backers.  To 
pay  more  than  $9  million  in  legal  and 
other  costs,  he  sold  the  rights  to  80% 
of  the  eventual  royalties  to  two  inves- 
tors, Eugene  Lang,  the  New  York 
high-tech  entrepreneur  and  head  of 
Manhattan-based  Refac  Technology, 
and  Chatsworth,  Calif. -based  Patlex 
Corp.  (1986  revenues,  $6  million),  of 
which  Gould  is  now  vice  chairman. 
Lang  gets  16%;  Patlex  64%. 

Patlex?  Gould's  patent  law  firm, 
Lemer,  David,  Littenberg  &  Samuel, 
introduced  the  inventor  to  one  Gary 
Erlbaum,  who  was  running  a  failing 
home  paneling  company.  Erlbaum 
heard  Gould's  story,  folded  his  com- 
pany in  1979,  renamed  it  Patlex,  and 
used  the  $1.5  million  in  surviving  as- 
sets to  grubstake  Gould's  court  fight. 
Richard  Samuel,  47,  left  the  New  Jer- 
sey law  firm  nearly  five  years  ago  to 
become  the  company's  president. 

The  still  tiny  company,  which  now 
manufactures  lasers  besides  collect- 
ing licensing  fees  from  the  world's 
laser  users,  will  turn  a  profit  for  the 
first  time  this  year,  and  revenues 
should  nearly  triple,  to  $17  million. 
Patlex  stock,  which  trades  over-the- 
counter,  has  doubled  since  the  Octo- 
ber market  crash,  to  around  $11. 

More  than  40  companies  have  or  are 
already  negotiating  laser  licensing 
and  royalty  agreements  with  Patlex, 
among  them:  Eastman  Kodak, 
Chrysler  Corp.,  Union  Carbide,  Gen- 
eral Motors,  GTE,  Honeywell,  Ford 
Motor  Co.,  Motorola  and  United 
Technologies. 

The  Kodak  agreement  is  the  first 
license  awarded  for  use  with  compact 
disks  and  calls  for  a  royalty  of  one 
penny  per  disk  for  Patlex.  In  addition 
to  the  disk  royalty,  Kodak  will  pay 
Patlex  a  5%  royalty  on  laser  sales  and 
on  internal  company  use  of  lasers. 

Gould  and  Patlex  have  not  seen  the 
last  of  their  court  battles,  however. 
The  lawyers  will  be  fully  employed 
going  after  other  lasermakers  and  la- 
ser users,  who  for  years  have  been 
using  the  technology  for  free. 

Gould  reckons  that  the  patents  are 
worth  $100  million  today  and  will 
more  than  double  in  value  over  the 
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next  five  years.  There  is  one,  not  so 
small,  hang-up.  Although  Gould's 
patents  cover  military  uses,  there  is 
currently  a  dispute  as  to  whether  the 
U.S.  government  must  pay.  Uncle 
Sam  says  he  already  has  a  royalty-free 
license  because  of  a  government  con- 


tract awarded  to  Gould  back  in  the 
early  Sixties.  Back  to  court. 

Whatever  the  eventual  outcome, 
these  days  the  physicist  has  time  to 
relax  at  his  waterfront  hideaway  in 
Kinsale,  Va.,  where  he  continues  to 
work  on  inventions.  He  also  has  time 


to  cruise  the  shore  in  his  new  white 
Mercedes.  "Funny  thing  is,  I'm  not 
real  angry  at  them  anymore,"  he  says 
of  his  opponents  in  court.  Still,  some 
bitterness  lingers.  All  those  years 
without  professional  recognition  are 
not  compensated  by  money  alone.  ■ 


Certain  facts  of  the  art  market  can  be 
counted  on  to  subvert  the  good  intentions 
in  Senator  Kennedy's  new  bill. 

Art  for 
whose  sake? 


By  Ronald  Bailey 


REMEMBER  GULLEY  JlMSON,  the 
impoverished  and  slightly  mad 
artist  hero  of  Joyce  Cary's  nov- 
el The  Horse's  Mouth'1.  He's  a  painter,  a 
genius,  forced  to  live  by  his  wits  in  a 
world  indifferent  to  his  needs. 

Obviously  Senator  Edward  Kenne- 
dy (D-Mass.)  remembers.  He  is  spon- 
soring the  Visual  Artists  Rights  Act  of 
1987,  a  bill  supposedly  designed  to  aid 
poor,  unrecognized  painters  and 
sculptors.  The  bill  has  three  parts — 
two  of  which  are  uncontroversial.  But 
the  third  provision,  ironically,  could 
drastically  shrink  the  market  for 
those  very  Gulley  Jimsons  whom 
Kennedy  presumes  to  help. 

The  first  provision  eliminates 
the  copyright  registration  require- 
ment for  works  of  fine  art,  liberat- 
hv  artists  from  a  bureaucratic 
bother.  The  second  establishes  the 
"moral  rights"  of  an  artist  to  pre- 
vent the  intentional  distortion, 
mutilation  or  destruction  of  works 
of  art  (excepting  those  attached  to 
buildings).  The  sculptor  Alexander 
Calder  thus  might  have  had  the 
law  on  his  side  to  prevent  his  black 
and  white  sculpture  Pittsburgh  from 
being  painted  green  and  gold.  Both 
of  these  provisions  enjoy  wide  sup- 
port in  the  art  world. 

It's  the  third  provision  in  the 
Kennedy  bill,  the  so-called  resale 
proceeds  rights  provision,  that  has 
artists  and  agents  at  odds  with 
dealers  and  collectors  and  has  the 
makings  of  a  self-defeating  mess. 


The  Kennedy  bill  requires  payment 
to  an  artist  of  7%  of  the  difference 
between  purchase  price  and  selling 
price  of  an  artwork  when  it  is  resold. 
Payments  apply  to  sales  in  excess  of 
$1,000  and  when  the  value  increases 
by  at  least  150%.  Payments  would  be 
made  during  the  lifetime  of  the  artist 
and  for  50  years  after  his  death. 

No  legislator  wants  poor  Gulley  to 
freeze  to  death  in  a  hovel,  especially  if 
the  money  to  save  him  comes  from 
rich  collectors  and  greedy  auction 
houses.  Nevertheless,  certain  market 
facts  can  be  counted  on  to  subvert  all 
the  good  intentions  embodied  in  the 
Kennedy  bill. 

The  vast  majority  of  art  declines  in 


Senator  Kennedy  at  a  hearing 
No  one  wants  Gulley  Jimson  to  freeze. 


value  over  time.  Thus  the  proposed 
statute  is  a  one-way  street.  Artists 
would  profit  when  their  art  appreci- 
ates but  would  not  share  losses  when, 
as  is  much  more  likely,  the  value  of  a 
work  declines.  (In  any  case,  artists 
surely  profit  on  their  new  work  when 
prices  begin  to  escalate  on  their  earli- 
er work.)  Collectors,  on  the  other 
hand,  pay  what  the  market  will  bear 
when  the  work  is  sold.  They  also  pay 
for  insurance,  storage  and  conserva- 
tion, and  bear  all  the  risks. 

The  7%  may  well  act  like  a  tax.  It 
puts  the  work  of  contemporary  artists 
at  a  price  disadvantage  to  the  work  of 
artists  who  are  long  gone.  Collectors 
thus  might  turn  away  from  the  work 
of  living  artists  and  instead  purchase 
Impressionists,  Victorians  and  Old 
Masters,  thus  shrinking  the  market 
for  contemporary  art. 

John  Koegel,  an  attorney  represent- 
ing artists,  maintains  the  laws  of  eco- 
nomics do  not  apply  to  the  art  market. 
He  calls  the  claim  that  collectors  will 
curtail  their  purchases  of  contempo- 
rary art  because  of  the  royalty  fee  "ba- 
loney." Perhaps.  But  the  resale  rights 
statute  could  well  have  another  tax- 
like effect.  Its  enactment  is  likely  to 
drive  a  portion  of  the  thriving  con- 
temporary art  market  abroad.  After 
California  enacted  a  resale  rights  stat- 
ute 11  years  ago,  Sotheby's  immedi- 
ately suspended  all  sales  of  contempo- 
rary art  in  Los  Angeles. 

Proponents  argue  that  the  bill 
would  simply  extend  the  same 
rights  and  benefits  that  the  copy- 
right laws  already  extend  to  other 
creative  individuals,  such  as  writ- 
ers, composers,  choreographers. 
But  would  it?  Gilbert  Edelson,  vice 
president  of  the  Art  Dealers  Asso- 
ciation of  America,  asks,  "Should 
Ernest  Hemingway  today  get  a  roy- 
alty on  the  resale  of  a  first  edition 
of  The  Sun  Also  Rises,  which  is  worth 
something  in  the  market  today? 
That's  really  the  analogy." 

There  is,  in  short,  a  case  to  be 
made  that  the  resale  rights  provi- 
sion would  do  far  more  harm  than 
good  for  the  great  majority  of 
America's  artists.  Congress  will 
have  this  in  mind,  presumably,  on 
Dec.  3,  when  Senator  Kennedy  pre- 
sides over  new  hearings  on  his  Gul- 
ley Jimson  bill.  ■ 
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The  consensus  is  that  the  U.S.  will  fare 
better  in  any  future  oil  crisis.  That  is  proba- 
bly an  illusion,  though  a  comforting  one. 


The  third  oil  crisis 


By  James  Cook 

The  word  began  to  leak  out  a  little  after  4 
o'clock  New  York  time,  that  afternoon  in 
July  1988.  According  to  reports  from  Bei- 
rut, Iranian  terrorists,  as  part  of  a  con- 
certed attack  on  oil  facilities  throughout 
the  Middle  East,  had  blown  up  a  portion 
of  Iraq's  vital  1  5-million-barrel-a-day 
crude  oil  pipeline  through  Turkey  to  the 
Mediterranean  city  of  Ceyhan.  The  New 
York  Mercantile  Exchange  had  already 
closed,  but  traders  professed  unconcern. 
Oil  markets  had  withstood  similar  crises 
in  recent  years  with  relative  equanimity. 

At  11  o'clock  the  following  morning, 
however,  an  unidentified  government 
source  in  Cairo  reported  that  Saudi  Ara- 
bia 's  Petroline pipeline  to  the  Red  Sea  port 
of  Yanbu  had  been  blown  up  in  three 
different  locations,  cutting  around  1.6 
mil/ion  barrels  a  day  of  Saudi  arid  Iraqi 
oil  off  from  their  export  markets.  At  noon 
Saudi  Arabia's  oil  minister;  llesham  M. 


Nazir,  confirmed  the  loss  of  the  king- 
dom's pipeline  export  capacity,  and 
claimed  that  the  loss  could  be  made  up  by 
shipments  through  the  war-torn  Arabian 
Gulf.  But  the  damage  had  been  done  In 
less  than  24  hours,  roughly  a  third  of  the 
Middle  East's  production  had  been  cut  off 
from  its  markets. 

The  third  oil  crisis  had  begun 

The  above,  one  hopes,  will  never 
happen.  The  talk  today  is  mostly 
about  oil  surpluses  and  weakening 
world  prices.  But  it  could  happen. 
What  if  there  were  another  oil  crisis? 
After  all,  the  five  big  Middle  East  pro- 
ducers— Iran,  Iraq,  the  United  Arab 
Emirates,  Kuwait  and  Saudi  Arabia — 
still  provide  close  to  30%  of  the  Free 
World's  oil.  And  the  Middle  East  is  so 
volatile  nobody  can  discount  the  pos- 
sibility of  some  sort  of  political  or 
military  flareup  at  any  time. 
What  if  the  region  did  lose  a  third  or 

Jeffrey  MacMillan 


Gas  line,  circa  1973 

In  an  emergency,  demand  surges. 


more  of  its  export  volume? 

"Short  of  a  World  War  III  situation, 
I  think  we  could  manage,"  says  Mel- 
vin  A.  Conant,  head  of  Washington, 
D.C.'s  Conant  &  Associates,  Ltd.,  an 
energy  consulting  firm.  "We  are 
much  better  off  than  we  were  back  in 
the  1970s,"  says  Don  Etchison,  direc- 
tor of  the  Illinois  Department  of  Ener- 
gy &  Natural  Resources. 

Conant  and  Etchison  reflect  the 
majority  view.  That  view,  as  inves- 
tors and  business  people  have  learned 
to  their  cost,  is  not  always  reliable  in 
a  world  as  interconnected  as  today's, 
where  events  happen  with  a  speed 
inconceivable  even  a  decade  ago. 

The  optimists  take  comfort  from 
the  U.S.  Strategic  Petroleum  Reserve, 
which  holds  enough  oil  to  produce  the 
equivalent  of  half  the  U.S.'  import 
needs  for  four  months.  But  the  reserve 
may  be  like  the  Maginot  Line — an 
illusory  defense.  Even  counting  the 
reserve,  world  oil  inventories  at  the 
end  of  last  year  were  no  higher  than  in 
1979.  As  governments  around  the 
world  built  their  reserves,  the  oil 
companies  cut  inventories  corre- 
spondingly. And  most  of  the  discre- 
tionary stocks  they  still  have  have 
probably  been  hedged,  so  that  title  has 
effectively  been  transferred  to  others. 

Even  worse,  there's  considerable 
unease  about  the  U.S.'  ability  to  get 
the  Strategic  Petroleum  Reserve  into 
production  and  to  deliver  its  output  to 
the  appropriate  refineries.  "We  have 
been  advocating  increased  and  more 
realistic  testing  of  energy  emergency 
scenarios,"  says  Charles  Imbrecht, 
chairman  of  the  California  Energy 
Commission,  "including  the  simple 
technological  capability  of  retrieving 
the  SPR  oil."  According  to  one  Energy 
Department  official,  in  an  emergency 
the  Reserve  will  be  supplying  3  mil- 
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Commodities  expert  Philip  K.  Verleger  Jr. 

Is  the  Department  of  Energy  fighting  the  last  war? 


It  seems  there  was  a  certain  multi-billion-dollar-a-year 
farmer.  One  who  believed  in  other  liquids  besides  milk. 

So  he  acquired  Gulf  Oil  in  eleven  northeastern  states. 
By  now  you  probably  know  his  name:  Cumberland  Farms. 

Well;  sir7  one  morning  in  the  midst  of  all  this  growth, 
Cumberland  Farms  discovered  they7d  outgrown  their  own 
communications  system.  So  they  started  looking  around  for  a 
company  that  handles  telecommunications  and  information 
management  as  well  as  they  handle  liquids. 

They  picked  NYNEX7  for  some  interesting  reasons. 

Naturally  Cumberland  Farms  knows  the  value  of 
freshness.  So  when  NYNEX  came  up  with  some  original 
solutions  to  their  needs— like  privately  owned  lines  with  data 
capabilities  between  their  headquarters  and  their  distribution 
;  and  a  system  that  could  keep  growing  with  their 


one  about  the 


:ompany— they  liked  the  freshness  of  our  thinking. 

They're  also  known  for  competitive  prices.  So  when 
hey  saw  our  bid,  they  said;  How  now7  NYNEX.  And  as  experts 
n  liquidity  they  were  glad  to  let  NYNEX  help  with  the  deal. 

The  NYNEX  family  of  information  companies  would 
ike  to  help  you;  too— with  everything  from  computer  systems 
o  telecommunications.  Give  us  a  call  at  1  800  535-1535. 

You  may  never  look  back. 

Because  once  our  clients  find  out  the  answer  is 
^TYNEX;  how;re  you  gonna  keep  ;em  down  on  the  farm? 


THE  ANSWER  IS 


INFORMATION  SYSTEMS  •  TELECOMMUNICATIONS  •  SOFTWARE 
PUBLISHING  •  BUSINESS  SERVICES 


ho  a  barrels  a  day  within  30  days,  and 
can  do  so  at  that  rate  for  120  days. 
What's  at  question,  he  says,  is  the 
industry's  ability  to  get  the  crude 
where  it's  needed. 

"What  the  Department  of  Energy  is 
doing  is  fighting  the  last  war,"  says 
Philip  K.  Verleger  Jr.,  a  Washington, 
D.C.-based  commodities  expert  who 
writes  a  monthly  petroleum  econom- 
ics analysis  for  Boston's  Charles  River 
Associates.  "The  world  oil  market 
has  been  commoditized. 
We're  now  trading  over  100 
million  barrels  of  crude  a 
day  in  the  world  market,  vs. 
a  million  or  two  when  the 
last  crisis  occurred. 

"The  first  thing  that's  go- 
ing to  happen  in  a  crisis  is 
that  these  markets  are  go- 
ing to  move,  and  move  rap- 
idly— much  more  rapidly 
than  they  did  in  the  Seven- 
ties, when  oil  moved  at  offi- 
cial prices.  The  liquidity  of 
the  futures  market  will  be 
gone.  There'll  be  plenty  of 
buyers,  but  no  sellers. 
Prices  will  rise  rapidly. 
Costs  and  prices  are  now 
tied  to  the  spot  market,  so 
that  retail  prices  will  go  up 
the  full  amount  of  the  in- 
crease in  the  spot  market. 
The  economic  damage 
could  be  completely  trans- 
mitted to  the  economy  long 
before  the  first  Internation- 
al Energy  Agency  emergen- 
cy meeting  is  held." 

Verleger  expects  the  next 
oil  crisis  to  be  much  worse 
than  the  last.  "In  a  panic," 
he  says,  "the  shorts  will 
rush  to  cover  in  the  futures 
market,  others  will  rush  to 
buy,  and  margin  require- 
ments will  suck  cash  out  of 
other  markets  the  way  the 
stock  market  did  in  the  Oc- 
tober crash.  Traders  with  short  posi- 
tions would  have  to  come  up  with 
very  large  margin  payments.  Wall 
Street  firms  that  are  the  clearing 
members  of  the  Mercantile  Exchange 
will  have  to  come  up  with  a  good  deal 
of  capital  quickly  for  their  customers, 
and  to  get  it  they  would  be  forced  to 
liquidate  other  assets  and  so  produce  a 
major  drop  in  stock  prices.  It's  hard  to 
pinpoint,  but  you  could  be  talking 
about  a  need  for  $5  billion  to  $10 
billion  over  a  very  few  days." 

Such  concerns  might  have  seemed 
overdone  until  the  stock  market  crash 
two  months  back  demonstrated  the 
speed  with  which  price  changes  can 
take  place  in  an  electronic  market. 


In  an  emergency,  stock-building 
would  surge,  as  it  always  does  with 
the  threat  of  shortage,  buyers  would 
double-  and  triple-order,  consumers 
would  rush  to  stock  up  and  gas  lines 
would  lengthen.  "The  biggest  un- 
known is  psychology,"  says  John 
Lichtblau,  head  of  New  York's  au- 
thoritative Petroleum  Industry  Re- 
search Foundation,  Inc.  "The  more 
you  hoard,  the  more  the  shortage,  the 
more  the  shortage,  the  more  you 


Choke  points 


Middle  East  oil  moves  to  market  through  the  Persian 
Gulf  and  by  pipeline  to  ports  on  the  Red  Sea  and 
Mediterranean.  Only  10%  of  the  region's  exports  go 
to  the  U.S.,  but  any  disruption  in  supply  would  be 
shared  more  or  less  equally  around  the  world. 


hoard.  And  as  the  price  rises,  holding 
inventory  becomes  attractive,  which 
is  what  happened  in  1979." 

Committed  to  the  beneficent  work- 
ings of  the  free  market,  the  Adminis- 
tration doesn't  expect  any  of  this  to 
happen.  As  a  report  from  the  Depart- 
ment of  Energy  concluded  in  March, 
"Increased  reliance  on  market  forces 
to  set  prices  and  to  allocate  supplies 
in  the  event  of  a  disruption  should  do 
much  to  prevent  the  gasoline  lines, 
regional  inequities,  and  general  con- 
fusion that  prevailed  before." 

Other  officals  disagree.  New  York 
State's  Energy  Commissioner  Wil- 
liam Cotter  replies:  "Imagine  some 
guy  with  seven  kids  who  uses  his  car 


to  sell  ties  for  a  living,  and  they  tell 
him,  'Don't  worry  about  a  shortage, 
we're  just  going  to  let  prices  rise,  and 
people  who  can  afford  to  drive  will, 
and  those  who  can't  won't.'  " 

What  is  worrisome  is  that  given  the 
rapidity  of  any  price  runup,  there 
would  be  little  the  government  could 
do  to  control  the  situation.  It'll  take 
three  to  five  days  to  auction  oil  from 
the  Strategic  Petroleum  Reserve,  too 
long  to  dampen  the  price,  and  most 
private  inventories  will 
have  been  hedged,  so  that 
price  controls  would  only 
bankrupt  the  traders  hold- 
ing the  futures.  The  Mer- 
cantile Exchange  could  try 
to  slow  the  price  rise  by 
raising  margin  require- 
ments, requiring  liquida- 
tion of  positions  by  firms 
that  are  long  and  permit- 
ting trading  for  liquidation 
only.  The  exchange  could 
close  down,  but  Verleger 
believes  the  producing 
countries  would  see  that  as 
an  attempt  to  knock  down 
the  price  and  react  by  cut- 
ting production  to  support 
prices. 

Phil  Verleger  says:  "What 
you  need  is  a  mechanism  to 
flood  the  market  with  li- 
quidity the  way  the  Fed  did 
during  the  stock  market 
crash."  He  thinks  the  Ener- 
gy Department  ought  to  set 
up  a  trading  department  to 
buy  and  sell  oil,  so  it  would 
understand  the  commod- 
ities markets  and  in  a  crisis 
be  able  to  sell  oil  into  a 
market  that  had  no  other 
sellers,  providing  the  li- 
quidity the  market  needs  to 
function.  "It's  got  to  sell  oil 
and  be  prepared  to  pump  it 
out,"  he  says.  As  a  start,  the 
Department  of  Energy 
could  begin  buying  oil  for  the  strate- 
gic reserve  through  the  commodities 
markets  rather  than  by  auction. 

Verleger  has  little  hope  that  such  a 
solution  is  possible.  Populists  in  Con- 
gress would  probably  rather  put  the 
economy  at  risk  than  court  the  possi- 
bility that  somebody  would  make 
windfall  profits  on  a  price  runup.  It's 
the  same  sort  of  paralysis  that  pre- 
vents solutions  of  many  of  the  prob- 
lems the  country  faces  today.  A  na- 
tion that  cannot  balance  its  budget 
even  in  good  times,  that  insists  on 
living  beyond  its  means,  can  hardly  be 
expected  to  behave  wisely  in  the  face 
of  something  that  affects  every  man 
the  way  mushrooming  oil  prices  do.  ■ 
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liking  about  Samsung 


Everyday  in  the  boardrooms  of 
major  corporations  the  Samsung 
Group  is  finding  its  way  onto  the 
agenda. 

How,  they're  asking,  did  a  small 
Korean  trading  company  become  one 
of  the  world's  leading  corporations  in 
such  technology  intensive  fields  as 
electronics,  telecommunications, 
semiconductors,  optical  fibers  and 
aerospace,  in  just  50  years? 

We  believe  the  answer  is  simple  — 
our  unshakable  commitment  to 
quality  products  and  excellent  service 
have  created  a  corporation  where 
success  breeds  success. 

Experienced  management  and  a 
skilled  workforce  are  the  key  qualities 
that  have  attracted  GE,  SEIKO,  UTC, 
CORNING  GLASS  WORKS, 
HEWLETT-PACKARD  and 
AMOCO  to  team  up  with  us. 

Such  business  ventures  have  helped 
them  reach  new  heights.  So  it's  not 
surprising  that  they  often  talk  about 
the  Samsung  Group  too. 


©SAMSUNG 


Represented  by  Samsung  Co.,  Ltd. 

CPO  Box  1144  Seoul,  Korea 

Tel:  751-2114  Telex:  STARS  K23657/K23302/K23169 
Cable  Address:  STARS  SEOUL 

Business  Lines  of  the  Samsung  Group 


■  Trad* 

•  Samsung  Co.,  Ltd. 

■  Electronic! 

•  Samsung  Electronics  Co..  Ltd. 

•  Samsung  Electron  Devices  Co  .  Ltd 

•  Samsung  Electro-Mechanics  Co  ,  Ltd 

•  Samsung  Corning  Co.,  Ltd. 

•  Samsung  Hewlett-Packard 

•  Samsung  Semiconductor  & 
Telecommunications  Co.,  Ltd 

•  Samsung  Data  Systems  Co  Ltd. 

■  Heavy  and  Chemical 

•  Samsung  Shipbuilding  & 
Heavy  Industries  Co.,  Ltd. 

•  Samsung  Petrochemical  Co  Ltd. 

•  Samsung  Construction  Co.,  Ltd. 

•  Korea  Engineering  Co  Ltd. 

•  Chonju  Paper  Manufacturing  Co  Ltd 

■  Precision 

•  Samsung  Aerospace  Industries,  Ltd 


>  Samsung  Watch  Co  Ltd. 

•  Samsung  Medical  System  Co  Ltd. 

■  Food  Processing  and  Textile 

■  Cheil  Sugar  &  Co  Ltd. 

•  Cheil  Woot  Textile  Co..  Ltd. 

•  Cheil  Synthetic  Textiles  Co.,  Ltd. 

■  Service 

•  Koryo  General  Hospital 

•  Dongbang  Lite  Insurance  Co  Ltd 

•  Ankuk  Fire  A  Marine  Insurance  Co..  Ltd. 

•  Hotel  Shilla  Co.,  Ltd. 

•  The  Westin  Chosun 

•  Shinsegae  Department  Store  Co.,  Ltd. 

■  Culture  and  Social  Welfare 

•  Yong-in  Farmland 

•  Joong-ang  Development  Co. .  Ltd. 

•  The  Joong-ang  Daily  News 

•  Samsung  Foundation  of  Art  &  Culture 

•  Samsung  Lions  Co.,  Ltd. 


If  a  picture  is  worth  a  thousand 
words,  the  picture  most  technical 
analysts  currently  paint  is  de- 
pressing. If s  just  the  same  word 
repeated  a  thousand  times: 

"Sell," 
they  say 


By  Peter  Brimelow 


F|  orbes  has  always  been  skeptical  of  technical  analy- 
sis— the  idea  that  you  can  predict  the  market's  fu- 
ture by  looking  at  past  trading  action,  particularly 
price  movement  patterns  displayed  on  a  chart.  Of  course,  if 
you  are  skeptical  about  technicians'  wizardry,  you  may 
have  reason  to  be  cheerful:  Many  technicians  are  depress- 
ingly  gloomy. 

But  Forbes,  ever  open-minded,  is  aware  that  some  tech- 
nicians have  beaten  the  market.  Maybe  it  wasn't  all  due  to 
luck.  Technical  analysis  is  growing  in  popularity.  Maybe 
there's  a  good  reason  for  that,  too. 

In  this  spirit  of  open-mindedness,  and  because  investors 
need  all  the  help  they  can  get  in  these  bewildering  times, 
we  present  a  sampler  of  especially  striking  charts  from 
leading  technical  investment  letters,  all  of  which  have 
substantial  reputations  in  their  field.  For  good  measure  we 
throw  in  two  interesting  charts  from  a  critic  of  charting. 
Ironically,  that  skeptic  is  bullish. 


198O    I  1981   I  1982    I   1983  I  1981.   1  1985  I  1986   I  I9«7    I  1988  I  198? 


"Black  Monday  broke  the  back  of  both  the  secular  bull  and 
cyclical  bull  trends  born  in  1974  and  1982  respectively," 
says  Deliberations'  Ian  McAvity  of  his  dramatic  hand-plot- 
ted monthly  chart  of  the  NYSE  composite  index  (see 
above).  Still,  McAvity  says,  "80%  of  the  damage  may 
already  have  been  done — if  we're  lucky."  He  speculates 
that,  after  new  lows  next  February  or  March  at  around 
1400  on  the  Dow,  the  market  may  work  its  way  sideways 
for  several  years,  as  it  did  following  the  1937-38  collapse. 
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Coming  in  the  new  Lincoln  Continental. 

For  your  free  personal  preview,  call  1-800-822-9010. 
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Martin  J.  Pring,  editor  of  the  Pring  Market  Review  and  author 
of  the  industry  handbook  Technical  Analysis  Explained,  gen- 
erates his  charts  by  computer.  Pring  gauges  the  market's 
underlying  trend  by  calculating  moving  averages  of  its 
position  over  differing  time  periods.  He  says  longer-term 
moving  averages  smooth  out  random  fluctuations  but  are 
sometimes  slow  to  pick  up  a  major  trend  change. 

In  October,  however,  the  S&P  composite  decisively 
broke  through  its  12-month  moving  average.  "That's  hap- 


pened only  five  times  this  century  after  this  sort  of  pro- 
tracted advance— in  1929,  1946,  1953,  1957  and  1966," 
Pring  says.  "Each  was  followed  either  by  a  bear  market  or 
by  a  period  of  considerable  consolidation." 

Adding  to  Pring's  perturbation:  the  high  proportion  of 
individual  industry  groups  constituting  the  S&P  compos- 
ite that  are  above  their  12-month  moving  averages  on  a 
"smoothed"  basis.  Pring  calls  this  the  Group  Momentum 
Indicator.  It's  now  at  levels  associated  with  market  tops. 


BEAR    MARKETS  DECLINE     MAGNITUDE  »- 
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Technical  Trends.  PO  Box  22H  Chappaqua.  NY  10514 


One  of  the  central  assumptions  of  technical  analysis  is 
that  history  repeats  itself.  Technical  Trends1  Arthur  A. 
Merrill  offers  this  graphic  representation  of  how  far  this 
bear  market  has  repeated  history — and  how  far  it  still  has 


to  go.  Merrill's  inference:  A  slide  equivalent  to  the 
median  bear  market  would  last  until  December  1988. 
However,  he  says  that  it  would  probably  not  go  much 
below  the  1700  area. 


46 


FORBES,  DECEMBER  14,  1987 


If  you  buy  a  luxury  sedan 
before  December  26, 


you  could  be  cornering 
without  the  most  advanced 

luxury  car 
steering  system 
in  the  world. 


1 


Coming  in  the  new  Lincoln  Continental. 

For  your  free  personal  preview,  call  1-800-822-9010. 


The  Insider.  34"!  N.  Fed/-n;l  Hichwjv.  Fon  Lauderdale,  FL  33306 
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^  The  Insiders  Index 

Norman  Fosback  of  the  Institute  for  Econometric  Re- 
search dismisses  chart  patterns  as  "windmills  of  the 
mind"  in  Stock  Market  Logic,  his  much-praised  book  on 
investment  methods.  But  the  institute's  numerous  invest- 
ment letters  have  some  pretty  pictures.  Fosback  believes 
that  buying  reported  to  the  SEC  by  corporate  insiders  is 
closely  correlated  to  subsequent  stock  surges,  albeit  some- 
times prematurely.  He  regards  insider  transactions  as  bull- 


ish when  more  than  35%  of  them  are  purchases.  Black 
Monday,  he  says,  was  the  first  major  failure  of  his  Insider 
Indicator,  a  five-week  moving  average  of  weekly  insider 
reports.  But  since  Oct.  19  there  has  been  an  insider  buying 
frenzy  unprecedented  since  the  market  bottom  in  1974. 
For  the  next  20  days  alone,  Fosback  reports  90%  insider 
buyers  of  NYSE  issues,  and  an  incredible  98%  on  the 
Amex.  So  he  remains  a  bloodied  but  unbowed  bull. 


Mulual  Fund  Forecaster.  3471  N  Federal  Highway.  Fon  Lauderdale,  FL  33306 
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-STOCKS,  TREASURY  BILLS  and  GOLD 

TOTAL  RETURNS  AFTER  INFLATION   

1871-1986 

The  Institute's  Total  Return  Index  of  NYSE  Common  Stocks, 
Three  Month  Treasury  Bis  and  Gold  Button; 
~  All  Deflated  by  the  Consumer  Price  Index 

 EACH  HORIZONTAL  LINE  REPRESENTS  A  DOUBLING  


STOCKS - 


T- BILLS. 
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Other  factors  lie  behind  Fosback's  fortitude.  His  studies 
show  that  over  the  long  term  the  stock  market  has  been 
literally  invincible,  far  outpacing  alternative  investments. 
This  is  particularly  true  if  dividends  are  taken  into  ac- 
count. Fosback  figures  that  in  the  long  run  they  account 
for  almost  half  the  return  on  common  stocks. 

Fosback's  NYSE  Total  Reaim  Index  is  an  unweighted 
index  that  includes  capital  appreciation  and  reinvested 
dividends.  It  reflects  the  average  investor's  experience. 


Adjusted  for  inflation,  a  dollar  invested  in  stocks  in  1871 
would  have  been  worth  $6,743  by  1986.  By  contrast,  a 
dollar  of  T  bills  would  be  worth  only  $8,  and  a  dollar  of 
gold  less  than  $2 — investors'  experience  in  the  last  20 
years  being  quite  atypical.  For  more  than  a  century,  stocks 
have  maintained  a  powerful  long-run  growth  rate  of  about 
12.6%  compounded,  with  impressive  consistency.  You'd 
need  the  patience  of  a  saint  to  buy  and  hold  through  the 
intervening  bear  markets.  But  you'd  be  a  rich  saint.  ■ 
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Buckle  up-together  we  can  save  lives.  LINCOLN-MERCURY  DIVISION 


822-9010. 


I  called  three  times  and  got  cut  off 
three  times.  Then  I  thought,  what  if  Id  been  a 
customer?  Wuld  I  have  bothered? 

My  plane  was  late  so  I  wanted  to  let  the  office 
know.  Well,  I'm  trying  to  call  but  nobody s  picking 
up.  I  start  counting  the  rings  and  I'm  up  to  12 
when,  finally,  somebody  picks  up  and  mumbles 
"lobby. "  Then  click,  I'm  disconnected.  Three  times 
in  a  row  this  happens.  And  I'm  just  about  to  boil. 
I'm  thinking,  what's  happening  to  other  callers? 
How  many  sales  are  falling  through  the  cracks? 
Why  did  we  ever  gamble  with  this  cursed  phone 
system  when  we  knew 

AT&T  comes  through,  JIJ 


AT&T  Messaging  Solutions 

With  an  AT&T  System  85  or  75,  you  can  permanently 
remove  communications  barriers  between  your  people  and 
your  customers.  Reason:  AT&T's  Unified  Messaging  prod- 
ucts provide  the  widest  range  of  integrated  messaging 
options  in  the  industry,  so  virtually  no  calls  will  go 
unanswered. 

Example:  Audio  Information  Exchange  or  AUIM 
lets  users  send  or  retrieve  spoken  messages  around  the 
clock,  through  a  company-wide  message-recording  system. 

Example:  Through  a  Message  Center,  your  trained 
staff  can  intercept  unanswered  calls.  And  provide  up-to-the- 
minute  information  on  your  people,  wherever  they  are. 

To  learn  more,  contact  vour  AT&T  Account  Executive. 
Or  call  1  800  247-1212. 

From  equipment  to  networking,  from  computers 
to  communications,  AT&T  is  the  right  choice. 

©  1987  AW 


AT&T 

The  right  choice. 


As  I  See  It 


Western  Europe,  says  scholar-businessman 
Romano  Prodi,  suffers  from  slow  growth, 
mediocre  political  leaders  and  a  compla- 
cent populace — not  all  of  which  is  bad 

Europe's  quiet 
revolution 


By  Steven  Solomon 


Romano  Prodi,  former  professor 
economics  and  industrial 
ipolicy  at  the  University  of  Bo- 
logna, visiting  professor  at  Harvard 
and  Italy's  onetime  Minister  of  Indus- 
try, is  also  a  shrewd  businessman. 
Since  1982  Prodi,  48,  has  been  presi- 
dent of  Italy's  state-owned  Istituto  per 
la  Recostruzione  Industriale.  IRI  man- 
ages well  over  500  companies  that 
account  for  3%  of  Italian  employment 
and  gross  $35  billion  a  year  in  reve- 
nues. Since  taking  the  job,  Prodi  has 
cut  IRI's  employment  rolls  by  70,000, 
to  470,000,  sold  chunks  of  the  IRI 
holdings  and  negotiated  several  inter- 
national joint  ventures  with  European 
and  U.S.  companies. 
When  he  took  the  job,  IRI 
was  losing  $2  billion  a 
year.  Last  year  it  earned 
nearly  $300  million — an 
achievement,  said  Prodi 
in  a  recent  interview  with 
Forbes,  that  can  be  credit- 
ed in  no  small  part  to  the 
quiet  but  profound 
changes  sweeping  across 
Europe. 


Prodi:  Economic  growth  is 
very  slow  in  Europe. 
There  are  no  dynamic  po- 
litical leaders,  and  they 
know  they  are  governing  a 
people  content  with  the 
present  situation. 

Some  might  argue  that, 
as  a  result,  Europe  is  not 
in  good  shape.  I  complete- 
ly disagree.  For  the  first 
time  Europeans  are  under- 


taking the  structural  changes  to  cre- 
ate an  integrated  Europe.  Intra-Euro- 
pean  companies  are  being  built.  There 
is  already  a  European  stock  exchange, 
centered  in  London,  with  a  few  re- 
gional exchanges  like  Frankfurt  and 
Paris,  where  all  the  large  European 
companies  place  paper.  Before,  it  was 
impossible  to  negotiate  with  a  French 
businessman,  for  example,  about  join- 
ing forces.  He  always  said,  "C'est  un 
probleme  politique."  Now  he  says, 
"Let's  talk." 

This  is  a  dramatic  historical 
change.  Slow  growth  compels  you  to 
rationalize  your  productive  capacity 
and  optimize  through  new  skills  and 
work  methods.  And  this  procedure 
works  better  without  big,  dynamic 


Italy  's  Romano  Prodi 

Quiet  but  profound  changes  are  sweeping  Europe. 


political  leaders  because  it  requires  a 
long,  tedious  job  of  traveling  and  ne- 
gotiating the  boring  details. 

You  say  there  is  no  urgency,  but  Western 
Europe's  unemployment  rate  is  10%.  Isn 't 
that  cause  for  grai  'e  concern.'' 
In  theory,  with  10%  unemployment 
Europe  should  blow  up.  But  it  doesn't 
blow  up.  Why?  First,  there  are  still  all 
kinds  of  social  parachutes.  Women 
are  working,  so  there  are  multi-wage- 
earning  families.  And  then  there  is  an 
enormously  important  change  occur- 
ring in  the  demographic  structure — 
an  absolute  decrease  in  population.  In 
Italy  this  year  the  birth  rate  was  only 
half  what  it  was  in  1964.  How  can  you 
have  social  upheaval — as  we  had  in 
1968 — without  the  raw  materials,  the 
young  men  and  women? 

/  wonder,  Professor  Prodi.  Don 't  the  ex- 
tensive social  welfare  systems  in  Europe- 
an countries  hinder  Europe's  long-term 
competitii  'eness? 

The  welfare  state  is  the  most  impor- 
tant invention  of  the  20th  century.  I 
am  sure  of  that.  In  Europe  the  rigid 
social  hierarchies  are  the  true  obsta- 
cles. The  welfare  state  has  helped  to 
overcome  these. 

In  many  ways  the  U.S.  and  Europe 
are  converging.  The  problem  is  how  to 
manage  the  economic  and  social  dis- 
locations caused  by  the  rapidly  devel- 
oping countries,  like  South  Korea, 
that  have  low  wages  but  high  technol- 
ogy and  productivity  gains. 

Another  enormous  problem  is  the 
big,  volatile  shifts  in  currency  ex- 
change rate  values.  Six  months  of 
change  in  the  dollar/yen  exchange 
rate  did  more  to  alter  relative  compet- 
itiveness between  the 
U.S.  and  Japan  than  ten 
years  of  industrial  change. 


Has  this  financial  volatility 
hurt  your  business.'' 
IRI's  problem  is  that  we 
are  a  giant  made  of  dwarfs. 
Our  relative  international 
competitiveness  is  not  a 
summing  up  of  the 
dwarfs,  but  each  one  indi- 
vidually. I  was  talking  to 
Mr.  [John]  Welch  of  Gen- 
eral Electric.  He  said  that 
GE  would  withdraw  from 
any  market  where  it  was 
not  at  least  second  or 
third.  If  IRI  did  that,  we'd 
only  be  in  steel.  So  we  are 
forced  to  make  interna- 
tional agreements,  to 
share  technology. 

The  exchange  of  busi- 
ness between  Thomson 
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Interplak®  attacks 
what  your  toothbrush  leaves  behind. 


[nterplak  from  Dental  Research  Corp.  is  one  of  the  most 
successful  products  ever  introduced  by  The  Sharper  Image, 
his  home  brushing  system  effectively  removes  accumulated 
laque — the  primary  cause  of  dental  problems  for  adults. 

Customers  report  that  Interplak  brightens  their  teeth  and 
nproves  their  check-ups.  Interchangeable  brushes  attach 
asily,  so  everyone  in  the  family  can  brush  with  a  single  Inter- 
lak  instrument. 

"I  am  recommending  Interplak  to  all  my 
patients!' 

—Dr.  L.K.  Yorn,  Cedar  Grove,  NJ 

Manual  toothbrushes  are  limited  to  about  160  strokes  per 
linute.  Other  electric  toothbrushes  speed  this  up,  but  use  the 
ame  inefficient  back  and  forth  motion.  On  every  stroke,  the 
ristles  jam  against  each  other,  preventing  thorough  cleaning. 

Interplak's  breakthrough  is  to  replace  the  up  and  down 
lovement  of  a  brush  with  rotation  of  the  bristles.  Ten  tufts  of 
uper-soft  bristles  rotate  up  to  4,200  times  per  minute,  reversing 
irection  every  one  and  a  naif  turns.  The  tufts  scour  off  plaque 
nd  stains  that  conventional  brushes  "skate"  over. 

Finally,  at  the  precise  moment  of  reversal,  the  tufts  fully 
xtend  for  a  split  second.  This  thrusting  action  pushes  the 
nterplak  bristles  deep  between  the  teeth.  Dislodging  particles 
rdinary  brushes  can't  reach.  Leaving  your  teeth  cleaner,  and 
reath  fresher. 

"Since  my  patients  have  been  using  Interplak, 
I  have  seen  a  dramatic  improvement  in  the 
health  of  their  teeth  and  gums:' 

— Dr.  S.G.  Newhart,  Beverly  Hills,  CA 

The  plaque  your  toothbrush  leaves  behind  can  lead  to 
erious  tooth  and  gum  disease.  In  fact,  the  American  Academy 
if  Periodontology  says  100  million  Americans  now  have 

periodontal  (gum)  disease — : 
nearly  a  third  in  an  advanced 
stage. 

Studies  at  Loyola  University 
found  Interplak  left  tooth  sur- 
faces 98.2%  plaque-free — twice 
as  effective  as  manual  brushing. 
The  University  of  Missouri  study 
concluded,  "Interplak... is  supe- 
rior to  the  manual  brush  in 
sub-gingival  [below  gum]  and  in- 
terproximal [between  teeth] 
cleaning!'  Another  clinical  study 
found  Interplak  was  much  more 
effective  than  manual  brushing 
in  removing  plaque  and  trapped 
food  particles  for  patients  with 
orthodontic  appliances.  And  it 
did  not  damage  delicate  wires  or 
bands. 

Interplak's  cleaning  action  is 
pleasantly  stimulating  to  your 
gums.  Each  tiny  bristle  is  just 
Yioooth  of  an  inch  wide — and  four 
times  softer  than  the  softest 
toothbrush. 

Moisten  bristles  with  warm 
water,  and  use  Interplak  as  you 
ike:  after  a  regular  brushing.  Several  times  a  week.  Once  a 
lay.  Or,  twice  a  day — in  place  of  manual  brushing.  When  the 


bristles  become  worn  (after  six  months  to  two  years),  simply 
snap  on  a  new  head  (order  below). 

Interplak  runs  on  self-contained  batteries,  automatically 
recharged  at  the  base  (plugs  into  wall  outlet).  On/off  switch 
gives  you  three  cleaning  speeds.  lOVi"  long,  1  Vi"  diameter,  8  oz. 
Comes  with  two  interchangeable  heads. 
One-year  warranty. 

"At  last,  my  patients  enjoy  using  a 
product  we  recommend" 

— Dr.J.W.BIackman,lll 
Winston-Salem,  NC 

Dentists  agree  the  best  treatment  for  tooth 
and  gum  problems  is  prevention.  Call  now  and 
let  new  technology  keep  your  smile  bright. 

■  Interplak  with  Two 
Interchangeable  Heads 
#MDR410$99(5.00) 

■  Pair  of  Additional  Heads 
#MDR412$29(2.00) 

"Denial  Research  Corporation. 


Conventional  brushes  skate 
broadly  over  tooth  surface. 
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Rotating  bristles  remove 
plaque  even  between  teeth, 
and  below  the  gum  line. 


tbu  don't  have  to  be  a 
financial  genius  to  get 
a  whole  new  world  of 
investment  opportunity 


MacKay-Shields' 
Global  Fund  helps 
you  cash  in  on 
worldwide  markets. 


Since  1975,  stock  mar- 
kets around  the  world  have 
expanded  dramatically. 
Today,  more  than  half  the 
world's  investment  oppor- 
tunities are  outside  the 
United  States.  These  mar- 
kets are  making  money  for 
investors  and  that's  why 
billions  of  American  dollars 
are  being  invested  abroad. 
Now,  NYLIFEf  the  financial 


services  orga- 
nization of 
New  York  Life, 
offers  the  MacKay-Shields 
Global  Fund,  so  that  the  aver- 
age investor  can  take  advan- 
tage of  these  opportunities. 

As  an  investor  in  the 
Fund,  you  get  the  invest- 
ment expertise  of  Gamma 
Advisers  Ltd.  Based  in  Lon- 
don, Gamma  Advisers  Ltd. 


is  jointly  and  indirectly 
owned  by  New  York  Life 
Insurance  Company  and 
Credit  Commercial  de 
France,  in  Paris. 

And  the  Global  Fund 
comes  with  all  of  the  bene- 
fits of  the  MacKay-Shields 
Family  of  Funds:  low  mini- 
mum investment,  no  up- 
front sales  charge,  and 
the  option  of  switching 
between  funds 
without  charge 
up  to  five 
times  a  year. 

Your 
NYLIFE 
Securities 
Registered 
Representative 
can  help  you  decide  if  the 
Global  Fund  is  right  for  you 
or  if  one  of  our  other  funds 
could  suit  you  better.  For 
more  complete  information, 
including  charges  and 
expenses,  call  your  NYLIFE 
Registered  Representative 
today  for  a  prospectus. 
Read  it  carefully  before  you 
invest  or  send  money. 


NYLIFE 

Get  the  most  out  of  life: 


♦NYLIFE  Security  Inc 


lly  owned  indirect  subsidiary  of  New  York  Life  Insurance  Company  51  Madison  Avenue.  New  York.  N.Y  10010 


and  GE  (in  July)  is  another  response. 
They  could  have  flipped  a  coin  to  de- 
termine which  would  have  taken  the 
medical  appliances  and  which  the 
consumer  electronic  businesses.  The 
basic  idea  was  that  each  was  too  small 
to  compete  globally,  so  they  said, 
Let's  swap.  Part  of  the  success  of  Japa- 
nese companies  is  that  they  have  been 
the  first  to  achieve  the  synergies  that 
come  with  huge  global  market  size. 

But  can  they  become  competitive  enough, 
quickly  enough?  Slow  growth,  a  lack  of 
political  leadership,  declining  popula- 
tiom — all  this  would  seem  to  make  the 
outlook  rather  grim. 

In  the  long  run,  Europe  has  a  terrible 
problem  of  identity  and  mission — 
economic  and  political — posed  by  de- 
mographic changes.  There  are  two 
ways  out,  corresponding  to  the  devel- 

Italy's  birth  rate  this  year 
was  half  what  it  was  in 
1964.  How  can  you  have 
social  upheaval  without  the 
young  men  and  women? 

opment  of  Europe's  two  frontiers: 
Eastern  Europe  and  North  Africa. 

In  Eastern  Europe  there  are  millions 
of  people  who  have  the  cultural  desire 
to  be  consumers  but  remain  economi- 
cally backward.  This  is  a  political 
question  mark.  North  Africa  is  a  ques- 
tion of  will.  If  we  don't  want  to  de- 
stroy ourselves,  we  will  have  to  build 
up  a  Marshall  Plan  for  the  Mediterra- 
nean countries  like  Algeria,  Egypt  and 
Turkey. 

One  problem  with  a  satisfied  people 
is  that  they  don't  want  to  wash  dish- 
es. So  immigration  from  these  poorer 
countries  will  come. 

A  final  question,  Professor.  Won't  slow 
growth  also  widen  the  technology  gap 
between  Western  Europe  on  the  one  side 
and  the  U.S.  and  japan  on  the  other? 
There  are  a  few  fields,  such  as  fine 
chemicals  and  airplanes,  where  Euro- 
peans are  strong.  But  there  are  many 
fields  in  which  the  technology  gap 
still  exists. 

Yet  there  is  no  dramatic  sense  of 
urgency  to  overcome  it  in  this  beauti- 
ful, mediocre  time  for  Europe.  None 
at  all,  because  people  are  satisfied. 
This,  of  course,  makes  Americans  fu- 
rious. They  see  that  our  living  stan- 
dards are  the  same  as  theirs  and  ask 
why  we  can't — to  use  the  polite  ex- 
pression— share  the  responsibility  for 
Europe's  defense.  Of  course,  we  can 
and  should  do  it.  There  is  no  justifica- 
tion for  the  complete  U.S.  military 
umbrella  anymore.  ■ 
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Some  Of 
Our  Rnest  Mews 

WfeRE  DKOOVERED 
CEXTIRIESACX). 

When  Verrazano  first  came  ashore  at  Landfall  in  1324,  he  saw 
some  of  the  same  views  that  remain  today.  The  towering  water  oaks. 
The  gentle  sweep  of  the  IntraCoastal  Waterway.  The  mysterious  aura  of 
hidden  lakes,  marshes,  and  creeks. 

What  has  changed  at  Landfall  is  the  addition  of  some  of  the  most 
desirable  homesites  and  villas  on  the  coast.  And  much  more.        A  Pete  Dye 
championship  golf  course,  and  a  second  18 -holes  by  Jack  Nicklaus  under 


construction. 


A  Cliff  Drysdak  swim  and  tennis 


complex  that's  now  in  the  beginning  stages.        An  ideal 


bcation  for  sailing,  boating,  fishing,  or  other  water 
sports  and  recreation,        And,  the  enhanced  security 
of  a  gatehouse  community. 

1990  Eastwood  Rd.,  Wilmington,  North  Carolina  28403 
800-227-8208, 800-634-7857  (in  North  Carolina),  919-256-6111 


North  Carolina 


Obtain  the  Property  Report  required  by  federal  lav*  and  read  it  before  signing  anything  No  lederal  agency  has  /udged  t 
merits  or  value  if  any.  of  this  property.  A  statement  and  ottering  statement  have  been  filed  with  the  Secretary  ot  State  c 
the  state  of  New  York  The  filing  does  not  constitute  approval  ot  the  sale  or  lease  or  otter  for  sale  Or.Jease  by  the 
Secretary  ot  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  ottering  A  copy  ot  the 
ottering  statement  is  available,  upon  request,  from  Landfall  Associates  This  advertisement  is  not  an  offering  to  New 
Jersey  residents  or  residents  ot  any  state  where  prohibited  by  law.  — 


you  may  ask,  did  1987's  new  issues 
fare  in  the  crash?  Even  worse  than  the 
major  index  averages. 


Massacre 


By  Richard  L.  Stern 
and  Charles  M.  Bartlett  Jr. 

TIhrough  the  market's  slide  and 
crash,  from  Sept.  30  to  Nov.  5,  the 
S&P  500  dropped  a  depressing  20.9% 


and  the  Nasdaq  composite  index  of 
over-the-counter  shares  was  down 
26.6%.  Grim  enough.  But  in  the  high- 
risk  world  of  initial  public  offerings 
(IPOs)  things  were  even  worse. 
Forbes'  computers  tracked  491  of  the 


551  initial  stock  issues  that  went  pub- 
lic for  $1  or  more  in  the  first  nine 
months  of  1987.  From  Sept.  30  to 
Nov.  5,  those  491  offerings  lost 
32.17%  of  their  market  value. 

The  companies  we  followed  had 
raised  a  total  of  $13.7  billion  of  inves- 
tors' money.  They  did  pretty  well  for  a 
while.  Despite  markets  that  had  been 
falling  since  August,  their  capital  had 
increased  in  value  to  $15.6  billion  as 
of  Sept.  30.  But  when  we  checked 
again  on  Nov.  5,  three  weeks  after  the 
crash,  their  total  market  value  had 
dropped  to  $10.6  billion. 

Forbes  has  been  looking  in  detail  at 
new  issues  for  nearly  two  years  now, 
since  its  development  of  a  new  issues 
database  (Dec.  12,  1985).  That  data- 
base now  includes  some  4,700  issues 
that  have  gone  public  since  1975.  Our 
consistent  finding:  "New  issues  are 
lousy  investments." 

Forbes  measures  the  performance 
of  IPOs  against  the  S&P  500  because, 
given  the  risk  of  new  issue  invest- 


How  the  investment  banks  performed 


Investment  bankers  with  at  least  four  new  issues  brought  the  percentage  of  their  IPOs  that  outperformed  the  S&P 
to  market  in  the  first  three  quarters  of  1987  are  ranked  by  500.  We  included  only  issues  of  at  least  $5  million. 


-Average  performance- 


Number  of 


-relative  to — 


-%  of  issues  with  gains — 
— relative  to— 


Rank 

Underwriter 

issues 

actual 

S&P  500 

Nasdaq 

actual 

S&P  500 

Nasdaq 

1 

William  Blair 

4 

-11.3% 

2.6% 

16.1% 

50% 

50% 

50% 

2 

Dean  Witter  Reynolds 

4 

-7.4 

6.4 

18.0 

50 

50 

50 

3 

Goldman,  Sachs 

14 

-15.4 

-0.3 

10.4 

14 

43 

64 

4 

Robinson-Humphrey  * 

7 

-29.8 

-18.2 

-8.5 

14 

43 

43 

5 

EF  Hutton 

5 

-15.8 

-3.5 

9.0 

40 

40 

40 

6 

Smith  Barney 

6 

-16.7 

-2.7 

8.1 

17 

33 

67 

7 

First  Boston 

7 

-18.5 

-3.3 

6.5 

14 

29 

57 

8 

Merrill  Lynch 

22 

-28.5 

-16.1 

-7.2 

14 

27 

32 

9 

Evans  &  Co 

4 

-35.5 

-20.0 

-13.2 

25 

25 

25 

10 

LF  Rothschild 

4 

-44.1 

-38.3 

-25 

0 

25 

25 

11 

Shearson  Lehman 

23 

-26.0 

-14.9 

-4.7 

9 

22 

35 

12 

Morgan  Stanley 

9 

-26.8 

-13.9 

-5.4 

0 

22 

33 

13 

Salomon  Brothers 

10 

-28.1 

-14.7 

-6.2 

10 

20 

20 

14 

PaineWebber 

10 

-40.0 

-31.1 

-21.8 

0 

20 

20 

15 

Blunt  Ellis 

5 

-31.9 

-17.8 

-10.4 

0 

20 

20 

16 

Advest 

5 

-38.6 

-27.5 

-19.4 

0 

20 

20 

17 

Prudential-Bache 

6 

-30.2 

-17.9 

-8.6 

0 

17 

33 

18 

Drexel  Burnham  Lambert 

29 

-32.9 

-26.5 

-11.8 

10 

14 

24 

19 

Alex  Brown  &  Sons 

19 

-31.7 

-20.7 

-11.7 

5' 

11 

37 

20 

Kiddei,  Feabody 

13 

-35.8 

-23.9 

-15.7 

0 

8 

23 

21 

DH  Blair 

6 

-63.3 

-54.7 

-34.7 

0 

0 

0 

22 

Montgomery  Securities 

4 

-36.3 

-26.9 

-18.6 

0 

0 

25 

23 

McKinley  Allsopp 

4 

-57.9 

-52.2 

-46.5 

0 

0 

0 

24 

Rauscher  Pivrce 

4 

-52.7 

-39.9 

-35.6 

0 

0 

0 

"Division  of  Sheirson  Lehman. 
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The  best  performers  of  1987  s  first  nine  months 

Below,  the  20  best-performing  new  issues  of  1987,  and    Nov.  5.  We  have  not  counted  issues  that  raised  less 
the  20  worst,  based  on  actual  performance  through    than  $5  million. 

Offer 
(mil) 

o/_  „„:„ 

Company/business 

Offer 
price* 

Recent 
price 

wtier 
date 

actual 

 relative  to  

S&P  500  Nasdaq 

Underwriters 

Criticare  Systems/medical 

$5.25 

$10.00 

$  7.4 

5/22/87 

90.5% 

111.2% 

137.9% 

Steinberg  &  Lyman 

Cottage  Svgs  Assoc/S&L 

10.00 

15.00 

8.6 

1/13/87 

50.0 

53.2 

101.4 

Self  underwriting 

Cash  Amer  Investmts/pawn  shops 

10.00 

14.75 

14.6 

1/29/87 

47.5 

58.9 

72.3 

Eppler  Guerin  &  Turner 

British  Airways  Plc/airline 

16.00 

23.50 

99.6 

2/11/87 

46.9 

60.2 

171.8 

Salomon  Brothers 

Angio-Medical/pharmaceuticals 

6.00 

8.75 

10.0 

4/29/87 

45.8 

bo.  1 

220.1 

Keane  Securities 

Topps/gum  products 

13.00 

18.38 

22.1 

5/21/87 

41.3 

55.6 

90.3 

Goldman,  Sachs 

Fastenal/fasteners 

9.00 

12.63 

9.0 

8/20/87 

40.3 

84.6 

129.4 

Robert  Baird 

Calgon  Carbon/carbon 

22.00 

30.25 

77.0 

6/2/87 

37.5 

55.9 

146.4 

Shearson  Lehman  Brothers 

Reisterstown  Federal/S&L 

9.09 

12.50 

6.3 

2/17/87 

37.5 

C  A  1 

1 1 1.6 

Self  underwriting 

Home  Office  Ref  Lab/lab  testing 

18.00 

24.25 

72.0 

7/22/87 

34.7 

Oo.o 

146.8 

Smith  Barney  Harris  Upham 

Amre/home  improvement 

8.00 

10.50 

20.8 

2/26/87 

31.3 

46.1 

224.2 

EF  Hutton 

Bethel  Bancorp/S&X 

10.00 

12.75 

5.3 

8/13/87 

27.5 

67.8 

93.8 

Self  underwriting 

Southstate  Bank/S&L 

11.00 

14.00 

25.3 

4/22/87 

27.3 

43.7 

79.2 

Self  underwriting 

MMR  Holding/contracting  svcs 

13.50 

17.00 

14.9 

3/19/87 

25.9 

45.5 

110.9 

William  Blair  &  Co 

Networked  Pictures/graphcs  sftwre 

2.00 

2.50 

7.0 

4/29/87 

25.0 

39.8 

90.5 

Beuret  &.  Co 

Deerfield  Fed  S&L/S&L 

12.50 

15.50 

14.4 

4/1/87 

24.0 

42.5 

104.9 

Self  underwriting 

Boys  Markets/supermarkets 

10.25 

12.63 

14.4 

5/15/87 

23.2 

39.2 

128.7 

Merrill  Lynch 

Specialty  Equip/food  service  eq 

12.00 

14.75 

31.0 

7/2/87 

22.9 

47.5 

95.8 

First  Boston 

Michael  Foods/food  products 

16.00 

19.50 

32.0 

5/1/87 

21.9 

37.9 

108.5 

William  Blair  &  Co 

Homestead  Svgs  Assoc/S&L 

8.00 

9.63 

9.2 

1/21/87 

20.3 

26.6 

41.8 

Self  underwriting 

The  worst  performers  of  1987 's  first  nine  months 

Offer 
value 
(mil) 

0/  „„:_ 

Company /business 

Offer 
price" 

Recent 
price 

Offer 
date 

actual 

 relative  to  

S&P  500  Nasdaq 

Underwriters 

De  Laurentiis  Film^/movies 

$16.25 

$2.13 

526.8 

2/27/87 

-86.9% 

-85.4% 

-66.9% 

PaineWebber 

Fisher  Transport/freight 

6.00 

1.00 

6.6 

4/15/87 

-83.3 

-81.3 

-60.1 

Laidlaw  Adams  &.  Peck 

Rise  Technology/computer  publish 

6.00 

1.13 

6.6 

3/31/87 

-81.3 

-78.6 

-39.6 

McKinley  Allsopp 

Spectramed/medical  products 

11.00 

2.38 

40.0 

6/19/87 

-78.4 

-73.9 

-20.8 

Alex  Brown  &  Sons 

Kingston  Systems/polyethylene 

8.00 

1.75 

8.8 

4/7/87 

-78.1 

-74.5 

-37.6 

Woolcott  &  Co 

National  Imaging/med  scanning 

5.50 

1.25 

5.7 

5/20/87 

-77.3 

-75.2 

-3.7 

First  United  Securities 

Intl  800  Telecom/telecom 

2.50 

0.63 

5.0 

8/4/87 

-75.0 

-68.9 

-27.0 

LC  Wegard 

Presto  Tek/bevrge  machine  design 

5.50 

1.50 

5.5 

1/28/87 

-72.7 

-70.5 

-56.3 

McKinley  Allsopp 

Xeta/telephone  acct  systems 

7.00 

2.00 

5.6 

6/17/87 

-71.4 

-65.7 

-27.3 

Eppler  Guerin  &  Turner 

Cleopatra  Kohlique/cosmetics 

2.50 

0.75 

7.0 

2/11/87 

-70.0 

-67.3 

-37.4 

DH  Blair  &.  Co 

Country  Wide  Transport/freight 

15.00 

4.50 

33.0 

3/27/87 

-70.0 

-65.1 

-30.8 

Robinson-Humphrey 

LJ  Simone/shoe  manufacturer 

8.75 

2.75 

6.3 

6/3/87 

-68.6 

-63.8 

31.1 

Tucker  Anthony  &  RL  Day 

Antonovich  CI  A/fur  apparel 

9.63 

3.13 

7.2 

3/31/87 

-67.5 

-62.7 

-0.7 

Evans  &  Co 

Showscan  Film/entertainment 

10.00 

3.25 

12.0 

6/25/87 

-67.5 

-60.6 

-1.8 

Whale  Securities 

Sigmatron  Nova/panel  displays 

0.19 

0.06 

6.2 

9/22/87 

-66.8 

-58.3 

-11.7 

Stuart  James 

Continental  Homes/home  bldg 

11.50 

4.00 

13.8 

2/19/87 

-65.2 

-60.9 

-30.5 

Drexel  Burnham  Lambert 

Goldtex/fabric  printing 

10.00 

3.50 

9.4 

9/4/87 

-65.0 

-56.5 

12.9 

Prescott  Ball  &.  Turben 

Alpharel/document  imaging  sys 

11.00 

4.00 

22.0 

6/4/87 

-63.6 

-57.8 

-5.5 

Merrill  Lynch 

Ceramics  Process/ceramic  products 

12.00 

4.50 

18.0 

7/15/87 

-62.5 

-54.3 

1.9 

Kidder,  Peabody 

Charter  Power/industrial  batteries 

11.00 

4.25 

22.0 

2/6/87 

-61.4 

-57.5 

-22.0 

Merrill  Lynch 

'Per  common  share;  adjusted  for  splits.  tPublic  si 

lares  of  master 

limited 

partnership. 

IDD  Information  Services, 

Sources:  Fokbfs.  Institute  for  Econometric  Research. 
Wilsbire  Associates,  Trident  Securities,  Interactive  Data  Corp. 
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Toys  "R"  Us,  the  world's  largest,  fastest  growing  toy  specialty  retailer,  wanted 
to  install  a  scanning-based  sales  capture  and  credit  authorization  system  at  313 
locations  in  only  six  months.  "We  do  50%  of  our  volume  in  October  through 
December,"  states  Charles  Lazarus,  Toys  "R"  Us  CEO,  "so  we  wanted  the  system 
working  in  our  major  markets  well  before  Christmas  to  get  our  people  comfortable 
with  it.  Digital  got  it  on-line  by  late  August,  and  tailored  their  service  solution  to 
meet  our  needs." 

"In  just  6  months, 
Digital  gave  all  313 
Toys  'R'  Us  stores  a 
sales  and  credit 
system  for  Christmas." 

Mr.  Lazarus  sees  Digital's  involvement  as  an  integral  part  of  the  phenomenal 
Toys  "R"  Us  success  story.  "Even  though  we're  four  times  the  size  of  our  nearest 
competitor,  and  we  stock  over  18,000  different  items,  we  move  and  make  decisions 
faster.  That's  why  we've  grown  more  than  30%  annually  for  the  past  nine  years. 
Digital,  their  networking,  and  the  information  edge  they  give  us,  have  played  a  vital 
role  in  that  growth.  They're  our  kind  of  company. .  .a  winner." 

To  get  your  competitive  advantage  now,  write: 
Digital  Equipment  Corporation,  200  Baker  Ave.,  West 
Concord,  MA  01742 .  Or  call  your  local  Digital  sales  office. 


D1DDSD 


©  Digital  Equipment  Corporation  IW"  The  Digital  logo  is  a  trademark  of  Digital  Equipment  Corporation 


Want  advance  word  on 
business  changes  ahead? 


Then  don't  miss  the  uniquely 
valuable  business  and  invest- 
ment insights  you'll  find  only 
in  weekly  issues  of  The  Kip- 
linger  Washington  Letter. 

Kiplinger  will  clear  up  your  un- 
certainties about  interest  rates,  in- 
flation, the  deficit  and  possible  tax 
law  changes  in  coming  months  .  .  . 
and  give  you  advance  word  on  fu- 
ture trends  in  business  and  invest- 
ments, before  they  can  take  you  by 
surprise. 

Just  about  every  significant  fact 

you  should  consider  to  keep  ahead 
in  business  and  investing  is  cap- 
suled for  you  in  Kiplingers  punchy, 
clear-cut  style.  No  doomsday  pro- 


nouncements. No  sugar 
coating  either.  Completely 
unlike  other  publications 
you  may  be  reading.  Not  sim- 
ply today's  news  .  .  .  but  more  im- 
portant, what's  shaping  up  for  to- 
morrow and  the  future.  Solid  fore- 
casts and  judgments  you  can  use  to 
move  ahead  and  profit. 

\buYe  invited  to  get  ahead  of  the 
news  every  week.  Our  26-week  trial 
offer  for  only  $26  includes  a  FREE 
Kiplinger  Special  Report  -  The  Next 
JO  Years  -  How  You  Can  Profit".  If  you 
don't  make  or  save  many  times  the 
$26,  you  keep  the  Special  Report  and 
we'll  refund  the  unused  portion  of 
your  subscription. 


7b  Get  The  Advantage -Get  The  Kiplinger  Washington  Letter 
To  Order,  Call:  1-800-221-2200 

Or  send  your  check  for  $26  to  Kiplinger  Washington  Letter, 
Dept  B  Washington,  D  C.  20006 


ments,  we  figure  they  should  do  bet- 
ter than  the  broad-based  market  index 
to  be  worth  your  money.  But  through 
Nov.  5,  only  141  of  the  491  new  issues 
we  follow  outperformed  the  S&P 
from  the  time  each  went  public.  In 
this  market  that's  not  saying  much — 
the  S&P  itself  is  sharply  lower.  The 
more  important,  and  unpleasant,  fact 
is  that  only  73  of  these  stocks  were  up 
over  their  own  offering  prices. 

The  worst-performing  new  issue 
(see  table,  p.  57)  in  the  first  nine 
months  of  1987  came  from  DeLauren- 
tiis  Film  Partners.  Dino  DeLaurentiis' 
movies  developed  a  habit  of  bombing 
in  theaters.  Now  his  production  com- 
pany has  nuked  Wall  Street.  The  issue 
was  a  master  limited  partnership,  not 
common  stock.  But  the  impact  on 
investors  was  the  same.  DeLaurentiis 
raised  $26.8  million  on  the  offering  in 
February.  Its  market  value  on  Nov.  5 


The  worst-performing 
new  issue:  DeLaurentiis 
Film  Partners.  Dino's 
production  company 
raised  $26.8  million  on 
the  offering  in  February. 
Its  recent  market  value 
was  near  $3.5  million. 


was  near  $3.5  million. 

Among  the  top  issues,  savings  and 
loans  seem  to  have  weathered  the 
crash  the  best.  Six  (see  table)  were 
among  the  20  top-performing  new  is- 
sues. Little  surprise  here.  Offerings  in 
savings  and  loans  traditionally  do  bet- 
ter in  our  performance  rankings. 

Are  these  the  big  winners  of  the 
future?  Not  necessarily.  When  we 
ranked  the  top  new  issues  of  1986 
earlier  this  year  (Mar.  9,  1987),  Home 
Shopping  Network  was  up  over 
1,000%  from  its  offering  price.  It  re- 
cently was  trading  at  $6,  from  a  high 
of  $47  earlier  this  year. 

Is  there  a  way  of  lowering  odds 
when  buying  new  issues?  We  found 
that  a  handful  of  good,  regional  in- 
vestment banking  firms  seem  to  bring 
out  the  best  new  stocks.  Chicago's 
William  Blair  &  Co.,  for  example,  is 
number  one  for  the  first  nine  months 
of  1987.  It  was  number  one  a  couple  of 
years  back  when  we  rated  the  best 
performances  since  1975.  Even  so, 
you  have  to  watch  your  wallet.  Blair 
was  a  dismal  36th  out  of  38  when  we 
surveyed  new  issues  for  1986. 

What  of  the  rest  of  1987?  Little 
chance  there  will  be  many  more  new 
issues  this  year.  Trying  to  raise  capital 
in  depressed  markets  is  bad  for  busi- 
ness. Which  could  be  a  welcome  rest 
for  the  public.  ■ 
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Fidelity 

Introduces  Two 
^Countries. 

Fidelity's  new  United  Kingdom  Fund  and  new  Canada  Fund  provide  investors 
with  the  potential  for  rewarding  long-term  growth  opportunities.  Both  countries 
have  recently  experienced  stock  market  reforms  which  have  opened  the  markets 
to  a  full  force  of  international  competition. 


U.K.  Fund 


Tap  the  potential  of  Europe's  largest  stock 
market.  This  nation  is  highly  industrialized  with 
specialties  in  high  quality,  engineering.  The 
current  political  climate  has  encouraged  eco- 
nomic vigor,  and  the  privatization  of  many 
government-owned  industries  has  encouraged 
an  entrepreneurial  spirit  across  many  compa- 
nies and  industries. 


Canada  Fund 

Discover  long-term  growth  opportunities 
just  across  the  border.  With  this  fund,  you  can  tap 
the  potential  of  Canada's  vast  natural  resources 
and  a  variety  of  other  industries.  Plus,  in  1987, 
Canada  has  experienced  a  series  of  economic 
reforms  which  has  brought  a  more  competitive 
spirit  to  this  country's  stock  market 


Fidelity's  country  funds  are  the  newest  of  Fidelity's  broad  range  of  professionally  managed  and  researched 
international  funds.  Of  course,  as  with  any  stock  fund,  share  price  will  fluctuate.  It's  important  to  remember  that 
foreign  investments  pose  greater  risks  and  rewards  because  of  currency  rate  fluctuations  and  market  volatility 
when  compared  to  domestic  investments. 

Learn  more  about  the  changing  economies  of  the  U.K.  and  Canada! 


Call  today 
foryour 

free 
fact  kit! 


Fidelity's  U.K.  Fund  and  Canada  Fund 

For  more  complete  information,  including  management  fees,  expenses  and  the  2% 
sales  charge  and  1%  redemption  fee  call  or  write  for  a  free  prospectus  Read  it 
carefully  before  vou  invest  or  send  money.  Fidelity  Distributors  Corporation  (Gen- 
eral Distribution  Agent),  P.O.  Box  660603.  Dallas'.  TX  75266-0603. 

Name  

Address  

City  


.  State . 


Zip. 


□  Fidelity  I  nited  Kingdom  Fund  (I  kf)  □  Free  U.K.  IRA  Fact  Kit  u  kfi) 

□  Fidelity  Canada  Fund  (CAN)  □  Free  Canada  IRA  Fact  Kit  (CAM) 


Call  toll-free  24  hours 

1-800-544-6666 

In  Mass.  call  collect  617-523-1919 


Fidelity 
investments 

CODE:  FOR  B/ I TN/ 12 1487 


Attention,  Comrade  Gorbachev:  Your 
Hungarian  satellite  is finding  that  trying  to 
make  a  socialist  economy  a  bit  less  social- 
istic is  like  trying  to  get  a  little  bit  pregnant. 

"The  Soviets  are 

now  in  a  very 
romantic  period" 


By  Peter  Fuhrman 


H-  ungarians,  famous  for  their 
gallows  humor,  tell  the  story  of 
i  the  country's  leader,  Janos  Ka- 
dar,  calling  in  his  minister  of  finance. 

"Comrade,"   Kadar   asks,  "what 
kind  of  year  will  1988  be?" 
"Average,"  replies  the  minister. 
"Average?" 

"Yes,"  the  minister  explains. 
"Worse  than  1987,  but  better  than 
1989." 

This  in  a  country  that  for  many 
years  was  the  paradise  of  the  Eastern 


bloc.  Smart  shops  were  full  of  chic 
apparel,  appliances,  fine  china,  crys- 
tal— and  the  Hungarians  eagerly  con- 
sumed. Throughout  the  little  country 
(about  the  size  of  Indiana),  food 
counters  overflowed.  So  willing  were 
Hungarians  to  hold  the  national  cur- 
rency, the  forint,  that  seldom  could  a 
tourist  get  even  5%  over  the  official 
rate  for  dollars  or  deutsche  marks  on 
Budapest's  black  market.  A  most  un- 
socialist  Communist  country. 

All  that  has  changed  for  the  worse. 
Today  black  marketeers  offer  50% 
premiums   for   Western  currencies 


likely  to  maintain  their  value  against 
the  20%  price  rise  set  for  next  year. 
Along  Budapest's  Kigyo  Street,  Hun- 
garians who  remember  the  hyperin- 
flation that  followed  the  end  of  World 
War  II  line  up  to  buy  silver  and  gold 
jewelry.  The  Hungarian  economy  has 
stagnated  since  1982,  with  economic 
growth  averaging  less  than  1%  a  year. 
Hungary's  exports  to  the  West  are  be- 
low their  1980  level.  Its  current  ac- 
count, which  registered  a  surplus  as 
recently  as  1984,  showed  a  deficit  of 
more  than  $1.4  billion  last  year. 

What  went  wrong?  Twenty  years 
ago  next  month,  Hungary  introduced 
economic  reforms  designed  to  in- 
crease the  role  of  the  free  market.  In 
agriculture,  the  reforms  took  root 
quickly.  Free  to  sell  their  pigs,  chick- 
ens, fruits  and  vegetables  either  to  the 
state,  at  guaranteed  minimum  prices, 
or  to  private  merchants  at  market 
prices,  Hungarian  farmers  began 
working  long  hours  and  soon  sent  an 
abundance  of  food  to  urban  markets 
not  only  in  the  Eastern  bloc  but  in 
western  markets  as  well.  At  their 
peak  in  1982,  Hungarian  agricultural 
exports  to  the  West  generated  a  $1.1 
billion  surplus — that's  a  lot  of  food 
from  a  country  so  small. 

After  a  temporary  retreat  from  re- 
form in  the  early  1970s  (caused  largely 
by  disapproval  from  Moscow),  the 
Hungarians  resumed  the  process.  The 


Window-shopping  on  Budapest's  Vaci  Street 
Hoping  Jot  better  times  to  come. 


Will  van  Overbeds 
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Since  1735  there  has 

NEVER  BEEN  A  QUARTZ  BlANCPAIN  WATCH . 

And  there  never  will  be. 


Blanc  paiN 


Faithful  to  the  traditional  art  of  watchma- 
king, each  watch  is  still  assembled,  pol- 
ished and  finished  by  hand  by  the  indivi- 
dual watchmaker. 


In  all,  only  four  ladies'  watches  and  six 
men's  watches,  each  individually  signed 
and  numbered,  leave  our  workshops  at 
the  end  of  the  day. 

BOSTON  Dotfmann  DETROIT  Schubot  HARTFORD  Green  ft  Steven  KANSAS  CITY  Tivol  LOS  ANGELES  Princess  Ermine  NEW  YORK  Cellini,  Tourneau.  Wempe  NEWPORT  BEACH  Mnboco  OMAHA Borsheim's  TORONTO 
European  Jewellery  BERMUDES  Crisson  GRANO  CAYMAN  Dennis  Smith  ST  BARTHELEMY  Point  Or  ST  MAARTEN  La  Romana  ST  THOMAS  Riviera 
Information  by  BLANCPAIN  SA  -  CH-1348  Le  Brassus  -  Swnjerland  -  Tx  459420  Tel  01041  21 8540  92 


Icarus  workers  assembling  a  bus  bound  for  the  USSR. 

The  Jew  well-managed  companies  have  been  forced  to  subsidize  the  weaker  ones. 


Will  van  Overbeek 


underground  service  economy  was  le- 
galized, up  to  a  point.  Currently,  pri- 
vate businesses  can  employ  up  to  12 
workers;  the  maximum  jumps  to  30 
next  year.  Excellent  restaurants,  fash- 
ion boutiques  and  other  small  enter- 
prises quickly  blossomed  and  made 
socialist  life  more  bearable. 

When  it  came  to  subjecting  indus- 
try to  the  rigors  of  market  competi- 
tion, however,  free-enterprise  social- 
ism foundered  on  its  contradictions. 

It  was  okay  to  turn  farms  back  to 
the  farmers,  and  to  allow  a  few  friends 
or  relatives  to  start  a  translation  agen- 
cy or  software  business.  But  to  turn 
large  factories  and  large-scale  enter- 
prises back  to  capitalists  was  some- 
thing different.  As  Hungary's  brilliant 
economist  Janos  Kornai  has  observed 
(Forbes,  Aug.  1, 1983),  socialist  econo- 
mies labor  under  a  shortage  mentality 
on  the  part  of  central  planners.  All 
goods,  even  those  shoddily  produced 
by  inefficient  factories,  could  be  sold. 
So  bankrupting  big,  inefficient  state 
factories  was  a  possibility  that  few 
socialists  could  contemplate. 

A  large  number  of  state-owned  en- 
terprises still  dominate  the  country's 
economy.  Most  of  these  have  grown 
fat  on  socialist  subsidies.  Ten  Hun- 
garian firms  account  for  an  estimated 


15%  of  the  country's  national  in- 
come. These  companies  are  over- 
manned and  grossly  inefficient,  spew- 
ing out  goods  of  poor  quality,  accept- 
able only  to  fellow  socialists  who 
have  no  alternatives.  Fewer  than  half 
of  Hungary's  industrial  companies 
turn  a  profit.  The  others  continue  to 
survive  on  government  handouts. 

Hungarians  throw  more  than  $1  bil- 
lion a  year  worth  of  subsidies  and 
credits  at  the  little  country's  loss- 
making  factories.  The  money  comes 
from  Hungary's  smattering  of  small 
free-enterprise  factories  and  few  prof- 
itable state  enterprises,  whose  profits 
are  taxed  at  90% . 

Consider  Icarus,  the  Hungarian  bus 
manufacturer.  It  is  one  of  the  coun- 
try's few  profitable  large  companies 
and  consistent  foreign  exchange  earn- 
ers. Last  year  Icarus  earned  a  pretax 
profit  of  $50  million  on  sales  of  $500 
million.  But  the  government  took  $45 
million  of  that  profit  as  a  tax,  to  help 
finance  the  losses  of  other  state- 
owned  businesses.  It  is  as  if  Texas' 
Democratic  congressman  Jim  Wright 
were  to  expropriate  Ford  Motor  Co.'s 
profits  to  bail  out  Texas  thrifts. 

Hungary's  new  value-added  tax,  to 
be  introduced  next  year,  is  meant  to 
raise  revenues  and  to  lower  direct  cor- 


porate taxes.  This  will  save  Icarus  and 
other  well-managed  companies  from 
subsidizing  weaker  ones.  But  the  tran- 
sition— if  it  occurs — will  be  painful. 
"Our  actual,  aftertax  profits  will  be 
lower  in  1988,"  says  Istvan  Lepsenyi, 
technical  director  of  Icarus.  "We  are 
also  expecting  difficulties  in  obtain- 
ing parts  as  our  suppliers  struggle 
with  the  VAT  and  with  tighter  restric- 
tions on  foreign  exchange." 

Until  the  party  ended,  Hungary 
could  finance  itself  by  borrowing 
from  U.S.,  European  and,  most  recent- 
ly, Japanese  banks.  Hungary's  gross 
debt  to  these  Western  financial  insti- 
tutions rose  by  more  than  $10  billion 
over  the  last  five  years.  Last  year 
alone  Hungary  borrowed  $4.2  billion 
from  the  West  to  pay  off  old  loans  and 
finance  its  trade  and  budget  deficits. 

The  party  is  over.  As  a  result,  Hun- 
gary now  has  a  serious  balance-of -pay- 
ments problem,  and  has  little  in  the 
way  of  competitive  industry  to  earn 
the  foreign  exchange  to  repay  the 
debt.  "Lending  money  to  Hungary," 
says  one  Western  banker,  "is  like  pay- 
ing to  repair  a  car  that  should  be 
thrown  on  the  scrap  pile." 

At  any  rate,  Hungary  now  must  pay 
the  fiddler.  Western  banks,  along  with 
the  World  Bank  and  the  International 
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Now  you  can  get  an  800  service  that  offers  distance-sensitive 
pricing,  regardless  of  call  volume. 

An  800  service  that  provides  itemized  call  detail,  listing  the 
origin  of  every  call. 

It's  an  800  service  that  lets  you  receive  calls  from  anywhere 
in  the  country,  all  on  the  same  number  and  the  same  line. 

And  you  can  only  get  it  with  MCL 


1-800-888-0800 
Until  you  call,  you'll  never  know  how  much  better 
a  long  distance  company  can  be."" 

MCI 

Let  us  show  you. 


®MCI  Communications  Corporation  (MCIC)  "Service  marks  of  MCIC.  ©  MCIC:  November.  1987 


A  RARE 
OPPORTUNITY 
TO  MAKE  A 

PRACTICAL 
PURCHASE 

BASED  ON 
A  PURELY 

EMOTIONAL 
DECISION. 


(1 

d 

(3 


You  are  looking  at  an 
itomotive  paradox. 

A  luxury  sedan  in 
lich  performance  and  effi- 
incy  actually  occupy  the 
me  place  at  the  same  time. 

A  sedan  known  as  the 
yiW528e.  Whose  ingen- 
js  high-torque  eta  engine 
Dvides  extraordinary  re- 
onsiveness,  yet  whose 
►petite  for  gasoline  verges 
i  the  miserly* 

A  car  whose  handling 
i  the  open 


road  will  delight  driving  afi- 
cionados, but  whose  ability 
to  navigate  low-speed,  stop- 
and-go  traffic  without  an 
endless  shifting  of  gears  will 
prove  equally  exhilarating  to 
city  drivers. 

A  car  whose  interior 
architecture  carries  five 
adults  in  orthopedically-de- 
signed  comfort.  Yet  whose 
anti-lock  braking  system  is 
so  advanced,  it's  been  called 
"the  most 


expensive  and  proven"sys- 
tem  available. 

In  short,  the  BMW 
528e  is  a  practical  choice  for 
those  seeking  a  thrilling 
car  And  a  thrilling  choice  for 
those  seeking  a  practical  car 

A  paradox  your  local 
authorized  BMW  dealer  will 
be  most  happy  to  re- 
solve for  you  at  your 
earliest  convenience. 

THE  ULTIMATE  DRIVING  MACHII 


Welsh,  Carson,  Anderson  &  Stowe 

an  investment  firm  specializing  in  acquisitions  of 
information  processing  companies 


through  a  newly  formed  corporation  has  completed 
the  $325  million  acquisition  of 


Comdata  Network,  Inc. 


The  undersigned  initiated  this  transaction,  assisted  in  the 
negotiations  and  acted  as  financial  advisor. 


Drexel  Burnham  Lambert 

INCORPORATED 


Monetary  Fund,  are  demanding  that 
the  Hungarian  government  cut  off  the 
flow  of  funds  to  its  money-guzzling, 
inefficient  state  businesses. 

At  the  IMF's  behest,  the  govern- 
ment plans  to  slash  spending  by  $1 
billion  next  year  to  eliminate  a  budget 
deficit  equal  to  4%  of  GNP.  Living 
standards  will  fall  by  another  15%  to 
20%.  Income  taxes,  another  painful 
precedent  for  a  socialist  country,  will 
begin  taxing  away  income  earned 
above  the  poverty  level  of  $1,100  a 
year.  The  prospect  of  20%  inflation 
has  already  led  to  a  round  of  panic 
buying  as  Hungarians  withdraw  their 
savings  and  try  to  buy  anything  with  a 
reasonable  store  of  value. 

The  government  is  gambling  that, 
thanks  to  the  legalization  of  much  of 
the  underground  economy,  most 
Hungarians  will  be  cushioned  from 
severe  hardship  under  the  austerity 
plan.  Around  half  the  country's  work- 
ers now  have  second  and  even  third 
jobs,  doing  everything  from  transla- 
tion to  car  repair.  Income  from  these 


Budapest's  bond  bourse 


A Communist  securities  mar- 
ket? With  $800  million  (face 
value)  in  issues  now  outstanding, 
Hungary's  bond  market  is  the  East- 
ern bloc's  only  private  capital  mar- 
ket. Begun  in  1982,  the  market  has 
grown  rapidly  this  year  as  issuers — 
primarily  municipalities  and  state- 
owned  companies  like  the  State 
Railways  and  Peramarton,  a  chem- 
ical company — try  to  reach  the 
market  before  Dec.  31.  After  that 
most  bonds  lose  two  of  their  stron- 
gest appeals:  Their  state  guarantee 
will  be  withdrawn,  and  their  inter- 
est will  be  taxed  at  20% . 

The  bond  market  was  intro- 
duced to  allocate  capital  more  effi- 
ciently. But  the  flood  of  new  issues 
is  being  met  by  an  equal  tide  of 
investor  redemptions.  The  govern- 
ment, which  sets  the  rates,  has  an- 
nounced that  the  bonds  will  pay 
only  13.5%  interest  next  year. 
That  will  be  at  least  6%  below  next 
year's  inflation  rate  (see  story).  A 
negative  rate  of  return,  plus  20% 
tax  on  interest,  is  sending  bond- 
holders onto  the  market's  small, 
baroque  floor  to  unload  holdings. 

"We  have  to  continue  to  buy  all 
bonds  offered  for  sale,"  says  Zgis- 
mond  Jarai  of  the  Budapest  Bank. 
"If  we  stop  buying,  the  whole  mar- 
ket will  collapse."  That  would  be  a 
serious  blow  to  reform. — P.F. 


Stakeholders 


EJHI 


Vfte  believe  in  building 
mutually  beneficial  and 
enduring  relationships 
with  all  of  our 
stakeholders,  based  on 
conducting  business 
activities  with  integrity 
and  respect. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 


Custom 


NCR 


We  take  customer 
satisfaction  personally: 
we  are  committed  to 
providing  superior 
value  in  our  products 
and  services  on  a 
continuing  basis. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 


FORBES,  DECEMBER  14,  1987 


69 


i  HE  REASON  YOU 

HAVEN'T  BOUGHT  A 

^4-  PIN  PUTTER  IS 
PRMX.YOUKE  LOST 

YOUR  REASON. 

You've  also  lost  your  last 
reason  for  buying  a  9-pin 
printer.  Our  new  Pinwriter® 
P2200  dot  matrix  printer  is 
the  first  24- pin  printer  that 
is  priced  lower  than  many  of 
today's  9- pin  printers. 

However,  we  didn't 
strip  the  price  by  doing  the 
same  thing  to  features. 
In  fact,  we  gave  the  P2200 
a  few  features  you  won't  find  on  any  other  printers  at  any  price. 

Like  more  software  support  than  any  other  24- wire  printer  and  unrivaled  paper- handling  capa- 
bilities. It  feeds  from  both  the  rear  and  the  front.  And  you  can  print  a  single  sheet  without  removing 
your  continuous  paper.  You  can  also  produce  up  to  128  type  variations  within  a  single  document. 

We  also  didn't  get  the  price  down  at  the  expense  of  speed.  The  P2200 
prints  55  cps  in  LQ  mode  -  that's  faster  than  any  other  printer  in  its  price 
range.  And  in  draft  mode,  it  speeds 

along  at  170  cps.  NEC  PRINTERS.THEY ONLY  STOP 

So  see  your  NEC  dealer 
today.  Anything  else  would 
be  thoroughly  unreasonable. 


WHEN  YOU  WANT  THEM  TO. 


NEC 

NEC  Information  Systems,  Inc. 


i         rc  information,  and  the  name  oftheNECIS  dealer  nearest  you,  call  1-800-343-4418  (in  MA  617-264-8635). 
>r  write:  NEC  Information  Systems,  Dept.  1610, 1414  Massachusetts  Ave.,Boxborough,  MA  01719. 


Computers  and  Communications 


legal  "second  economy"  jobs  have 
maintained  most  living  standards 
over  the  last  5  years.  The  government 
hopes  they  will  continue  to  do  so. 

Unfortunately,  the  second-econo- 
my jobs  are  not  disbursed  evenly 
across  the  country.  Miskolc,  Hun- 
gary's second-largest  city,  is  Hunga- 
ry's Pittsburgh.  Its  Lenin  Metallurgi- 
cal Works  is  one  of  the  most  seriously 
ailing  of  Hungary's  large  firms,  and 
Miskolc  is  in  the  midst  of  a  1930s- 
style  depression.  Here  there  are  few 
opportunities  for  second  jobs,  and  the 
typical  family's  standard  of  living  has 
dropped  by  a  third.  The  city's  shops 
are  mostly  empty. 

According  to  one  West  European 
diplomat,  "It  would  be  cheaper  for  the 
government  to  send  the  [Lenin 
Works]  workers  on  a  yearlong,  all- 
expenses-paid  vacation,  than  it  would 
be  to  keep  the  foundry  going  for  an- 
other year." 

So  why  doesn't  the  government 


"For  40  years  we've  been 
telling  the  worker  that 
he  is  the  owner  of  the 
factory.  How  can  you 
fire  the  proprietor?" 


make  good  on  its  promise  to  shutter 
the  Lenin  Works  and  Hungary's  other 
moneylosers?  For  the  same  reason 
Mikhail  Gorbachev  and  his  peres- 
troikers  will  find  it  next  to  impossible 
to  put  any  Soviet  factories  out  of  busi- 
ness: It  is  an  article  of  faith  in  com- 
munism and  socialism  that  unem- 
ployment exists  only  in  capitalist 
countries.  So  jobs  must  be  main- 
tained, cost  what  it  costs. 

"For  40  years  we've  been  telling  the 
worker  that  he  is  the  owner  of  the 
factory,"  frets  Sandor  Nagy,  secretary 
of  SZOT,  the  Hungarian  trade  union. 
"How  can  you  fire  the  proprietor?" 

Besides,  even  if  you  do  fire  the  own- 
er-workers, what  then? 

It's  a  crossroads.  If  Hungary  extends 
free-enterprise  reforms  it  will  have  to 
accept  some  unemployment  and  do 
other  things  unacceptable  to  socialist 
orthodoxy.  If  Hungary  goes  back  to 
centralized  planning  and  full-dress  so- 
cialism the  country  will  sink  to  the 
socioeconomic  level  of  the  rest  of 
Eastern  Europe  and  the  Soviet  Union. 
Hard  choices.  The  same  choices  will 
be  facing  the  Russians  if  Gorbachev  is 
successful  in  liberalizing  the  rigid  So- 
viet economy. 

Peter  Rona  is  chief  executive  of 
New  York's  IBJ  Schroder  Bank  & 
Trust  Co.  Rona  fled  Hungary  with  his 
parents  in  1956  but  still  has  strong 
ties  to  his  former  country.  He  muses 


Employ 


We  respect  the 
individuality  of  each 
employee  and  foster  an 
environment  in  which 
employees'  creativity 
and  productivity  are 
encouraged,  recognized, 
valued  and  rewarded. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 


Shareholders 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 
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iX/ hen  you  first  handle  a  Patek  Philippe,  you  become 
W  aware  that  this  is  a  watch  of  rare  perfection. 
We  know  the  feeling  well.  We  experience  a  sense  of 
pride  every  time  a  Patek  Philippe  leaves  the  hands  of 
our  craftsmen.  For  us  it  lasts  a  moment  —  for  you, 
a  lifetime. 

We  made  this  watch  for 
you  —  to  be  part  of  your 
life  —  because  this  is  the 
way  we've  always  made 
watches. 

And  if  we  may  draw  a  con- 
clusion from  five  genera- 
tions of  experience,  it  will 
be  this:  a  Patek  Philippe 
doesn't  just  tell  you  the 
time,  it  tells  you  something 
about  yourself. 


Ellipse  models  are  available 
in  a  variety  of 
styles  and  movements. 


PATEK  PHILIPPE 

GENEVE 


For  a  presentation  of  the  new  Patek  Philippe  timepieces  available  in  1987, 
please  send  $  3  -  or  for  a  brochure  of  current  styles  write  to: 
Patek  Philippe.  10  Rockefeller  Plaza.  Suite  629  -  F,  New  York.  N  Y  10020. 


that  there  is  much  Hungary  could  do 
to  earn  its  way  in  the  world  if  the 
political  structure  were  less  rigid,  and 
if  the  reforms  on  the  books  were  put 
into  practice.  The  nation  has,  for  ex- 
ample, excellent  music  recording  stu- 
dios, and  technicians  who  could  easi- 
ly produce  recorded  music  products 
competitive  in  Western  markets.  But 
apart  from  a  smallish  deal  between 
CBS  and  Hungaraton,  Hungary's 
state-owned  recording  company,  little 
has  been  done  to  exploit  the  advan- 
tage. Laments  Rona:  "They  haven't 
really  even  tried  to  promote  the  music 
expertise."  It's  not  the  sort  of  thing 
socialist  planners  would  think  of.  Or 
encourage.  Too  messy.  Too  unpre- 
dictable. Too  .  .  .  un-Marxian? 

Do  Hungary's  leaders  have  the 
courage — and  enough  leash  from 
Moscow — to  resurrect  their  economy 
while  burying  their  ideology? 

The  answer  to  those  questions  rests 
primarily  with  Janos  Radar,  the  75- 


"The  Soviets  feel  the  future 
lacks  unmanageable 
problems,"  says  Rezso 
Nyers.  "This,  Hungarians 
know,  is  a  naive  view." 


year-old  general  secretary  of  the  Hun- 
garian Communist  party.  Installed  by 
the  Soviets  in  1957,  Kadar  first  saw  to 
the  imprisonment  and  execution  of 
many  of  his  compatriots,  and  then 
shrewdly  traded  fealty  to  Moscow  for 
permission  to  introduce  economic  re- 
forms. But  the  shrewd,  cynical  Kadar  is 
showing  his  age.  He  seems  to  be  avoid- 
ing hard  decisions.  One  senior  member 
of  the  Hungarian  Communist  party 
speaks  frankly  but  off  the  record.  "The 
whole  country  is  now  under  the  bu- 
reaucratic control  of  a  small  group  of 
men,"  he  says.  "Without  a  real  break- 
through, there  will  be  no  economic 
improvement,  only  catastrophe." 

From  his  Kremlin  office  1,000  miles 
northeast  of  Budapest,  Mikhail  Gor- 
bachev watches  uneasily  as  one  step 
in  Hungary's  reform  process  leads  to 
another,  and  another  and  another, 
with  each  step  forward  moving  Hun- 
gary away  from  socialism  toward  cap- 
italism. Listen  to  Central  Committee 
member  Rezso  Nyers,  a  key  architect 
of  Hungary's  1968  reforms:  "The  So- 
viets are  now  in  a  very  romantic  peri- 
od. They  feel  the  future  lacks  unman- 
ageable problems.  This,  as  we  in  Hun- 
gary know,  is  a  very  naive  view."  In 
short,  the  whole  world  may  be  in  the 
process  of  learning  that  there  can  be 
no  such  thing  as  free-enterprise  so- 
cialism. You  have  the  one.  Or  the 
other.  ■ 
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Communities 


NCR 


are  committed  to 
being  caring  and 
supportive  corporate 
citizens  within  the 
worldwide  communities 
in  which  we  operate. 
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Around  the  world  the  Olympia 
name  is  a  standard  for  compari- 
son. Here  it's  IBM. 

So  we  invite  you  to  make  an 
international  comparison.  Put  the 
best  up  against  the  best. 

Olympia  typewriters  have  long 
been  known  for  durability  and 
reliability.  Our  newest  electronics 


continue  the  heritage.  Butwe'v 
added  all  those  hi-tech  feature 
that  make  typing  easier  and  yc 
office  more  productive. 

More  than  1,200  dealers  in  ti- 
ll.S.  and  Canada  help  you  plai 
your  purchase,  train  your  staff 
and  give  you  fast,  expert  servic  ? 
And  since  Olympia  has  made 


All  Two! 


OLYMPIA 


11 


ewriters  for  generations,  you 
iw  our  company  and  our 
ilers  will  be  around  long  after 
srs  have  come  and  gone. 
Company  to  company  product 
iroduct,  service  to  service: 
npare  all  two.  IBM  may  lose 
le  of  its  lustre,  but  Olympia  can 
vethe  better  buy. 


Call  1-800-524-2541  for  this  fact-filled  brochure  on  how 

to  assess  office  typing  needs,  rate  various  machines 
and  get  the  name  of  your  local  Olympia  dealer. 
Or  send  this  coupon  to: 

Olympia,  Box  22,  Dept.  Adv. ,  Somerville,  N J  08876 
or  Olympia,  58  Prince  Andrew  Place, 
Don  Mills,  Ontario  M3C  3A2. 


How  to  Buy 
Electronic 
Typewriters 
with 

]  Your  Head, 


J  Your  Heart 


and 

Your  Hands 


OLYMPIAO 


Name- 
Title— 


Phone ( 


Company. 
Address— 
City  


.State- 


_Zip  Code- 


Special  typing  problems  I  need  to  solve  _ 


I  plan  to  make  a  typewriter  purchase  in  _ 


OLYMPIA  II 

The  Competition 

Advanced  Engineering  from  Germany 


kyo's'  real  estate  madness  is  a  major 
world  problem.  Japans  new  prime  minis- 
ter promises  to  address  it,  hut  can  he? 


These  prices  are 
really  insane 


By  Andrew  Tanzer 


T|  hroughout  the  world  inves- 
tors are  fixated  on  the  U.S.  bud- 
get deficit.  If  investors  thought 
things  through,  they  would  be  equally 
concerned  about  the  high  cost  of  Japa- 
nese real  estate. 

In  the  year  to  last  July  1,  the  average 
residential  land  value  in  the  Tokyo 


area  climbed  93% — in  yen  terms,  and 
much' more  in  dollar  terms.  Luxury, 
2,200-square-foot  condominiums  that 
recently  came  on  the  market  in  To- 
kyo's fashionable  Takanawa  district 
were  snapped  up  at  $13  million 
each — on  a  square  foot  basis,  more 
than  ten  times  what  similar  luxury 
apartments  cost  in  Manhattan.  The 
Japanese   real   estate   explosion  is 


Robert  Wallis/JB  Piclun 


Cabbage  farming  on  a  family  plot  in  Tokyo's  Nerima  district 

In  Tokyo  the  effective  tax  on  farmland  is  practically  zero. 


spreading  to  Yokohama  and  Kawasa- 
ki— where  prices  tripled  last  year — 
and  on  to  regional  capitals. 

Why  should  investors  in  Lima,  Lon- 
don or  Louisville  care  how  much  a 
square  meter  of  Tokyo  real  estate 
costs?  Why  should  it  bother  them  that 
even  well-to-do  Japanese  live  in 
cramped  spaces?  "It's  as  important  as 
the  U.S.  budget  deficit,"  says  Richard 
Koo,  senior  economist  at  Nomura  Re- 
search Institute  and  an  expert  on  capi- 
tal flows,  of  the  price  inflation  that 
has  infected  the  values  of  Japanese 
real  estate.  "It's  affecting  the  world 
economy." 

Here's  why:  These  insane  land 
prices,  driving  up  the  cost  of  every- 
thing from  rent  to  sushi,  are  depress- 
ing Japan's  public  and  private  con- 
sumption and  investment.  As  the  Jap- 
anese scrimp  on  other  items  to  pay 
rent  and  mortgage  charges,  they  have 
little  left  over  to  buy  luxuries,  espe- 
cially imported  ones. 

In  the  U.S.,  when  house  prices  rise, 
homeowners  can  borrow  against  their 
equity,  thus  fueling  the  rest  of  the 
economy.  But  in  Japan,  says  Takahiro 
Miyao,  professor  of  economics  at  Tsu- 
kuba  University's  Institute  of  Socio- 
Economic  Planning,  "you 
can't  borrow  against 
home  equity."  Thus  do 
high  property  prices 
squelch  domestic  con- 
sumption and  force  Japa- 
nese businessmen  to  sell 
abroad. 

In  his  final  months  in 
office,  Prime  Minister  Ya- 
suhiro  Nakasone  tried  to 
dampen  property  specula- 
tion. He  did  so  by  attack- 
ing the  easy  political  tar- 
gets— the  banks,  develop- 
ers, speculators  and  real 
estate  brokers.  He  laid 
down  policies  intended  to 
check  rising  prices.  These 
included  government 
screening  of  most  land 
deals  in  the  metropolitan 
area,  Ministry  of  Finance 
guidance  of  bank  lending 
for  real  estate  purchases,  a 
96%  capital  gains  tax  on 
land  resold  within  two 
years  of  purchase,  and  a 
temporary  freeze  on  the 
auctioning  of  land  from 
the  recently  privatized  Ja- 
pan National  Railway. 

Partly  as  a  result  of 
these  measures — and 
partly  because  prices 
climbed  so  high — the  To- 
kyo real  estate  market  has 
cooled  somewhat  in  the 
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What  TWA  is  doing  to  make  sure 
you're  not  sitting  in  a  plane 
when  you  should  be 
sitting  someplace  else* 


There  are  no  simple  solutions  to  the  problems 
our  industry.  But  we're  doing  everything  we  can 
alleviate  them. 

More  people  at  our  main  hub. 

When  our  St.  Louis  hub  runs  smoothly,  our 
lole  system  runs  smoothly.  That's  why  we've 
ded,  this  year,  334  more  airport  personnel  at 
y  positions.  As  a  result,  on-time  arrivals  have 
proved  by  63%  in  St.  Louis,  and  by  78% 
•oughout  the  U.S.* 

Realistic  scheduling. 

Too  many  airlines  have  been  scheduling  too 
my  flights  in  the  most  desirable  "peak  periods." 
our  system,  once  again,  our  St.  Louis  hub  is  key. 
;'ve  taken  our  main  peak  periods  and  spread 
im  out,  making  it  easier  for  planes  to  meet  their 
nedules,  and  for  you  to  make  your  connections. 


There's  more  turn-around  time  to  move  baggage, 
clean  cabins,  and  restock  supplies.  Also,  we  now 
have  back-up  planes  located  throughout  our  sys- 
tem, on  call  to  meet  any  contingency. 

If  it's  in  our  power,  we're  on  top  of  it. 

There  remain  a  number  of  factors  beyond  our 
control.  The  weather.  People  flying  in  unprece- 
dented numbers.  Delays  caused  by  the  nation's 
air-traffic-control  system. 

But  rest  assured,  the  factors  that  we  can  con- 
trol are  getting  our  highest  priority.  We  don't  want 
our  customers  to  miss  meetings,  ever  again. 

'Month  of  January  versus  September,  1987. 


TODAY'S  TWA. 
FIND  OUT  HOW  GOOD  WE  REALLY  ARE. 
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PRESENTATION 
NEEDS  IS  A  BIT 
MORE  BRILLIANCE. 


Next  time  you  present  your 
ideas  on  paper,  present  them  on 
the  one  paper  that  matches 
your  own  colorful  and  brilliant 
career.  Mead  Moistrite? 

mead 

Business  Papers 

Mead  Riper/Courthouse  Plaza/Dayton,  Ohio  45463 


WE'D  LIKE  TO 
REMIND  YOU 

THAT  THE 
UNCENSORED 
CONTENT 
OF  THIS 
MAGAZINE 
IS  MADE 
POSSIBLE 
BY  THE 
CONSTITUTION 

OF  THE 
UNITED  STATES. 

THE 
CONSTITUTION 

The  words  we  live  by 


To  learn  more  about  the  Constitution  write  Con  h^hb 

stitution.  Washington.  D.C_jo5og.  The  Commis-  P±T!| 

CoukpI 
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sion  on  the  Bicentennial  ofThc  IAS.  Constitute 


Meet  the  jiageya 


Tlhe  jiageya,  or  land  sharks,  are 
eviction  specialists  who  often 
serve  as  agents  for  big  developers. 
The  jiageya  buy  up  small  plots  in 
the  city  to  consolidate  for  large 
building  projects.  Jiageya  methods 
range  from  buying  off  tenants  to 
hiring  thugs— yakuza — to  do  the 
dirty  work. 

Pressure  tactics  from  the  yakuza 
range  from  making  threatening 


phone  calls  or  putting  poisonous 
snakes  in  mailboxes,  to  setting 
fires  or  bulldozing  houses.  The  Na- 
tional Police  Agency,  which  re- 
ceived hundreds  of  jiageya-rzlated 
complaints  from  the  public  last 
year,  reported  that  24  of  the  28 
jiageya  arrested  had  underworld 
connections.  The  jiageya  are  esti- 
mated to  be  spending  $75  million  a 
year  for  gangster  services. — A.T. 


past  few  months. 

But  practically  no  one  believes  that 
Nakasone's  market  intervention  mea- 
sures address  the  fundamental  prob- 
lem. Inflated  land  prices  in  Tokyo  are 
not,  as  many  Japanese  believe,  the 
result  of  a  shortage  of  land  but  rather 
of  ridiculously  inefficient  use  of  land. 

Any  visitor  to  the  city  will  notice 
the  lack  of  skyscrapers  and  the  pre- 
ponderance of  old,  wooden  two-  and 
three-story  structures.  Even  in  the 
prime  areas  of  downtown  Tokyo,  the 
average  building  is  less  than  three  sto- 
ries high. 

Why?  There  are  many  reasons,  none 
easy  to  change.  Small  landowners 
downtown — homeowners,  shop  own- 
ers, restaurant  owners — sit  on  land 
nominally  worth  millions  of  dollars, 
because  of  a  tax  system  that  penalizes 
sellers  with  a  high  capital  gains  tax  and 
rewards  holders  with  a  low  property 
tax.  In  Tokyo  the  current  effective 
property  tax,  based  on  assessments 
that  are  ancient  history,  is  only  $1,000 
to  $2,000  on  a  $1  million  piece  of 
property.  This  is  roughly  one-tenth  the 
typical  U.S.  property  tax  level.  The 
effective  tax  on  farmland  in  the  metro- 
politan area  is  practically  zero. 

In  vast  residential  areas  of  Tokyo, 
strict  local  zoning  rules  and  building 
codes  prevent  anything  higher  than 
two-story  houses  from  going  up.  The 
tenant-protection  law,  which  dates 
from  1921,  makes  it  virtually  impossi- 
ble for  landlords  to  evict  tenants  in 
order  to  redevelop  sites. 

Government  controls  that  defy  eco- 
nomic reality  tend  to  create  opportuni- 
ties for  society's  worst  elements.  So  it 
is  in  Japan.  In  the  last  two  years  a  new 
profession,  jiageya,  or  land  sharks,  has 
grown  up  in  Tokyo  (see  box,  above). 

Japan's  new  prime  minister,  No- 
boru  Takeshita,  has  promised  to  tack- 
le the  land  issue.  Last  month  he  creat- 
ed a  cabinet-level  council,  with  him- 
self as  chairman,  to  address  the 
problem.  Good  luck,  Mr.  Prime  Min- 
ister. Even  if  Takeshita  is  willing  to 


take  on  the  farmers,  the  real  estate 
industry  and  other  groups  that  benefit 
from  the  status  quo  (and  contribute 
generously  to  Takeshita's  Liberal 
Democratic  Party),  he  would  face  pop- 
ular opposition.  The  reason:  Nation- 
wide, 62%  of  Japanese  are  homeown- 
ers; half  of  Tokyo's  families  live  in 
their  own  homes  and  are  delighted  to 
be  paper  millionaires — even  if  it 
doesn't  do  them  much  good. 

Sentiment  is  involved.  Old  people 
in  central  Tokyo  want  to  live  out 
their  lives  in  their  family  homes  with 
tiny  gardens  and  plenty  of  sunlight. 
They  are  supported  politically  by  ex- 
tremely conservative  local  govern- 
ments, such  as  Tokyo's  23  wards, 
which  have  a  history  of  opposing  tax 
increases,  blocking  construction  of 
high-rises  or  anything  else  that  might 
disrupt  their  communities. 

Economists,  meanwhile,  warn  that 
any  drastic  measures  that  drive  prop- 
erty prices  down  could  have  devastat- 
ing effects  on  the  stock  market  and 
banking  system.  Tokyo's  soaring  land 
prices  have  been  one  of  the  major  fac- 
tors driving  up  stocks,  from  Mitsubi- 
shi Estate  to  Sapporo  Breweries,  over 
the  past  few  years. 

In  Japan,  as  in  the  U.S.,  it's  almost 
impossible  to  bring  change  through 
the  political  system. 

Politicians  are  politicians.  Few  in 
Japan  are  willing  to  tackle  the  prob- 
lem. So  they  offer  harebrained  solu- 
tions: filling  in  part  of  Tokyo  Bay; 
moving  the  capital  from  Tokyo;  curb- 
ing private  property  rights;  freezing 
land  prices. 

"To  really  solve  the  problem,"  says 
Keisuke  Tsukada,  an  official  in  the 
National  Land  Agency,  a  government 
body  that  determines  long-term  land 
policy,  "we  will  have  to  hurt  good 
people."  And  the  Japanese  prefer  so- 
cial harmony  to  hurting  people. 

Japan's  property  price  madness  will 
continue  to  irritate  U.S. -Japanese  eco- 
nomic relations  for  the  foreseeable 
future.  ■ 
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You  probably  know  that  Salomon 
Brothers'  recent  survey  ranked  rare 
coins  as  the  #  1  investment  of  the  past  ten 
years. 

But  you  probably  never  thought 
about  why. 

The  reason  rare  coins  have  such 
great  value  has  nothing  to  do  with  charts 
and  graphs,  or  P/E  ratios,  or  even  changes 
in  the  tax  law. 

The  reason  they  can  be  a  superb  J 
portfolio  purchase  is  that  nearly 
everyone  who  learns  the  rare  coin  story 
develops  an  almost  irresistible  urge  to 
own  them. 

And  anyone  who  actually  holds  a  beautifully 
preserved,  shining  example  of  American  history  in  his 
hands  immediately  recognizes  the  value. 

But  to  feel  confident  about  buying  rare  coins,  you 
need  safety.  And  liquidity.  And  guarantees. 

Today,  through  the  Professional  Coin  Grading 
Service,  rare  coins  are  a  modern  financial  market.  PCGS 
is  a  national  network  of  168  carefully  screened  dealers. 
PCGS  guarantees  the  grade;  i.e.  condition,  of  every 
PCGS  certified  coin.  And  the  correct  grade  is  the 
key  to  value. 


How  safe  are  PCGS  coins?  Dealers  buy 
and  sell  them  over  the  phone — or  through 
the  American  Numismatic  Exchange 
electronic  trading  system — without  even 
seeing  them. 

How  liquid  are  PCGS  coins?  There 
are  today  398,738  PCGS  certified  coins 
on  the  market,  with  a  declared  value  of 
#378,432,963.  By  some  estimates  they 
represent  more  than  half  of  all  trading  in 
U.S.  rare  coins  today. 
There  are  lots  of  ways  to  buy  stocks 
and  bonds,  and  hundreds  of  choices  in  planning 
portfolios.  But  there  is  only  one  smart  way  to 
buy  rare  coins:  from  a  PCGS  authorized  dealer. 
The  case  for  rare  coins  is  compelling.  To  learn 
more,  call  or  write  today. 

History — and  a  wise  portfolio  choice — 
is  in  your  hands. 


P.O.  Box  9458 

Newport  Beach,  CA  92658 

Toll  Free:  1-800-544-PCGS 


Check  American  Numismatic  Exchange  current  rare  coin  prices  on  tht 
Commodities  Page  et'er\>  Monday  in  the  Wall  Street  Journal . 


Planting  fewer  crops  helped  bring  better 
times  back  to  farming.  But  for  how  long? 


Use  it  or 
lose  it 


By  Charles  Siler 


Recent  history  for  U.S.  agricul- 
ture is  a  story  of  high-priced 
[government  meddling.  Begin 
maybe  six  years  ago  when  govern- 
ment support  prices  and  other  poli- 
cies made  the  market  so  rich  that 
farmers  were  planting  every  available 

acre,  fence  to  fence.   

Result?  Huge  farm  sur- 
pluses, what  else?  Followed 
by  record  low  prices  and  the 
collapse  of  the  U.S.  farm 
economy. 

You  probably  know  what 
the  solution  has  been.  U.S. 
policy  of  late  has  been  to  pay 
farmers  to  take  vast  acreage 
out  of  production.  Cost: 
About  $5  billion.  This  year, 
for  instance,  70  million  acres 
of  American  farmland,  equal 
to  about  25%  of  the  available 
land,  were  left  unplanted  un- 
der government  programs. 
And  by  all  appearances,  after 
five  years  of  farm  depression 
this  constriction  of  produc- 
tion has  had  an  effect.  Farm 
income  is  up  8%,  to  $56  bil- 
lion, this  year.  And  the  U.S. 
share  of  the  worldwide  grain 
export  business  is  up  to  42% 
this  year,  from  a  meager  36% 
last  year. 

A  victory  for  farsighted 
policy?  By  some  lights,  yes, 
but  hold  on.  While  U.S.  farm- 
ers were  growing  less,  their 
foreign  competitors  were, 
too.  About  30  million  acres 
of  cropland  overseas,  perhaps 
8%  of  what's  available,  are 
no  longer  being  used  to  grow 
grain.  So,  for  the  first  time 
since  1983,  world  grain  con- 
sumption is  exceeding  pro- 


duction, driving  up  prices.  But  as  the 
saying  goes,  you  can't  sell  grain  from 
an  empty  wagon.  And  the  problem 
now  is  that  U.S.  wagons,  by  design, 
may  reach  the  next  farm  boom  empty. 

One  of  those  sounding  the  alarm 
these  days  is  Cargill  Inc.,  the  $32.4 
billion  (sales)  agricultural  giant  based 
in     Minneapolis.  Understandable, 


as  Harm/Quest 


Car  gill's  Peter  Kooi 

Worried  that  wagons  will  be  empty  in  the  next  boom. 


since  a  good  chunk  of  CargilPs  busi- 
ness comes  from  the  sale  of  fertilizers 
and  seed,  so  fallow  farmland  cuts  rev- 
enues. But  Cargill,  in  fact,  probably 
has  less  to  lose  than  a  lot  of  others  do 
if  things  continue  as  they  are.  Unlike 
U.S.  farmers,  Cargill  can  and  does 
roam  the  world  for  supplies  and  sales. 
Yet  Cargill  is  convinced  that  U.S. 
farmers  are  at  renewed  risk  if,  as  ap- 
pears certain,  government  policy  all 
but  forces  them  to  keep  all  that  land 
fallow  next  year. 

"All  of  agribusiness  in  the  U.S.,  in- 
cluding the  farmer,  is  going  to  be  in- 
jured if  the  overseas  countries  are  the 
ones  who  put  their  acres  back  into 
production  first,"  warns  Peter  Kooi, 
president  of  Cargill's  commodity 
marketing  division. 

So  why  don't  U.S.  farmers  simply 
till  more  land?  Because  government 
set-aside  programs  too  often  make  not 
farming  more  profitable  than  farming. 
Just  as  bad,  there's  little  sign  that  the 
government  understands  the  emerg- 
ing production  equation.  Although 
1988  acreage  reduction  programs 
aren't  final  yet,  it  appears  that  at  least 
74  million  acres  will  be  left  fallow, 
with  even  more  scheduled  to 
be  left  bare  in  1989. 

"It  is  just  another  industry 
we  are  in  the  process  of  giv- 
ing away,"  says  Larry  John- 
son, a  corn  farmer  in  Co- 
logne, Minn.  "We  will  proba- 
bly end  up  in  1989  with 
shortages,  or  at  least  tighter 
stocks."  Johnson  has  idled  70 
acres  of  his  200-acre  farm — 
he  won't  till  the  full  amount 
because  government  pro- 
grams are  too  lucrative. 
"They  are  voluntary  pro- 
grams, but  they  are  necessary 
to  maximize  profits,"  John- 
son says.  Consider:  If  John- 
son were  to  grow  corn  on 
those  70  acres,  he  would 
make  $14,000.  But  he  can  net 
$24,000  on  the  same  tract  by 
growing  nothing,  courtesy  of 
Uncle  Sam. 

World  buyers  of  U.S.  grain 
and  foreign  competitors  can 
see  how  the  wind  is  blowing 
and  will  adjust,  says  Cargill's 
Kooi,  by  quickly  putting 
their  acreage  back  into  pro- 
duction. Richard  Gady,  vice 
president  of  economic  re- 
search for  Omaha's  $9  billion 
(sales)  ConAgra  Inc.,  agrees. 
"We  shouldn't  be  sending 
signals  abroad  that  we  are  go- 
ing to  tighten  up  as  we  see 
world  demand  continuing  to 
grow.  " 
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PIEASE  BUQCIE  UP  FOR  SECURITY    O  1987  RANGE  RCVEROf  NORTH  AMERICA.  INC 


not  only  says  you've  arrived.  It  also  says  you'll  get  home. 


A 


Range  Rover,  clearly,  says  a  lot  about 
the  individual  who  owns  one. 

Its  interior  speaks  volumes  about 
high  standards. 

Lavish  armchair  seating  and  uphol- 
stery, a  spectacular  stereo  and  now,  even 
an  optional  sunroof  all  comment  on  a 
dedication  to  things  refined. 

Range  Rovers  exterior  reveals  an 
eye  for  beauty.  As  a  matter  of  fact,  it  was 
exhibited  at  no  less  than  the  Louvre  as  an 
example  of  elegant  design. 


Spending  $33, 000-plus  for  a  4X4 
indicates  more  than  wealth,  however. 

It  also  shows  a  healthy  regard  for 
practicality.  For  there  are  very  few  vehi 
cles  as  extraordinarily  capable  as  a 


Range  Rover. 

Its  V-8  engine,  4-wheel  drive  and 
superb  suspension  can  carry  you  home 
securely  and  smoothly  through  snow, 
rain,  mud  and  the  most  obstinate  of 
Natures  obstacles. 

Call  1-800  FINE  4 WD  for  the  name 
of  a  dealer  convenient  to  you.  And  test 
drive  the  vehicle  that  speaks  highly  of  its 
owners. 

Almost  as  highly  as  they  speak 
about  it. 


But  that's  not  the  way  the  U.S.  De- 
partment of  Agriculture  sees  it.  Keep- 
ing land  out  of  production  may  cost 
money,  but  the  government  figures 
that  it  saves  money  in  the  end,  be- 
cause it  avoids  even  more  costly 
price-support  programs.  "Acreage  re- 
ductions are  necessary,  considering 
the  surpluses  we  have,"  says  Bob  Mil- 
ton, a  statistician  tor  the  department. 

The  surpluses  are  real.  About  4.3 
billion  bushels  of  surplus  corn,  or 
about  56%  of  demand  this  year,  are  in 
storage.  That's  down  from  the  4.9  bil- 
lion bushels  a  year  ago.  The  Agricul- 
ture Department  estimates  the  na- 
tion's wheat  surplus  at  1.5  billion 
bushels,  or  60%  of  the  annual  world- 
wide demand  for  U.S.  wheat. 

The  surplus  seems  smaller,  howev- 
er, if  you  consider  that  worldwide 
consumption  of  grains  is  currently 

"All  of  agribusiness  in 
the  U.S.,  including  the 
farmer,  is  going  to  be  injured 
if  the  overseas  countries 
are  the  ones  who  put  their 
acres  back  into 
production  first." 

running  at  1.64  billion  metric  tons 
annually,  or  45  million  metric  tons 
more  than  production.  A  spate  of  bad 
weather,  coupled  with  the  millions  of 
untitled  acres,  could  easily  cause  a 
plunge  in  U.S.  market  share — and  in 
farm  income. 

It  has  happened  before.  In  1983  pan- 
icky government  officials  pulled  78 
million  acres  from  production  in  an 
attempt  to  reduce  the  grain  surplus.  A 
drought  followed,  and  U.S.  farmers' 
share  of  the  grain  export  business  de- 
clined to  a  sickly  31%  in  1985,  from 
46%  in  1983. 

Are  we  in  for  a  replay?  Maybe  not 
immediately.  But  as  the  folks  at  Car- 
gill  like  to  say,  you  have  to  start  turn- 
ing the  riverboat  before  you  get  to  the 
bend  in  the  river.  "The  turnaround  in 
land  is  going  to  be  gradual,"  says  Kooi. 
"That  30  million  acres  (of  idle  over- 
seas farmland)  isn't  all  going  to  come 
back  in  one  or  two  years.  But  the 
signals  are  there." 

Obviously,  farm  policy  in  this 
country  is  extremely  touchy  political- 
ly, and  distress  in  the  heartland  has 
been  all  too  real.  But,  safe  to  say, 
farmers  are  mighty  sick  of  being 
whipsawed  by  contradictory  govern- 
ment policies,  and  most  will  tell  you 
they'd  as  soon  be  out  on  their  own.  If 
U.S.  agriculture  misses  out  on  the 
next  boom  in  commodity  prices,  the 
screaming  for  a  free  market  is  going  to 
be  deafening.  ■ 
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GIVE  A  CUTTY  ABOVE 


To.send.agiftof  Cu 
where  legal,  dial  1-8 

The  Buckingham  Wile  Comp 


On  the  Docket 


Ever  heard  of  a  lavuyer  who  turned  up  his 
nose  at  a  fee?  Try  looking  in  Boston. 


Hypocrisy 


By  Deirdre  Fanning 


Suppose  you  want  to  sue  some- 
lone  for  personal  injury  or  per- 
haps medical  malpractice,  but 
your  family  lawyer  just  doesn't  have 
the  expertise,  staff  or  smarts  to  take 
on  the  case.  If  he  refers  you  to  a  spe- 
cialist, and  you  subsequently  prevail 
at  trial,  guess  what?  In  Massachu- 
setts, your  family  lawyer  gets  a  share 
of  the  specialist's  fee. 

These  so-called  referral  fees  are  cur- 
rently the  subject  of  a  fierce  little  le- 
gal debate  that  many  see  as  a  dispute 
between  big-city  law  firms  and  small- 
er suburban  firms.  At  issue  is  whether 
lawyers  who  refer  cases  to  attorneys 
in  other  firms  are  entitled  to  a  fee  just 
for  acting  as  matchmaker.  No,  says 
the  Boston  Bar  Association.  It  insists 
that  this  is  not  a  case  of  big  firms 
versus  small  ones,  but  is  leading  an 
effort  to  change  the  current  rules. 

In  Massachusetts,  referral  fee  deals 
are  allowed  under  the  state's  Canons 
of  Ethics.  This  allows  lawyers  who 
refer  cases  to  attorneys  at  other  firms 
to  collect  a  fixed  percentage  (usually 
one-third)  of  any  fee  so  long  as  the 
client  consents  to  the  arrangement 
and  the  total  fee  is  reasonable. 

Granted,  there  is  something  unde- 
niably distasteful  about  a  lawyer  who 
insists  on  being  paid  for  simply  point- 
ing out  the  next  lawyer  to  consult 
with.  But  big-city  law  firms  have  en- 
gaged for  years  in  essentially  the  same 
thing,  a  practice  known  as  rainmak- 
ing.  At  large  firms,  big-name  partners 
are  used  to  lure  clients.  Once  having 
signed  up,  the  customers  are  quickly 
referred  to  other  lawyers  who  do  the 
real  work  on  the  case. 

Though  many  of  the  Boston  Bar  As- 
sociation's larger  firms  operate  in  pre- 


cisely this  way,  the  group  nonetheless 
fears  that  smaller  firms  collecting  re- 
ferral fees  might  somehow  give  the 
profession  a  bad  name.  Why?  Accord- 
ing to  Timothy  Dacey,  a  Boston  Bar 
Association  member,  it  may  encour- 
age lawyers  to  refer  cases  not  to  the 
best-qualified  outside  attorneys  but  to 
the  ones  who  offer  the  referring  law- 
yer the  biggest  share  of  their  fees. 

Unfortunately,  there  is  no  evidence 
supporting  the  claim.  Says  Leo  V. 
Boyle,  a  Boston  lawyer  who  headed  a 
committee  appointed  by  the  Massa- 
chusetts Bar  Association  to  investi- 
gate the  issue,  "We  found  absolutely 
no  complaints  from  clients  over  refer- 
ral fees."  Moreover,  he  says,  the  idea 
that  lawyers  will  divert  clients  from 
the  best  talent  and  toward  the  lawyer 
who  pays  the  highest  referral  fee  over- 
looks a  key  fact:  Most  referrals  occur 
in  contingency  cases,  in  which  no  fee 
is  paid  unless  the  case  is  won. 

The  Boston  Bar  Association  is  cur- 
rently pressing  the  Massachusetts  Su- 
preme Judicial  Court  to  junk  the 
state's  existing  rules  and  replace  them 
with  a  new  version  drafted  by  the 
American  Bar  Association.  The  ABA 
rules  would,  among  other  things,  pro- 
hibit the  taking  of  a  referral  fee  unless 
the  referring  lawyer  either  does  some 
work  on  the  case  or  assumes  joint 
responsibility  for  it. 

But  the  Federal  Trade  Commission, 
which  has  filed  comments  with  the 
court  opposing  the  Boston  Bar  Asso- 
ciation's position,  seems  to  have  hit 
the  nail  on  the  head.  "We  believe  the 
current  rule  benefits  clients  by  pro- 
viding an  incentive  for  lawyers  to  re- 
fer them  to  more  competent  special- 
ists," noted  the  FTC  in  its  filing. 
What  better  reason  is  there  to  allow 
the  law  to  stand  as  is?  ■ 
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When  you  consider  the  value  of  time,  you'll  understand  why 
the  world's  fastest  business  jet  is  in  a  class  by  itself 


If  time  is  the  foremost  reason  for  own- 
ing a  business  jet,  seven  world  class  speed 
records  begin  to  explain  why  the  Falcon 
100  may  actually  represent  a  greater  value 
than  its  competition. 

Compared  to  its  most  popular  competi- 
tor, for  instance,  the  Falcon  100  can  save 
you  more  than  an  hour  of  traveling  time 
from  New  York  to  Dallas.  When  projected 
over  several  years,  this  time  savings  gives 
the  Falcon  100  owner  an  overwhelming 
advantage  over  his  competition. 

Superiority  by  design 
The  Falcon  100  is  not  merely  the  world's 
fastest  business  jet,  it  may  also  be  the 
world's  most  meticulously  designed  bus- 
iness jet.  Its  swept  wings,  for  example,  are 
built  for  maximum  efficiency  in  the  high 
Mach/high  altitude  environments  in  which 
the  Falcon  100  was  designed  to  operate. 


Designed  not  simply  for  speed,  the 
wings  are  also  designed  to  deliver  uncom- 
mon versatility.  With  airliner-style  high-lift 
devices  (full-span  leading-edge  slats  and 
double-slotted  Fowler  flaps),  takeoff  and 
landing  speeds  are  slow,  giving  the  Falcon 
100  access  to  hundreds  of  smaller,  more 
convenient  airports  that  are  beyond  the 
short-field  performance  limits  of  many 
other  business  jets. 

Uncompromising  standards 
Speed  and  versatility  are  strong  criteria 
for  choosing  a  business  jet.  But  they  are 
not  the  only  criteria.  Equally  important 


are  reliability,  safety,  ease  of  maintenance 
and  advanced  technology.  In  this  regard, 
it  need  only  be  noted  that  the  Falcon  100, 
like  every  Falcon  jet,  is  built  to  the  same 
quality  of  construction,  precision  of  engi- 
neering and  advanced  technology  as  the 
Mirage  fighter  jets,  which  are  among  the 
most  sophisticated  airplanes  ever  built. 
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FALCON  100 


ooo  afc'~^> 


371  mph 


CITATION  S/II 


KING  AIR  200 


Source  BUSINESS  &  COMMERCIAL  AVIATION.  1986  Planning 
and  Purchasing  Handbook  (long  range  cruise  speeds) 


FalconJet 

Teterboro.  New  Jersey  07608 


Name/Title . 
Company  _ 
Address  


Time  is  money,  and  the  Falcon  100  can  save 
you  an  hour  from  New  York  to  Dallas. 

This  kind  of  quality  may  cost  more  to 
design  and  more  to  build.  But  FalconJet 
will  accept  no  lesser  standards.  And  nei- 
ther, apparently,  will  the  corporations 
who  have  made  FalconJet  the  number 
one  business  jet  in  the  Fortune  500.  Be- 
cause in  the  long  run,  these  standards  can 
yield  superior  reliability,  better  fuel  effi- 
ciency, lower  maintenance  costs,  and  a 
considerable  savings  in  time.  But  they 
also  yield  something  perhaps  even  more 
alluring:  the  knowledge  that  you  own  and 
operate  a  business  jet  that  truly  is  in  a  class 
by  itself. 

For  more  information  about  the  Falcon 
100,  or  to  arrange  a  demonstration  flight, 
call  Roy  Bergstrom  at  (201)  393-8056,  or 
send  us  the  coupon  below. 

_ 


□  Please  send  more  information  about 
the  Falcon  100. 

□  I'd  like  to  arrange  a  demonstration 
flight 


City  

Phone  L 


State/Zip . 


Now  flying  a . 


L. 
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and  former  pro  football  player 
royce  Box  runs  his  limited  partnership 
like  a  personal  fief dom.  Now  some  share- 
holders want  to  run  him  off 

Shootout  at 
the  OKC  Corral 


By  Edward  F.  Cone 


T|he  OKC  Limited  Partnership, 
actually  a  relatively  small  Tex- 
as oil  company  with  sales  of 
maybe  $40  million  a  year,  is  some 
piece  of  work.  Run  by  flamboyant  64- 
year-old  Cloyce  K.  Box  (for  several 
years  a  flanker  for  the  Detroit  Lions  in 
the  early  1950s),  the  company  oper- 
ates out  of  a  huge,  luxurious  Dallas 
office  and  somehow  spends  $4.7  mil- 
lion on  "administrative  expenses"  for 
a  business  that  basically 
oversees  an  interest  in  oil 
and  gas  properties. 

More  than  that,  under 
Box'  clumsy  and  none  too 
gentle  thumb — he  owns 
16% — the  company  has 
spun  off,  to  Box  himself, 
an  $1 1  million  (total  sales) 
pipeline  and  bungled  the 
writing  of  one  of  its  royal- 
ty contracts  so  badly  that 
it  cost  OKC  over  $20  mil- 
lion to  settle. 

Little  wonder,  then, 
that  a  group  of  dissident 
shareholders  wants  to 
throw  the  old  boy  out. 
And  Box  must  be  feeling 
about  like  he  tried  to  run 
through  William  (The  Re- 
frigerator) Perry.  Leading 
the  angry  stockholders  is 
J.  R.  Simplot,  the  Idaho 
potato  king  worth  some 
$200  million  at  last  count 
(see  The  Forbes  Four  Hun- 
dred issue,  Oct.  26). 

Box,  a  smooth-talking, 
intensely  likable  guy,  pro- 
fesses not  to  know  what 
all  the  fuss  is  about.  "Sim- 
plot  is  a  powerful  guy 
who's  used  to  throwing 
his  weight  around,"  he 


says.  "I  can't  imagine  why  he's  doing 
all  this  or  why  he  thinks  he  could  do  a 
better  job." 

Read  the  court  papers.  Simplot's 
group,  which  now  controls  9.5%  of 
the  o-t-c  stock  (recent  price:  AVi,  with 
over  20  million  units  out),  charges 
Box  in  a  suit  filed  last  month  in  U.S. 
District  Court  in  Dallas  with  mis- 
managing the  company.  "A  pattern  of 
misrepresentations  of  material  facjts 
and  breaches  of  fiduciary  duties"  is 
how  the  court  papers  put  it.  Simplot's 


Cloyce  Box,  head  of  OKC  Limited  Partnership 
The  former  Lion  has  his  shareholders  roaring  at  him 


group  claims  it  is  after  50%  of  the 
company  and  Box'  hide.  Box  hints 
Simplot  just  wants  to  be  greenmailed 
into  going  away. 

Blue-eyed,  silver-haired  and  impec- 
cably attired,  Box  is  a  suave  and  per- 
suasive man,  playing  the  role  of  Texas 
oilman  with  obvious  relish.  He  is  ea- 
ger to  argue  the  points  raised  by  his 
opposition,  but  somewhat  short  on 
substance  when  he  does  so.  Cloyce 
Box  is  a  good  talker,  though  at  this 
point  a  visibly  nervous  one. 

He  is  also  no  stranger  to  trouble. 
The  predecessor  company  to  OKC 
Limited  Partnership  was  a  New  York 
Stock  Exchange  firm  called  OKC 
Corp.  That  outfit  was  dissolved  in 
1981,  after  Box,  its  founder,  came  un- 
der fire  for  violating  oil  price  laws  by 
selling  "old"  oil  at  much  higher 
"new"  oil  rates.  In  1981  the  SEC 
slapped  his  wrist  when  settling  a  law- 
suit that  reportedly  accused  Box  of 
accepting  $4.8  million  in  kickbacks 
from  petroleum  resellers.  Box  signed  a 
consent  decree,  admitting  no  wrong- 
doing but  agreeing  not  to  violate  the 
securities  laws. 

This  time,  though,  Box  may  be  in 
deeper.  Among  the  charges  made  by 
the  Simplot  group:  self-dealing,  in- 
cluding the  spinoff  of  a  potentially 
lucrative  pipeline  to  a  Box-owned 
company,  CKB,  which  has 
grossed  CKB  over  $11  mil- 
lion since  1985.  Box'  ex- 
planation: "We  were  un- 
willing to  put  the  liabil- 
ities inherent  in  a  pipeline 
on  the  partnership." 

Responds  David  Hawk, 
a  member  of  the  dissident 
committee  and  Simplot's 
adviser  on  energy  matters, 
"He  was  perfectly  willing 
to  take  that  risk  himself." 

Another  Box  miscue:  A 
contract  with  Aminoil 
U.S.A.,  now  part  of  Phil- 
lips Petroleum,  cost  OKC 
over  $20  million  in  a  law- 
suit settlement.  Box  says 
he  doesn't  see  how  any- 
one could  have  avoided 
the  problem — and  that  it 
is  of  course  in  his  interest 
to  fight  any  such  losses  in 
court.  The  truth  is  that  he 
and  OKC's  lawyers  failed 
to  notice  a  change  in  lan- 
guage that  left  the  compa- 
ny responsible  for  a  far 
larger  royalty  payout  on 
the  oil  deal  than  they  had 
anticipated. 

In  addition,  this  largely 
nonoperating  company, 
mainly  overseeing  its  in- 
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WHERE'S  THE 
INFORMATION  AGE 
TAKING  YOU? 

Computers  have  put 
corporate  America  on 
an  endless  treadmill 
The  more  informa- 
tion they  generate, 
the  less  productive 
business  becomes. 
The  harder  you  work, 
the  quicker  you're 
going  nowhere.  Ana- 
comp  can  show  you  a 
more  productive  way 
to  manage  informa- 
tion. And  move  you 
in  the  right  direc- 
tion. 317  844-9666. 

anacomp 

(for  your  information) 


7e  have  children  in  two  countries, 
pro  erty  in  t'r.  ree  and  I'm  often  traveling. 
ieed  sv.  ift,  kn     ledgcable  answers  to  our  complex 
iir     im      and  tax  problems. 
A     i  g<     iiem  from  U.S.  Trust." 

l  Ian MacDonald,. International  investor 
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Meeting  the  demands  of  those  with  large  holdings, 
both  domestic  and  international,  is  one  of  our  premier  skills. 
Please  contact  Mary  B.  Lehman,  Senior  Vice  President, 
United  States  Trust  Company  of  New  York.  11  West  54th  Street, 
New  York.  NY  10019.  (212)  887-0446. 


USTrust 


When  you  do  something  very  well 

you  simply  cannot  do  it  for  everyone. 


Before  there  was  Castro, 
there  was  Partagas. 


The  tradition  of  Cuban  cigar- 
making  does  not  live  entirely  in 
the  past. 

The  fact  is:  a  Partagas  Cigar  is  still 
made  as  it  was  made  in  Havana  before 
the  Cuban  Revolution. 

The  secret  of  Partagas  is  a  living 


Cuban  legend.  His  name  is  Ramon 
Cifuentes.  And  ever  since  he  was 
exiled  from  Cuba  more  than  20 
years  ago,  he  has  continued  to  make 
Partagas  Cigars  as  only  he  and  his 
colleagues  can  make  them. 
One  by  one  by  hand. 


PARTAGAS 


©Cifuentes  YCial987 


Cloyce  Box,  a  smooth- 
talking  and  intensely 
likable  guy,  professes 
not  to  know  what 
all  the  fuss  is 
about,  "Simplot  is  a 
powerful  guy  who's 
used  to  throwing 
his  weight  around," 
he  says.  "J  simply 
can't  imagine  why 
he's  doing  all  this 
or  why  he  thinks  he 
could  do  a  better  job." 


terests  in  property,  needs  a  staff  of  50 
and  elegant  office  space.  OKC  has 
general  and  administrative  costs  of 
about  $4.5  million  a  year,  excluding 
$400,000  paid  to  Box'  CKB  company 
for  management  costs.  No  two  com- 
panies are  exactly  alike,  of  course,  but 
other  companies  of  similar  size  are 
said  to  get  by  spending  from  $1  mil- 
lion to  $1.5  million  on  administra- 
tion. Box,  nevertheless,  insists  that 
these  expenses  are  "the  lowest  in  the 
business"  and  likes  to  tell  people  that 
he  collects  no  salary  from  his  job. 

Cloyce  Box  says  that  he's  in  a  fight- 
ing mood.  And  he  adds,  "I  don't  lose 
easy."  The  most  likely  outcome?  A 
sale.  OKC  has  engaged  Prudential- 
Bache  as  an  investment  banker  to 
shop  the  company  around. 

There  ought  to  be  more  than  just  a 
few  buyers.  The  company  produces 
steady  income,  with  a  predictable 
payout  rate,  from  the  oil  properties 
that  it  manages.  The  underlying  net 
value  of  OKC's  reserves  could  be  as 
high  as  $8  a  share,  even  in  today's 
depressed  oil  market,  nearly  double 
the  company's  current  price.  Box 
himself  paid  more  than  $6  a  share  for 
the  large  block  he  bought  last  year, 
when  the  stock  was  trading  at  about 
$4  a  share. 

Once  upon  a  time,  Cloyce  Box  was 
at  least  two  touchdowns  ahead  in  this 
game.  Now  it  looks  like  he'll  be 
forced  to  punt.  ■ 
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Guess  who's 
the  most  popular  copier 

in  America. 


Gue 


in. 


The  first  name  in  copiers  probably  isn't  the  copier 
name  you  think  of  first.  But  for  the  fifth  straight  year, 
Canon  is  the  number  one  choice  in  copiers.  Leading  the 
industry  in  copier  placements  by  more  than  two  to  one. 

And  it's  no  woncjer.  Only  Canon  has  a  full  line  of 
copiers  to  meet  the  needs  of  every  size  business. 
From  the  high-speed,  high-volume  demands  of  big 
business  to  compact  convenience  for  smaller  businesses. 
Even  in  the  home. 

What's  more,  every  Canon  copier  is  designed  with 


innovative  new  technologies.  Yet  all  are  simple  to  use. 

So  whether  you  choose  the  highly  intelligent 
Color  Laser  Copier,  the  Personal  Copier  or  anything  in 
between,  you  can  count  on  performance  backed  by 
uncompromising  reliability.  And  a  commitment  to  quality 
that's  made  Canon  the  most  popular  copier  in  America. 

It's  no  guessing  game  then,  that  in  copiers, 
the  choice  is  Canon. 

Canon  has  opened  a  new  manufacturing  plant  in  Virginia  to  produce  the 
most  .popular  copiers  in  America. 


Canon 

THE  CHOKE  IS  CANON. 


Enjoy  easy  extended  payments 
with  the  Canon  Credit  Card  Ask  lor  details 
at  participating  Canon  dealers  and  retailers 
Available  only  in  US 


For  more  information,  call  toll  free 1-800-OK  CANON.  Or  write  Canon  U.S.A.,  Inc..  PQ  Box  5023.  Clifton,  N.J.  07015. 


©1987  Canon  USA,  he. 


THE  LEADERSHIP  SERIES 


NSWICK.THE  VEK 


iJK  SUPERB 
LIMITED  EDITION 
COLLECTION 
OF  LEISURE  PRODUCTS 

"When  John  M. 
Brunswick  founded 
this  company  in 
1845,  he  built  it  on 
values  that  have 
stood  the  test  of  time, 
and  have  been  the 
driving  force  of  the 
Brunswick  Corpora- 
tion in  recent  years. 
"From  America's  very  first  billiard  table 
to  every  market  we  serve  today,  the  goal  has 
been  to  be  the  best.  To  be  the  leaded 

"That  goal  has  been  achieved  because 
of  Brunswick's  unswerving  commitment 
to  quality,  a  commitment  that  is  visible  in 
every  product  Brunswick  makes.  In  boating, 
in  marine  power,  in  fishing  tackle  and  in 
bowling;  as  well  as  in  defense,  aerospace 
and  industrial  products. 

"This  special  collection  is  a  celebration 
of  those  values.  It  represents  the  very  best 
of  the  very  best." 

Jack  F.  Reichert 

Chairman  and  Chief  Executive  Officer 

Mercury  Laser-Powered  Speedboat 

A  2 1  -foot  vee-bottomed  guided  missile. 
The  Seebold  Eagle  Speedboat  is  specially 
designed,  built  and  rigged;  and  powered  by 
the  world's  finest  and  only  fuel-injected  pro- 
duction outboard,  the  Laser  220  XRi  by 
Mercury.  A  2.4  litre  V-6,  the  Laser  delivers 
220  horsepower  to  the  prop.  A  limited  edi- 
tion of  50  rigs,  completely  assembled  and 
ready  to  go!  $25,000. 

Custom  Golf  Clubs  With 
Brunswick  Precision  FM  Shafts 
Precision  FM,  the  tour  standard  in  cus- 
tom-made frequency  matched  golf  shafts, 
fashioned  into  golf  clubs  that  will  be  tailored 
especially  for  you  by  Ram  Golf.  Brunswick 
Golfs  revolutionary  shaft  frequency  system 
and  the  Ram  Golf  Wizard  Computer  custom 
fitting  system  combine  to  create  the  most 
scientifically  fitted  set  of  custom  clubs  avail- 
able to  maximize  a  golfer's  ability  and  per- 
formance. A  set  of  4  stainless  steel  woods 
and  9  Beryllium  Copper  irons.  A  limited 
edition  of  50  sets.  $1125. 

Zebco/Quantum  Collector's  Series 
Quality,  elegance  and  performance  in  a 
marched  set  of  three  superb  reels . . .  a  Quan- 
tum spinning  reel,  Quantum  baitcast  reel 


... 


MERCURY  LASER-POWERED  SPEEDBOAT 


and  a  Zebco  33  Classic  spincast  reel . . .  each 
one  precision  engineered.  All  richly  show- 
cased in  a  handsome  walnut  presentation 
case.  Each  reel  engraved  with  the  owner's 
name.  A  limited  edition  of  100  sets .  $250. 
Brunswick  Olympian  Bowling 
Ball  And  Bag 
Celebrating  bowling's  presence  in  the  1988 


Olympics!  With  each  distinctive  ball  and 
bag  ensemble,  you  receive  a  special  com- 
memorative medal,  and  a  $50  donation  will 
be  made  in  your  name  to  Team  USA.  The 
new,  black  high  performance  urethane  ball  is 
designed  for  today's  lane  conditions,  and  the 
luxurious,  two-ball  bag  is  handcrafted  of  the 
finest  leathers.  Both  are  personalized  with 


EST  OF  THE  VERY  BEST. 


BRUNSWICK 
MPIAN  BOWLING  BALL  AND  BAG 


>ur  name.  A  limited  edition  of  500 
isembles.  $300. 

Brunswick  Leadership  Series 
Billiard  Table 

lassie  French  Provincial  styling,  masterful- 
handcrafted  in  solid,  select  English  walnut 
id  set  on  a  precision-ground  slate  bed;  then 
egantly  accented  with  rail  sights  of  gold 


and  precious  gems,  hand  tooled  leather  pock- 
ets, and  a  gold-plated  name  plate.  A  limited 
edition  of  25  tables.  $20,000. 

Pachanga  32  Powerboat 
By  Sea  Ray 
This  special  edition  of  the  Pachanga  32 
combines  world  class  performance  and 
exceptional  handling  characteristics  with 


sleek  European  styling  and  lavish  appoint- 
ments. The  luxurious  interior  includes  a 
full  air  conditioned  vee-berth  with  every- 
thing from  galley  to  wet  bar.  All  powered  by 
twin  MerCruiser  stern  drives.  A  limited 
edition  of  2.  $90,000. 

A  Lifetime  Of  Open  Bowling  At 
Brunswick  Recreation  Centers 
The  number  one  name  in  family  bowling 
worldwide  offers  a  Lifetime  Pass  good  for 
unlimited  open  bowling,  at  no  charge,  in 
any  full  service  Brunswick  Recreation  Cen- 
ter. Experience  the  very  best  in  equipment, 
service  and  fun!  A  limited  edition  of  500 
passes.  $1000. 

Bayliner  17'  Capri  Runabout 

With  Matching  Ford  Aerostar  Van 
A  specially  color-coordinated  boat,  motor, 
trailer  and  van  ensemble.  Everything  you 
need  to  get  you  to  the  water,  and  in  the 
water,  in  comfort  and  style, 

A  special  version  of  the  top  selling 
Runabout  from  Bayliner,  America's  larg- 
est builder  of  power  boats,  the  1750  Capri 
combines  outstanding  performance  for 
family  use  with  striking  good  looks. 

Designer  exterior  paint  and  striping  plus 
interior  color  schemes  are  matched  in  every 
detail,  with  the  deluxe,  new  1988  Ford  Aero- 
star van.  A  limited  edition  of  100.  $34,000. 

Ordering  Information 
To  place  your  order  or  for  more  information 
on  the  Brunswick  Leadership  Series  prod- 
ucts or  about  Brunswick  Corporation, 
call  the  Office  of  the  Chairman  toll  free, 
800-621-6413  (Illinois  residents 
3 12-262-7783).  Or  write:  Office  of  the 
Chairman,  Brunswick  Corporation,  One 
Brunswick  Plaza,  Skokie,  Illinois  60077. 

All  items  in  the  Leadership  Series  are 
custom  made  to  order,  following  acceptance 
of  order.  Delivery  time  will  vary  depending 
upon  product  selected.  Orders  accepted 
before  December  18th  will  receive  a  framed 
Certificate  of  Authenticity  suitable  for 
Christmas  giving,  and  signed  by  Jack 
Reichert,  Chairman,  Brunswick  Corporation. 

Also  available:  A  complimentary  special 
edition  of  Brunswick: 
The  Story  Of  An 
American  Company,  a 
chronicle  of  Brunswick's 
142  year  history. 

Prices  include  ship- 
ping in  continental 
U.S.,  installation  and 
applicable  sales  tax. 

BRUNSWICK 

SINCE  1845.  AND  STILL  THE  LEADER. 

©  1987  Brunswick  Corporation 
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"Today  watches  are  symbols  of  power — 
power  in  all  its  guises:  money,  success  or 
strength.  Watches  are  the  Eighties  magic 
totems,  capable  of  conferring  on  the  wear- 
er superhuman  strengths. "  — vogue,  June  1986 

Abe  Breguet,  meet 
Christian  Dior 


By  Richard  C.  Morals 


FfcLEASE  come  this  way,"  purrs 
"Agnes  Macchler,  elegant  sales- 
woman in  Chaumet's  Rue  du 
Rhone  store  in  Geneva.  The  Ameri- 
can customer  is  led  down  a  spiral 
staircase  to  an  overstuffed  leather 


couch.  Maechler  fiddles  with  some 
dials  discreetly  hidden  behind  a  teak 
panel,  and  a  screen  descends,  the 
lights  dim.  The  American  is  treated  to 
a  tasteful  slide  show  about  Abraham- 
Louis  Breguet,  the  great  18th-century 
Swiss  watchmaker,  who  did  most  of 
his  work  in  Paris.  The  client  is  then 


Benoit  de  Gorski,  Genet  a  Jeweler 
"Clients  don't  care  about  the  names  anymore." 


shown  today's  line  of  Breguet  watch- 
es, displayed  on  scarlet  velvet  trays, 
costing  between  $4,850  and  $38,450. 
"We  only  make  1,700  watches  a 
year,"  Maechler  says  softly.  "Each 
one  is  made  by  hand,  you  see." 

Handsome  gold  watches  are  one  of 
the  affluent  society's  subtler  status 
symbols.  Less  noticeable  than  an  ex- 
pensive car,  no  more  accurate  than  a 
$30  plastic  timekeeper,  a  gold  watch 
nevertheless  serves  as  a  badge  among 
the  cognoscenti,  quietly  proclaiming 
that  the  wearer  both  appreciates  and 
can  afford  fine  things.  But  if  ever  there 
was  a  postponable  purchase,  expen- 
sive gold  watches  must  be  it.  Which  is 
why  the  world  stock  market  decline 
has  the  Swiss  watchmakers  nervous. 
Christmas  is  at  hand.  Feeling  poorer, 
will  the  well-to-do  keep  their  check- 
books in  their  pockets?  Or,  frightened 
by  the  prospects  of  a  new  burst  of 
inflation,  will  they  decide  that 
$10,000  watches  are  a  better  hedge 
than  stocks  and  bonds?  "So  far,  there 
is  no  indication  that  anything  is  slow- 
ing down,"  claims  Stanley  Hutkin, 
head  of  corporate  sales  at  New  York's 
Tourneau  Inc. 

Because  these  watches  are  the  epit- 
ome of  luxury,  the  decision  to  pur- 
chase is  highly  psychological.  Behind 
the  gentility,  therefore,  the  business 
of  expensive  watches  harbors  a  fair 
amount  of  hype.  Says  Pierre-Alain 
Blum,  the  irreverent  owner  of  the  Ebel 
company:  "We'd  have  been  successful 
selling  dresses  or  shoes.  The  strategy 
is  the  same."  The  strategy  is  as  old  as 
marketing  itself:  Don't  sell  just  the 
product;  sell  the  product's  glamour. 

Having  long  ago  lost  the  world's 
low  and  middle  market  in  watches  to 
the  Japanese  (the  Swiss  share  of 
watches  worldwide  is  less  than  15%), 
the  Swiss  have  concentrated  on  the 
upper  end  of  the  market — and  with 
remarkable  success.  Last  year  exports 
of  Swiss  gold  watches  amounted  to  $1 
billion  at  wholesale,  a  good  deal  of 
money  for  a  nation  of  6.5  million. 
Switzerland  controls  85%  of  the 
world  luxury  market. 

Affluent  Americans  have  been 
made  acutely  watch-conscious.  In 
1982  Switzerland  exported  59,000 
gold  watches  to  the  U.S.  By  last  year 
the  number  was  138,000. 

But  what  now?  Never  in  recent 
memory  has  the  luxury  watch  market 
been  so  competitive.  Even  as  there  are 
signs  that  the  market  is  flattening, 
new  Swiss  watch  companies  and  fash- 
ion houses  are  stealing  business  from 
famous  old  names.  Casualties  are  al- 
most certain. 

For  decades,  the  top  of  the  line  has 
been  dominated  by  four  names — Pa- 


92 


FORBES,  DECEMBER  14,  1987 


SAAB'S  INNOVATIVE  TECHNOLOGY  AND 
ENGINEERING  PROWESS  START  AT  AROUND  $15,000 
AND  DON'T  STOP  UNTIL  ABOUT  $20  MILLION. 


The  idea  of  "shared 
echnology"  has  a  long  his- 
ory  at  Saab.  In  fact,  the 
irst  Saab  automobile  even 
shared  the  technologists 
hemselves,  it  was  designed 
>y  aircraft  engineers. 

This  explains  why  Saab's 
lave  always  been  far  better 
mown  for  their  innovative - 
less  than  for  their  slavish 
idherence  to  the  habits  and 
inventions  of  the  auto 
ndustry. 

Why  long  before  auto- 
nakers  saw  the  marketing 
ippeal  of  the  "aero-look!' 
Saab  engineers  recognized 
he  value  of  an  aerodynamic 
)ody  and  designed  the  first 
Saab  accordingly. 

And  why  instead  of  re- 
sorting to  the  automotive 
vorld's  way  of  increasing 
>ower,  (bigger,  heavier  en- 


gines), Saab  engineers  were 
among  the  first  to  employ  a 
turbocharger  in  a  standard 
production  car  and  were 
pioneers  in  the  development 
of  16- valve  cylinder  head 
technology. 

The  litany  of  innovations 
found  in  every  Saab,  from 
the  $15,000  Saab  900  to  the 
$28,141*  Saab  9000  Turbo, 
also  includes  significant 
contributions  in  the  areas 
of  safety  and  practicality. 
Saab  was  one  of  the  earliest 
proponents  of  front-wheel 
drive.  (In  fact,  Saab  has 
never  offered  anything  but. ) 
Saab  was  also  one  of  the 
first  to  combine  a  hatchback 
body  design  with  a  fold- 
down  rear  seat  to  dramat- 
ically increase  its  cargo 
capacity.  And  a  leader  in  the 
development  of  collapsible, 


energy-absorbing  steering 
columns  and  dual-diagonal 
braking  systems  among 
other  things. 

And  the  free  exchange  of 
ideas  among  all  the  divisions 
of  this  aerospace,  auto- 
motive, heavy  vehicle  and 
electronics  group  known  as 
Saab-Scania  continues  to  this 
day  with  work  in  the  devel- 
opment of  new,  lighter  and 
stronger  materials  and  more 
sophisticated  electronics. 

But  to  experience  this 
technology  in  a  far  more 
moving  fashion,  we'd  sug- 
gest you  visit  your  nearest 
Saab  dealer.  Where  the  en- 
tire 1988  model  line  (minus 
the  supersonic  Saab  JA-37 
Viggen,  of  course)  awaits 
your  inspection. 


The  most  intelligent  ears  ever  built. 


51987  by  Saab-Scania  of  America,  Inc.  *The  Saab  900  Series  ranges  from  $14, 983  for  the  900  3-door  to  $29, 740  for  the  900  Turbo  Convertible.  The  9000  Series  ranges  from 
23,337  for  the  9000S  to  $28,141  for  the  9000  Turbo.  Mfg's.  sugg.  retail  prices  not  including  taxes,  license,  freight,  dealer  charges  or  options.  Prices  subject  to  change. 


Jean-Claude  Biver  and  his  Blancpain  employees 
"I  thought  people  would,  want  a  watch  with  the  art  inside. 


Stephane  Speiser 


tek  Philippe,  Piaget,  Vacheron  Con- 
stantin  and  Audemars  Piguet.  Just  be- 
low that  level  in  price  and  prestige — 
and  often  far  above  them  in  volume — 
are  names  like  Rolex,  Girard-Perre- 
gaux  and  International  Watch  Co.  For 
decades,  no  suave  European  wrist 
would  be  without  a  watch  bearing  one 
of  these  names. 

No  longer.  A  European  executive  or 
society  figure  today  could  just  as  well 
be  wearing  a  watch  from  Ebel,  Gerald 
Genta,  Hublot,  Raymond  Weil,  Blanc- 
pain or  Jaeger-LeCoultre. 

"Clients  don't  care  about  the 
names  anymore.  Any  good-looking 
watch,  with  any  kind  of  name,  can  be 
a  success,"  says  Benoit  de  Gorski,  one 
of  the  great  jewelers  on  Geneva's  Rue 
du  Rhone.  High-priced  watches  today 
bear  such  non-watchmaker  names  as 
Dunhill,  Chanel  or  Christian  Dior. 

The  high-priced  watch  business  is 
attracting  new  entrepreneurs.  Pierre- 
Alain  Blum  took  over  Ebel  from  his 
father  in  1980.  Ebel  was  a  little- 
known  company  with  a  contract  to 
supply  watches  to  Cartier.  Today  it  is 
a  well-known  name.  Blum  designed 
an  attractive  line  of  quartz  watches, 
backed  them  with  a  five-year  guaran- 
tee and  spent  massive! >  on  advertis- 
ing the  Ebel  label.  Blum  claims  he 


now  has  total  sales  in  excess  of  $200 
million,  and  his  Ebel  watches  (retail: 
$700  to  $23,500)  are  profitable.  Out- 
siders estimate  that  he  sells  about 
140,000  Ebel  watches,  plus  another 
100,000  or  so  to  Cartier.  That's  big 
volume  in  this  business. 

Or  take  Blancpain.  The  firm  was 
founded  in  1735.  Owned  by  Omega 
for  the  last  decade,  it  was  producing 
only  100  mechanical  watches  a  year. 
With  a  partner,  a  young  (33-year-old) 
watch  executive  named  Jean-Claude 
Biver  bought  the  name  with  an  unse- 
cured loan  from  Credit  Suisse  for 
$715,000.  His  strategy?  "I  thought 
people  would  want  a  watch  with  the 
art  inside,"  says  Biver.  Eschewing 
high  fashion  and  any  attempt  at  a 
distinctive  look,  his  watches  are  sim- 
ple round  timepieces  on  the  outside, 
but  far  from  simple  inside,  where, 
packed  into  a  tiny  space,  are  the  gears 
and  wheels  necessary  for  doing  in  a 
mechanical  way  the  tricks  that  quartz 
watches  perform  electronically.  The 
five-year-old  Blancpain  will  gross  $11 
million  in  revenue  this  year.  Biver 
insists  each  master  watchmaker  as- 
semble 80%  of  the  watch  himself, 
rather  than  using  a  more  efficient  as- 
sembly line;  even  the  company  statio- 
nery, with  its  own  watermark,  is 


handmade  in  England. 

Another  source  of  competition  is 
coming  from  haute  couture  houses; 
with  quartz  movements  cheap  and 
easily  available,  one  no  longer  need  be 
a  watchmaker  to  be  in  the  watch  busi- 
ness. Names  like  Christian  Dior, 
Chanel,  Dunhill  and  Cartier  now  sell 
Swiss  watches  under  their  own  labels. 
Price?  Chanel's  fall  launch  retails  for 
$1,100  to  $5,400  in  New  York. 

Then  there  is  Breguet,  an  ancient 
name  belonging  to  the  tony  French 
jeweler  Chaumet.  After  Chaumet 
went  bankrupt  in  the  spring,  an  in- 
vestment bank  bought  the  Breguet 
name,  which  includes  a  plant  in  Le 
Brassus,  and  will  soon  anounce  Bre- 
guet's  new  management. 

There  are  luxury  watches  and  luxu- 
ry watches.  The  cheapest  Patek  Phi- 
lippe watch  for  men  costs  $3,100  re- 
tail in  New  York.  A  far  bigger  part  of 
the  luxury  market  is  the  $500  to 
$2,500  range.  Until  the  early  1970s 
Omega  was  a  powerful  name  in  this 
market.  Omega  went  to  quartz  move- 
ments but  flubbed  the  move  with  in- 
ept marketing.  In  the  early  1970s 
Omega  produced  1.2  million  units. 
Today  the  company  makes  about 
450,000  units. 

But  Omega  now  belongs  to  the  en- 
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NEW  YORK,  10:30  A.M. 


PUT  IN  A  LETTER, 
A  DIAGRAM,  A  CHART, 
A  PHOTOGRAPH. 


Sharp's  new  fax  expands 
.)ur  business  world  by  bringing 
closer  together,  no  matter 
here  you  are. 

Because  where  there's  a 
done,  there's  a  way.  riven  in 
olated  Eternity  (pop. 
1 17),  where  some 
jsinessmen  claim 
icy 're  so  backwoods 
lat  sunshine  has  to  be  ^ 
ixed  in. 


INTRODUCING 
SHARP  S  NEW  FO-210 
FAX  MACHINE. 

Within  seconds,  the  Fax 
FO-210  transmits  copies  of  let- 
ters, diagrams,  charts,  virtually 
anything  you  can  put  on  paper, 
to  one  office  or  a  hundred.  It 
includes  a  full  featured  built-in 
phone.  And  it's  the  only  fax  in 
its  class  that  can  send  clear  cop- 
ies of  photos  around  the  world. 

Once  you've  used  it, 
you'll  find  that  the  FO-210  is 
just  as  basic  to  your  office  as  a 
typewriter  or  copier. 

No  matter  what  your 
business  needs— from  automatic 
dialing  to  storing  and  forward- 


KTERNITY,  QUEBEC,  10:30  A.M. 


SECONDS  LATER,  A  CLEAN, 
HARD  FACSIMILE  COMES  OUT 
ANYWHERE  IN  THE  WORLD. 


inn 


there's  a  full  line  of  fac- 
simile machines  at  Sharp,  the 
fastest  growing  fax  company  in 
the  industry. 


FO-150  (Case  optional) 


FO-620 


FO-3200 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS 


Edward II  Jennings,  President 
Tl)e  Ohio  Stale  I  'niversity 
Columbus,  Ohio 


v7  vi^i' ^aYi 

DiscawCdumlm...anaTlieOim  State  Unkwsity. 


Columbus,  Ohio  is  immeasurably  enriched  by  its  largest  sin- 
gle educational  at  id  ci  dtural  asset.  We  Ohio  State  Unit  >eisity. 
On  one  of  the  largest  college  campuses  in  America,  nearly 
55,000 students  from  all  50  states  and  more  than  100 for- 
eign countries  pursue  their  studies  in  7000  courses  in  500 
academic  programs. 

Dr.  Edward  Jennings,  president,  speaks  to  /his  remarkable 
dii  'ersity:  "On  one  lei  'el  we  may  be  i  >ieu  >ed  as  a  major,  compre- 
hensive, research-oriented  university,  deeply  committed  to 
expanding  our  research  in  the  i  ital  disciplines  of  today — 
medicine,  science,  communications,  the  arts 

On  a  purely  economic  plane,  we  emerge  as 
the  largest  employer  outside  of  state  govern- 


ment in  the  city  of  Columbus- 
more  than  $4  million  a  day. 


-responsible for  a  cash flou '  of 


DISCOVER 
COLUMBUS 


On  both  levels  we  consider  our  contribution  a  worthy  invest- 
ment in  a progressii  >e  and  energetic  city  ■  that  miirors  our  own 
ideals. " 

Discover  ways  that  you  may  ini  est  in  a  t  in'  that  is 
readying  itself  for  the  2 1st  century. 


W  rite  Central  Ohio  Marketing  Council 

P.O.  Box 21722 
Columbus,  Ohio  43221-0722 
Phone:  1-800-341-4441 
In  Ohio:  1-614-222-8596 


erprising  SMH  group,  the  manage- 
nent  that  produced  Swatch  and  the 
lock  Watch.  The  Constellation  line 
if  Omega  is  competitive,  ranging 
rom  $600  to  $3,300  and  backed  by  a 
worldwide  blitz  of  advertising. 
'Omega.  For  all  your  significant  mo- 
nents.")  Omega  sold  30,000  of  its 
Constellation  models  in  the  U.S.  last 
ear,  up  from  only  5,000  two  years 
arlier.  Says  Omega's  president,  Fritz 
Lmmann:  "We  intend  to  become 
mmber  one  in  the  low  end  of  the 
uxury  market."  Its  rivals,  Ebel,  Rolex 
nd  Cartier,  are  fighting  back. 
Why  so  much  competition?  For  one 
bing,  Swiss  prestige  is  at  stake.  And 
bis  can  be  a  highly  profitable  as  well 
s  prestigious  business.  In  the  U.S.  a 
/atch  that  sells  for,  say,  $1,000  costs 
round  $350  at  the  factory.  The  dis- 
ributor  gets  another  $150  or  so  to 
over  his  costs — which  include  some 
Deal  advertising — and  the  wholesaler 
>  often  owned  by  the  manufacturer, 
"he  retailer  usually  receives  a  100% 
aarkup  on  top  of  the  wholesale  cost. 
Jice  profits  are  possible  all  along  the 
me — if  volume  can  be  brought  to  a 
oint  where  it  can  finance  fancy 
dvertising. 

Because  $1,000  middle-priced 
matches  and  $10,000  high-priced 
matches  do  not  tell  time  any  better 
tian  a  $30  plastic  quartz  watch,  ap- 
earance  and  prestige  are  everything, 
bward  building  prestige  and  empha- 
izing  beauty,  most  companies  claim 
dvertising  budgets  range  between 
%  and  10%  of  sales — a  high  ratio. 
Nicholas  Hayek,  the  chairman  of 
MH,  puts  the  figure  higher.  Includ- 
lg  cooperative  advertising,  special 
quipment,  exhibitions,  parties,  spon- 
Drships,  salaries  and  extraordinary 
xpenses,  Hayek  figures  promotion 
nd  advertising  can  cost  15%  to  25% 
f  the  manufacturer's  sales. 

In  this  roughhouse  atmosphere,  not 
very  company  is  holding  its  own. 
acheron  Constantin,  founded  in 
755,  was  bailed  out  of  serious  trouble 
y  Sheikh  Ahmed  Zaki  Yamani,  Sau- 
i  Arabia's  former  oil  minister,  who 
cquired  a  majority  of  the  shares  last 
ear.  The  Geneva-based  firm  claims  it 
lakes  about  7,000  watches  (about 
,000  in  1980).  Forbes  estimates  that, 
n  sales  approaching  $35  million,  Va- 
heron  is  losing  money — even  though 
:s  cheapest  number  (steel  case,  leath- 
r  band,  quartz  movement)  sells  for 
2,500.  With  volume  slumping,  Va- 
heron  simply  can't  cover  overhead, 
ven  at  these  prices. 

Serene  and  so  far  untouched  by  all 
le  excitement  is  Patek  Philippe, 
imbly  run  by  its  urbane  owner,  Phi- 
ppe  Stern.  With  sales  approaching 


Fritz  Ammann,  president  of  Omega 
"We  intend  to  become  number  one 


$70  million,  Patek's  net  margin  is, 
during  the  best  of  times,  around  13% 
or  14%.  Today  Patek  makes  12,000 
watches  a  year,  down  slightly  from 
13,000  in  1980.  If  the  anticipated  re- 
cession lasts  a  long  time,  Patek  can 
auction  off  its  700  museum-quality 
timepieces. 

Audemars  Piguet  produces  12,000 
watches  today,  down  from  14,000  in 
1980.  On  sales  of  around  $50  million, 
Audemars  earns  just  above  10%  net 
on  sales.  It  has  just  come  out  with  a 
major  mechanical  breakthrough,  the 
first  tourbillon  wristwatch,  a  more  ac- 
curate mechanical  watch  that  retails 
for  $26,500.  Trouble  is,  Audemars' 
president,  George  Golay — possessor 
of  a  respected  name  in  horology — -died 
unexpectedly  in  October. 

Piaget  sells  around  15,000  watches 
a  year,  a  drop  from  20,000  in  1980. 
Yves  Piaget,  the  fourth-generation 
owner,  makes  only  gold  watches,  of- 
ten studded  with  jewels,  although 
65%  are  now  quartz-powered. 

Rolex  remains  perhaps  the  most 
recognizable  among  quality  watches 
and  easily  the  volume  leader.  Its  niche 
is  under  heavy  attack  from  the  likes  of 


Cartier  and  Ebel,  but  Rolex  is  still 
strong,  with  estimated  sales  this  year 
of  around  450,000  watches,  or  over 
$350  million.  With  such  volume,  Ro- 
lex runs  some  of  the  industry's  most 
effective  advertising.  Its  distinctive 
shapes  and  styles  have  become  such  a 
standard  that  cheaper  brands  and  Far 
Eastern  knockoffs  try — with  limited 
success — to  copy  them. 

A  world  recession  or  financial  panic 
could  be  dangerous  for  the  luxury 
watch  business:  Because  cutting  ad- 
vertising and  promotion  would  be  sui- 
cide in  a  business  like  this,  overhead 
cannot  easily  be  reduced.  Nor  can  in- 
ventories: Since  watches  can  take  up 
to  a  year  to  make,  manufacturers  al- 
ready have  very  large  stocks  on  hand. 

But  here  is  a  business  older  than 
the  industrial  revolution,  making  an 
item  that  has  long  been  desired  both 
by  the  newly  arrived  and  the  already 
arrived.  Will  sales  slow  next  year? 
Perhaps  they  will,  but  the  business 
will  survive.  Says  a  retailer  on  the 
Bahnhofstrasse,  the  Rodeo  Drive  of 
Zurich:  "You  can't  look  at  this  busi- 
ness entirely  rationally.  It  runs  on 
emotion."  ■ 
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MERGERS  &  ACQUISITIONS: 
AFTER  THE  CRASH 


By  Laurie  Meisler 


It  was  turning  out  to  be  yet  another 
excellent  year  in  the  mergers  and  ac- 
quisitions business  (M&A).  In  the  first 
ten  and  a  half  months  of  1987,  accord- 
ing to  IDD  Information  Services,  there? 
were  2,376  completed  merger  transact 
tions,  up  from  less  than  1,400  in  they 
same  period  the  year  before.  Though  ' 
the  dollar  volume  of  those  deals  was 
slightly  less  than  in  1986,  reports  IDD, 
heads  of  many  M&A  departments  re- 
ported that  business  was  brisker  than 
ever.  It  was  a  very  active,  if  not  particu- 
larly memorable,  year.  "In  general,"  re- 
counts John  Desrosier,  head  of  M&A  at 
E.F.  Hutton  &  Co.,  "there  was  a  high 
availability  of  credit  for  transactions. 
The  stock  market  was  at  a  level  that 
people  were  getting  spectacular  prices 
for  selling  their  businesses,  both  public 
and  private.  And,"  he  concludes,  "I 
think  people  genuinely  felt  good  about 
most  industries,  the  economy  in  gener- 
al and  about  the  future." 

Then  came  October  19  and  the 
unprecedented  508-point  plunge  in  the 
Dow  Jones  Industrial  Average.  Sud- 
denly, the  M&A  world,  as  well  as  many 
other  worlds,  turned  topsy-turvy.  In  the 
days  that  followed,  M&A  professionals 
were  busy  assessing  the  fall-out  from 
the  collapse.  Though  they  were  under- 
standably reluctant  to  make  any  iong- 
term  bets — "tell  me  what's  going  to 
happen  to  the  market,  interest  rates 
and  the  economy  and  tell  me  what's 
going  to  happen  in  Washington,  and  I'll 
tell  you  what's  going  to  happen  in  the 
M&A  business,"  challenges  Jeffrey 
Berenson,  who  heads  M&A  at  Merrill 
Lynch  Capital  Markets — most  were 
reasonably  optimistic  that  their  busi- 
ness would  be  healthy  in  1988 

Before  October  19,  for  example, 


\ 


David  VVittig,  Kidder,  Peabody  &  Co  s 
M&A  director,  was  anticipating  a  very 
strong  1988 — and  he  sees  no  reason  to 
alter  his  forecast.  "I'm  not  sure  what 
impact  the  market  is  going  to  have 
longer  term,"  he  admits,  "but  I  don't 
think  that  this  is  by  any  means  the  end 
of  the  M&A  business."  While  Robert 
Lee,  head  of  Dean  Witter  Reynolds' 
M&A  effort,  admits  that  a  lot  of  groups 
would  not  feel  comfortable  doing  deals 
with  stock  prices  this  low,  he  points  out 
that  there  are  plenty  of  interesting  bar- 
gains and  good  possibilities  for  combi- 
nations. "The  more  aggressive  players 
are  going  to  find  attractive  opportuni- 
ties," he  proclaims.  "The  level  of  activi- 
ty could  actually  go  up."  But  impeding 
the  large  hostile  takeovers,  adds  Rob- 
ert Willard,  Prudential-Bache  Securi- 
ties' director  of  M&A,  is  a  junk  bond 
market  that  has,  in  his  words,  "gone 
nto  a  state  of  shock.  You  have  to  ques- 
on  whether  the  liquidity  is  there  to 
JLpport  some  of  the  takeovers." 
\  In  the  short  term,  however,  there  is 
much  sorting  out  to  do.  Immediately 
follbwmg  the  market  crash,  a  host  of 
companies— Pepsico,  Chrysler  and 
)BM\among  them — announced  plans  to 
'buy  back  their  own  stock.  "I  don't  know 
hpw  Irnany  companies  will  go  forward 
ahd  actually  buy  back  their  stock,"  sub- 
mits Kidder's  Wittig,  "but  it's  in  the  best 
inttereas  of  America  for  people  to  come 
out\and\  say  we  believe  in  our  compa- 
nies! anq  we're  going  to  buy  back  our 
stock. 

on\h6ld 

A't  the\  same  time,  many  transac- 
tions that  were  in  the  hopper  before  the 
stock  rrfn|t  slide  were  put  on  hold — 
and  in  sHK  instances,  canceled.  Jar- 
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by, global  head  of  M&A  at  Citicorp  In- 
vestment Bank  "People  who  were  re 
luctant  to  sell  before  because  the^ 
thought  they  wanted  a  higher  value  wil 
never  sell  at  the  lower  values.  People 
on  the  buy  side  who  needed  finance 
will  have  more  trouble  than  ever  getting 
it.  The  cost  of  finance  has  risen  dramat 
ically." 

What  will  happen  next  is  anyone  ? 
guess,  but  investment  bankers  ac 
knowledge  that  there  are  forces  propel 
ling— as  well  as  inhibiting — new  M&f- 
activity.  On  the  negative  side  of  the 
ledger  is  the  sudden  loss  of  confidence 
in  the  stock  market  and  the  fear  that  the 
climate  may  worsen  before  it  improves 
After  all,  illustrates  E.F.  Hutton's  Desro- 
sier, "you  could  find  a  fabulous  lever- 
aged buyout  today  and  be  left  holding 
the  bag  tomorrow  if  the  market  were  ta 
drop  another  500  points.  It  would  be 
virtually  impossible  to  realize  values  or 
the  way  out  that  you  assumed  on  the 
way  in."  Before  the  action  picks  up 
again,  he  thinks  that  the  market  needs 
to  settle  in  at  a  certain  level  and  give 
people  time  to  get  comfortable  with  the 
values  in  the  marketplace. 

In  agreement  is  Joseph  Perella 
managing  director  and  co-director  o 
investment  banking  at  First  Bostor 
Corp.  "Whenever  something  like  this 
happens  in  the  market,  it  causes  peo- 
ple to  get  frightened  and  become  a 
little  more  cautious,"  he  relates.  "So  r 
chills  a  bit  of  the  interest."  On  the  othei 
hand,  Perella  continues,  "people  were 
complaining  not  long  ago  that  the  mar- 
ket was  overvalued,  that  they  couldn'i 
find  any  deals  to  do  because  the 
spreads  were  too  narrow  between  wha' 
assets  were  worth  and  what  the  share 
prices  were  trading  for.  We've  hac 
those  spreads  widen  dramatically,  cre- 
ating opportunities  for  people  who  are 
liquid." 

In  fact,  just  one  day  after  the  crash 
Hutton's  Desrosier  was  calling  it  a  ven 
favorable  market  for  a  buyer  of  prop 
erties.  "Savvy  buyers,"  he  says,  "are 
looking  at  this  as  an  absolutely  out 
standing  opportunity." 

Still,  there's  no  doubt  that  invest 
ment  banking  firms  have  suffered  « 
stunning  blow  that  is  bound  to  affec 
just  about  every  aspect  of  their  busi 
ness.  In  order  to  forecast  what  is  goinc 
to  happen  to  M&A  in  1988,  it  is  impor 
tant  to  identify  just  what  fueled  the  busi 
ness  BEFORE  the  disastrous  marke 
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Today  major  M&A  trans- 
actions are  as  likely  to 
occur  across  the  world 
as  across  town. 

Companies  worldwide 
rely  on  Salomon  Brothers' 
expertise  to  achieve  their 
M&A  objectives  in  inter- 
national markets. 

Our  M&A  specialists 


in  New  York,  London 
Frankfurt,  Zurich  and  Tokyo 
provide  first-hand  knowl- 
edge of  industries,  markets 
and  values  combined 
with  unsurpassed  M&A 
execution  capability. 

Salomon  Brothers'  M&A 
means  a  single  standard  of 
excellence,  worldwide. 
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collapse. 

Looking  back  over  the  events  of 
1987,  it  is  clear  that  M&A  activity  was 
generated  on  several  fronts,  all  of 
which  are  likely  to  be  affected  by  a  bear 
market.  Probably  the  biggest  phenom- 
enon of  the  year,  at  least  in  the  assess- 
ment of  Steven  Rattner,  partner  of  Mor- 
gan Stanley  &  Co.,  is  the  continuing 
role  of  the  leveraged  transaction  "If 
you  look  at  all  the  deals  that  get  done 
and  who  are  the  sellers  and  the 
buyers,"  he  contends,  "I  would  venture 
to  say  that  in  a  surprising  percentage  of 
cases  there  is  a  leveraged  transaction 
on  one  side  or  another— and,  often, 
leveraged  transactions  on  both  sides." 

But  David  Dougherty,  Bankers 
Trust  Co.'s  M&A  chief,  is  not  alone  in 
predicting  a  slowdown  in  the  number  of 
leveraged  transactions  in  1988,  as 
lenders  fret  about  the  stock  market  and 
interest  rates  and  about  the  possibility 
of  a  weaker  economy  in  1989.  "Here 
you  have  higher  interest  rates,  which 
make  borrowing  more  expensive,  un- 
certainties related  to  the  economy  in 
1989,  values  on  bust-up  deals  more 
suspect  because  of  the  relative  weak- 
ness in  the  stock  market  and  the  sense 
that  the  market  is  more  likely  to  go 
down  than  go  up  in  1988,"  he  enumer- 
ates. The  only  offsetting  factor,  in 
Dougherty's  view,  is  that  prices  for  cor- 
porate properties  will  be  cheaper. 

Moreover,  Michael  Connor,  head 
of  M&A  at  Keefe,  Bruyette  &  Woods, 
calls  the  events  of  October  "the  moral- 
ity play  of  1987."  As  he  sees  it,  concern 
about  the  use  of  debt  in  transactions 
had  been  building — and  resulted  in  a 
"backlash." 

FIRMS  BECOME  PART 
OF  THE  ACTION 

To  be  sure,  merchant  banking— 
the  use  of  firms'  own  capital  to  finance 
takeovers  and  leveraged  buyouts — has 
also  been  a  driving  force  in  the  M&A 
marketplace  In  the  estimation  of  Kid- 
der's Wittig,  approximately  50%  of  all 
corporate  purchases  of  more  than 
$300  million  in  1987  have  been  invest- 
ment banking  firms'  buying  companies 
for  their  own  accounts.  Indeed,  he 
says,  "virtually  every  transaction  you 
work  on  these  days  is  a  question  of 
financial  engineering,  not  necessarily 
strategy." 

Certainly,  merchant  banking  gen- 
erates a  great  deal  of  activity,  not  to 
mention  hefty  fees,  for  Wail  Street  firms. 
Bridge  financings — investment  banks 
lending  their  own  capitai  directly  to 
raiders  or  investor  groups,  to  be  repaid 
by  issuing  junk  bonds  or  othe;  securi- 


ties after  the  acquisition  is  complete— - 
can  involve  several  areas  of  profit  to 
firms:  the  investment  advisory  fee,  the 
commitment  fee,  the  divestitures,  the 
junk  bonds  and  an  interest  rate  on  the 
loan 

Among  the  noteworthy  bridge 
loans  whose  refinancings  were  com- 
pleted in  recent  months  are  First  Bos- 
ton's commitment  of  nearly  $1  billion  for 
the  Union  Carbide  restructuring  and 
Merrill  Lynch's  bridge  loan  of  more  than 
$700  million  for  the  leveraged  buyout  of 
Borg-Warner.  As  Morgan  Stanley's 
Rattner  discloses,  the  deal  of  the  year 
for  Morgan  Stanley  in  1987  was  Bur- 
lington Industries,  a  more-than-$900- 
million  bridge  loan  that  was  done  in  the 
face  of  a  hostile  offer  for  the  company 
by  New  York  investor  Asher  Edelman. 
"We  ended  up  doing  a  leveraged 
buyout  for  our  own  account,  using  our 
money  and  having  the  Equitable  as  a 
partner,"  Rattner  recounts.  "We  did  a 
tender  offer  with  bridge  financing.  We 
did  a  big  junk  bond  deal  to  finance  it. 
Now  we're  doing  divestitures  of  some 
of  the  divisions  as  we  had  intended."  In 
Rattner's  view,  the  deal  represented 
every  aspect  of  the  current  state  of  the 
art  in  investment  banking. 

There  are  dangers,  however.  Even 
though  merchant  banking  has  contrib- 
uted to  the  profitability  of  investment 
banks  and  enabled  many  transactions 
to  get  done,  it  also  puts  firms'  own 
capital  at  risk.  What  happens  if  they're 
unable  to  arrange  permanent  financing 
for  the  borrower?  They  may  end  up 
being  an  owner  or  owning  more  of  the 
company  for  a  longer  period  than  they 
had  anticipated.  But  to  Prudential-Ba- 
che's  Willard,  merchant  banking  is  in 
many  ways  reminiscent  of  what  invest- 
ment banking  started  out  as  50  or  60 
years  ago,  when  there  was  more  partic- 
ipation in  the  ownership  and  the  cre- 
ation of  companies.  It  is,  in  his  view, 
one  of  the  most  exciting  developments 
in  investment  banking — though  it  does 
involve  market  risk. 

What  is  ahead  in  the  merchant 
banking  arena9  Ronald  Freeman,  co- 
head  of  Salomon  Brothers'  M&A  de- 
partment, believes  that  merchant  bank- 
ing activity  will  continue  up  to  the  point 
"where  the  banks  get  nervous,  where 
investment  banking  profit-and-ioss 
statements  start  looking  a  little  strained 
and  where  the  people  who  have  made 
these  big  commitments  decide  that 
they  can't  make  them  anymore  "  And 
that  point,  he  speculates,  may  now  be 
upon  us. 

Dean  Witter's  Lee  is  another  M&A 
specialist  who  predicts  that  Wall  Street 
firms  will  become  increasingly  cautious 


about  the  deals  they  finance.  He  points 
out,  for  instance,  that  the  rating  agen- 
cies are  taking  a  much  harder  look  at 
merchant  banking  activity.  As  a  result, 
he  says,  firms  may  not  want  to  have  as 
much  risk  in  their  balance  sheets.  Inj 
addition.  Lee  predicts  that  investment 
banks  are  going  to  become  increasing- 
ly attuned  to  conflicts  with  clients  And, 
third,  he  suspects  that  a  number  of  very 
aggressive  transactions  by  firms  may 
prompt  a  re-evaluation  of  such  deals  or 
at  least  a  greater  reluctance  to  go, 
ahead  with  them  in  the  future  "I  don't 
necessarily  believe  that  merchant 
banking  is  the  end  all  and  be  all  that 
everyone  else  thinks  it  is,"  Lee  asserts 

Though  he  is  convinced  that  mer- 
chant banking  will  remain  a  profitable 
business,  even  factoring  in  the  costs  of 
the  disasters  that  are  bound  to  occur 
down  the  road,  Hamilton  James,  chief 
of  M&A  at  Donaldson,  Lufkin  &  Jenrette 
(DLJ),  maintains  that  large,  well-capi- 
talized firms  will  have  the  edge.  Finding 
it  difficult  to  compete  for  business,  in 
his  opinion,  will  be  regional  firms  as 
well  as  New  York-based  firms  that  lack 
capital  bases  Similarly,  he  suspects 
that  small  M&A  boutiques  may  be 
headed  for  trouble. 

Merrill  Lynch's  Berenson,  for  his 
part,  foresees  a  "differentiation  be- 
tween sheep  and  the  goats  Everybody 
has  jumped  into  merchant  banking  in 
the  last  year,"  he  proclaims.  "They 
thought  it  was  easy  street."  But,  in  Ber- 
enson's  view,  the  road  will  NOT  be 
paved  with  gold  for  the  "peripheral" 
players:  "those  that  don't  understand 
the  business,  don't  have  the  placing 
power,  don't  have  the  capital,  don't 
have  the  credit  capabilities,  don't  have 
the  structuring  capabilities  and  don't 
have  the  deal  capabilities."  What  will 
be  left,  he  forecasts,  will  be  firms  that 
know  how  to  use  their  resources  appro- 
priately. 

A  FLOOD  OF 
FOREIGNERS 

Another  important  source  of  M&A 
business  in  recent  months  has  been 
foreign  acquirors  coming  to  the  United 
States.  What  was  once  a  trickle  has 
turned  into  a  flood.  The  interest  has 
been  primarily  from  Canadian  and  Unit- 
ed'Kingdom  buyers.  From  January  1 
through  October  15,  according  to  IDD. 
there  were  a  dozen  transactions  involv- 
ing Canadian  purchasers,  up  from  nine 
during  the  same  period  in  1986,  and  39 
deals  involving  buyers  from  the  United 
Kingdom,  an  increase  of  nearly  40% 
from  the  year  before.  Acquirors  from 
other  foreign  countries  have  also  been 


This  announcement  appears  as  a  matter  of  record  only 


Diamandis  Communications  Inc. 


has  acquired  all  of  the  assets  of  the 


CBS  Magazine  Division 


for 


$650,000,000 


The  undersigned  initiated  and  assisted  in  negotiating  this  transaction, 
structured  the  financing,  and  purchased  a  combination  of  all  of  the  senior 
and  subordinated  notes  and,  together  with  management,  substantially 
all  of  the  equity  necessary  to  complete  the  acquisition. 


Prudential  Capital  Corporation    Prudential-Bache  Capital  Funding 

(Formerly  PruCaprtal,  Inc.) 


October  1987 
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The  Banking  Industry  Specialists 

GER/ACQUISITION  TRANSACTIONS 


15  Transactions 


Approximate  Market  Valuet 

$2,474,826,760 


*Fidelity  National  Financial  Corporation  (Baton  Rouge,  Louisiana) 

merged  with  Hibernia  Corporation,  New  Orleans  59,400,000 
*First  Connecticut  Bancorp,  Inc.  (Hartford,  Connecticut) 

acquisition  by  Fleet  Financial  Group,  Inc.,  Providence,  Rhode  Island  193,000,000 
*First  Indiana  Bancorp.  (Elkhart,  Indiana) 

acquisition  by  AmeriTrust  Corporation,  Cleveland,  Ohio  90,000,000 
*First  Railroad  &  Banking  Company  of  Georgia  (Augusta,  Georgia) 

acquisition  by  First  Union  Corporation,  Charlotte,  North  Carolina  779,000,000 
*Great  Western  Bank  and  Trust  (Phoenix,  Arizona) 

acquisition  by  Citicorp,  New  York,  N  Y.  52,800,000 
*Keystone  Financial,  Inc.  (State  College,  Pennsylvania) 

acquisition  of  *Pennsylvania  National  Financial  Corp.,  Harrisburg,  PA  1 12,900,000 
*KYNB  Bancshares,  Inc.  (Lexington,  Kentucky) 

acquisition  by  Banc  One  Corporation,  Columbus,  Ohio  N.A. 
*Merrill  Bankshares  Company  (Bangor,  Maine) 

acquisition  by  Fleet  Financial  Group,  Inc.,  Providence,  Rhode  Island  132,000,000 
*NBD  Bancorp,  Inc.  (Detroit,  Michigan) 

acquisition  of  Midwest  Commerce  Corporation,  Elkhart,  Indiana  57,000,000 
*NBD  Bancorp,  Inc.  (Detroit,  Michigan) 

acquisition  of  Union  Bancorp,  Inc.,  Grand  Rapids,  Michigan  104,000,000 
*Pacwest  Bancorp  (Portland,  Oregon) 

acquisition  by  KeyCorp.,  Albany,  New  York  76,000,000 
*Pennsylvania  National  Financial  Corp.  (Harrisburg,  Pennsylvania) 

acquisition  of  Hamburg  Savings  and  Trust  Company,  Hamburg,  PA  1 1 ,856,000 
*People's  Bank  &  Trust  Company  (Mount  Vernon,  Indiana) 

merged  with  Old  National  Bancorp,  Evansville,  Indiana  29,000,000 
*Sun  Life  Assurance  Company  of  Canada  (U.S.)  (Wellesley,  MA) 

acquisition  of  The  New  London  Trust  Company,  New  London,  NH  N.A. 
*SuriTrust  Banks,  Inc.  (Atlanta,  Georgia) 

merged  with  Third  National  Corporation,  Nashville,  Tennessee  755,000,000 
*United  Jersey  Banks  (Princeton,  New  Jersey) 

merged  with  Commercial  Bancshares  Inc.,  Jersey  City,  New  Jersey  285,300,000 
*United  Jersey  Banks  (Princeton,  New  Jersey) 

acquisition  of  Franklin  Bancorp,  Somerset,  New  Jersey  101 ,000,000 


*American  Security  Corporation  (Washington,  D  C.) 

merged  with  Maryland  National  Corporation,  Baltimore,  Maryland 
*Amoskeag  Bank  Shares,  Inc.  (Manchester,  New  Hampshire) 

acquisition  of  NTC  Corp.,  Nashua,  New  Hampshire 
*Bank  of  New  England  Corporation  (Boston,  Massachusetts) 

merged  with  The  Conifer  Group  Inc.,  Worcester,  Massachusetts 
*Cobanco,  Inc.  (Santa  Cruz,  California) 

merged  with  Pacific  Western  Bancshares,  San  Jose,  California 
*First  National  Corporation  (San  Diego,  California)  acquisition  of 

National  Bankshares  of  La  Jolla  and  National  Bank  of  Fairbanks  Ranch 
*USAmeribancs,  Inc.  (Chicago,  Illinois) 

merged  with  NBD  Bancorp,  Inc.,  Detroit,  Michigan   


440,806,000 
50,700,000 

656,000,000 
35,000,000 
8,500,000 

250,000,000 


"Commercial  Security  Bancorporation  (Salt  Lake  City,  Utah) 

acquisition  by  KeyCorp.,  Albany,  New  York 
*United  Jersey  Banks  (Princeton,  New  Jersey) 

merging  with  First  Valley  Corporation,  Bethlehem,  Pennsylvania 
*Valley  Capital  Corporation  (Las  Vegas,  Nevada) 

merging  with  "Security  Bank  of  Nevada,  Reno,  Nevada 


102,000,000 
265,000,000 
123,000,000 


G       5  Billion  of  Banking  Merger/Acquisition  Expertise* 


*KBW  Client 


tAt  time  of  announcement    JSmce  1 982 


For  further  information  contact 
Harry  V.  Keefe,  Jr.  Michael  C.  Connor 

CHAIRMAN  EXECUTIVE  VICE  PRESIDENT,  CORPORATE  FINANCE 

(212)  323-8300  •  (800)  221-3246 

1     3FE,  BRUYETTE  &  WOODS,  INC. 

M  HK  HARTFORD  SAN  FRANCISCO  LONDON** 

  1  ing  through  Keefe  Conning  Associates,  Ltd..  a  wholly-owned  subsidiary. 


How  The  Bank  of  New  York 
connects  the  people  who  need  it 

with  the  people  who 
have  it  in  the  capital  markets. 


As  any  successful  matchmaker  will 
11  you,  there's  nothing  like  bringing 
gether  people  with  compatible 
terests. 

Like  a  business  looking  for 
swap  counterparty  in  order 
better  manage  interest  rate 
3k. 

There  are  businesses  with 
inimal  tax  liability  in 
>ed  of  capital  equip- 
ment that  are 


through  private  placements.  As  well 
as  businesses  looking  for  investment 
opportunities  in  the  private 
markets. 

You'll  find  the  Capital  Mar- 
kets Division  of  The  Bank  of 
New  York  an  ideal  intermediary 
in  all  these  situations.  Because  our 
on-going  activity  in  the  capital 
markets  of  the  world 
k  keeps  us  constantly 
apprised  of  who'^ 
looking, 


looking  to 
be  matched 
with  businesses  in  need 
?tax  credits  provided  by 
veraged  leases. 
Or  there  may  be  busi- 
>sses  looking  for  an 
^quisition,  or  looking  to 
vest  themselves  of  operations. 
Then  there  are  businesses  interest- 
1  in  raising  debt  and  equity  capital 


BER  FDICeiW!  THK  BANK  of  NEW  YORK 


who's 

available,  and  who's 
eligible. 

To  discuss  any  aspect 
of  our  capital  markets 
capabilities,  call  Donald  S. 
Kemp,  Senior  Vice  Pres- 
ident at  212-530-1628.  Or 
write  him  at  The  Bank    r|^|  ]]\ 
of  New  York,  48  Wall     RAKTK  OF 
Street,  NY,  NY  10286.  j^W 

YORK 


MERGERS  &  ACQUISITIONS:  AFTER  THE  CRASH 


getting  into  the  act.  Prudential-Bache's 
John  Welsh,  tor  his  part,  has  witnessed 
a  "fair"  level  of  interest  in  the  United 
States  among  the  Italians  and  the 
French. 

Even  the  Japanese,  whose  entry 
into  the  U  S.  market  has  long  been  an- 
ticipated, are  finally  becoming  more 
and  more  active  But  most  M&A  experts 
do  not  foresee  many  Japanese  compa- 
nies swallowing  up  entire  U.S.  compa- 
nies. Instead,  they  believe  that  the  Jap- 
anese will  be  apt  to  lake  equity  inter- 
ests until  they  feel  more  comfortable  in 
the  States.  "The  Japanese  recognize 
that  they  can't  just  come  in  here  and 
buy  companies  and  expect  things  to 
remain  the  same,"  asserts  Kidder's  Wit- 
tig.  "They  recognize  the  sensitivities  in 
terms  of  the  cultural  differences  be- 
tween Japan  and  the  U.S."  But  by  tak- 
ing equity  interests  in  U.S.  companies, 
Wittig  reasons,  the  Japanese  have  an 
opportunity  to  establish  a  rapport  and 
relationship  with  management.  "Then, 
over  a  period  of  time,  they  can  possibly 
take  control." 

The  reason  most  observers  cite  for 
the  surge  of  interest  among  foreign  ac- 
quirors: the  weak  dollar  and  the  relative 
strength  of  other  currencies.  Yet  Lon- 
don-based Colin  Keer,  who  heads 
Bankers  Trust's  M&A  operations  in  Eu- 
rope, the  Middle  East  and  Africa,  points 
out  that  several  other  factors  are  at 
work.  First,  he  notes  that  companies 
are  concentrating  in  their  specialized 
fields  and  tending  to  expand  geo- 
graphically once  they  reach  a  certain 
market  share  in  any  particular  region. 

Why  opt  for  the  United  States? 
Partly  because  of  the  perception  of  val- 
ues and  partly  because  the  country  is 
viewed  as  the  capitalist  country  of  last 
resort.  But  Keer  is  convinced  that  cur- 
rency is  not  a  particularly  strong  moti- 
vator, because  people  tend  to  make 
acquisitions  for  the  long  haul  and  be- 
cause it  takes  a  long  time  to  make  such 
a  purchase.  "After  the  event,"  he  de- 
clares, "people  take  great  delight  in 
telling  you  that  they  bought  into  the 
States  when  the  dollar  was  lower — but 
'my  view  is  that  it's  after  the  event." 

In  the  cross-border  area.  too.  Oc- 
tober's market  massacre  is  likely  to 
take  a  toll.  While  it  may  appear  that  an 
abundance  of  bargains  will  lure  more 
and  more  non-U. S.  purchasers  to  the 
States,  Citicorp's  Whitby  forecasts  that 
activity  will  increase  only  among  buy- 
ers that  have  their  own  finances.  "A  lot 
of  cross-border  activity  ends  up  getting 
financed  in  the  U.S.,"  he  says  That 
financing  wiil  be  difficult  and  expensive 
to  come  by."  Moreover,  says  Whitby, 
nobody  knows  what  is  going  to  happen 


jn  foreign  equity  markets.  "If  London 
tumbles  and  Tokyo  tumbles,  who  is  go- 
ing to  be  buying?"  he  asks. 

As  for  Keer.  he  doesn't  envision  a 
substantial  fall-off,  although  he  notes 
that  the  plunge  has  reduced  absolute 
values  and  injected  an  element  of  cau- 
tion into  the  marketplace.  "It  has  given 
everybody  a  real  decent  shock,"  Keer 
declares.  He  thinks  that  the  effects  will 
be  felt  on  the  financing  of  acquisitions. 
In  the  past,  many  European  transac- 
tions were  financed  by  issues  of  public 
equity.  To  the  extent  that  these  issues 
will  be  much  more  difficult  to  achieve, 
and  that  more  deals  will  be  financed 
with  more  debt  and  less  equity,  activity 
might  be  reduced. 


Keer  suspects,  too,  that  the  naturel 
of  the  buyers  might  change  a  bit.  Morel 
difficult  to  consummate,  in  his  judgf 
ment,  will  be  what  he  terms  "David  anc| 
Goliath"  acquisitions — such  as  thd 
$1.2-billion  purchase  this  summer  ol 
the  Milwaukee-based  employmenl 
agency  Manpower  Inc.  by  much  small! 
er  Blue  Arrow  P  L  C  .  Britain's  largesl 
employment  agency.  (It  made  Blue  Arl 
row  the  world's  largest  recruiting  agen| 
cy.)  Even  if  the  markets  recover  very 
substantially,  asserts  Keer,  the  confil 
dence  that  people  have  in  the  equitj 
market  has  been  badly  shaken  and  wi 
take  a  long  time  to  revive.  He  believes) 
that  the  focus  of  cross-border  transacj 
tions  will  revert  back  to  the  big  corporal 


REVIEW  OF  MERGER  TRANSACTIONS^ 


First  ten  and  one-half 
months  of  1986  VS.  1987 

1986 

1987 

Number 
of  deals** 

Value 
(billions) 

Number 
of  deals** 

Value 
(billions) 

Merger  transactions 

1,381 

$147.55 

2,376 

$125.21 

Deals  greater 
than  $1  billion 

25 

63.78 

21 

48.00 

Divestitures 

551 

44.80 

983 

47.30 

Leveraged  buyouts 

65 

23.25 

57 

23.01 

Source  IDD  Information  Services  Inc 
'Includes  only  completed  deals  Does  not  include  stake  purchases  of  less  than  50%.  reorganizations,  sell 
tenders  or  repurchases    "Includes  deals  for  which  dollar  amount  is  not  disclosed 

THE  BIGGEST  FOREIGN  DEALS  OF  THE  YEAR 


Target 

Acquiror 

Country  of 
acquiror 

Amount 

Heublein  Inc.,* 
(subsidiary  of 
RJ  Reynolds) 

Grand  Metropolitan 

U.K. 

$1.3  billior 

Reichhold  Chemicals 
Inc. 

Dai  Nippon  Ink  & 
Chemicals  Inc. 

Japan 

$540  millior 

NuTone,  Yale  Security* 
(Scovill) 

Valor  PLC 

U.K. 

$470  millior 

Cyclops  Corp. 

L.B.  Foster's  architect 

hardware  unit* 

Dixons  Group  PLC 
Beacon  Capital  Corp. 

U.K. 
Canada 

$394  millior 
$275  millior 

Gilbarco  Inc.* 
(Exxon) 

General  Electric 
Co  PLC 

U.K. 

$250  millior 

Genstar  Gypsum 
Products  Co.  and  St. 
George's  Gypsum  Mines 
Inc.*  (Imasco) 

Domtar 

Canada 

$241  millior 

Allied  Stores  Corp. 
five  shopping  centers* 

Campeau  Corp. 

Canada 

$200  millior 

Kaiser  Cement  Corp. 
Forstmann-Leff 
Associates  Inc 

Hanson  Trust  PLC 
Guinness  Peat 
Group  PLC 

U.K. 
U.K. 

$200  millior 
$178  millior 

Source  IDD  Information  Services  Inc 


'denotes  divestituil 


one  of  the  worlds  fastest 


■ 


1987 

1986 

M&A  Activity  Ranked  by 

Jan-Jun 

Jan-Dec 

Number  of  Initiated  Deals 

1 

2 

The  Geneva  Companies 

2 

4 

PaineWebber 

3 

5 

Drexel  Burnham  Lambert 

4 

1 

Henry  Ansbacher 

4 

6 

Kidder  Peabody 

6 

14 

CHASE 

7 

na 

Wertheim  Schroder 

8 

3 

Merrill  Lynch 

8 

na 

Morgan  Guaranty  Trust 

10 

na 

Dean  Witter  Reynolds 

10 

15 

Smith  Barney,  Harris  Upham 

Source  Corporate  Financing  Week.  July  27,  1987  First  Half  1987  M&A  Activity  Ranked  by  Number 

of  Deals  Advertised  in  The  Wall  St  Journal  as  Initiated  Through  June  30 

M&A  performance  like  this... 


Today  more  and  more  of  the  most  pres- 
tigious corporations  are  coming  to  Chase  for 
their  investment  banking  needs. 

The  reason?  Our  performance. 

But  it  seems  that  it's  not  just  our  long  list  of 
deals  that's  fueling  our  rapid  rise  in  the  ranks. 

Apparently,  our  knack  for  creating  opportu- 


nities for  our  clients  is  also  opening  doors  for 
Why  else  would  Corporate  Financing 
Week's  tally  of  initiated  mergers  and  acquisi 
tions  activity  for  the  first  half  of  this  year  she 
we've  reached  the  #6  position  among  the 
world's  leading  investment  banks?  (Among 
commercial  banks,  we're  #1.) 


or 
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Obviously  our  total  capital  base  of  nearly 
10  billion  is  also  attractive  to  clients  looking 
)r  an  investment  bank  with  size  and  strength. 

Not  to  mention  our  in-depth  knowledge  of 
ie  many  industries  we  serve,  including  pe- 
x)leum,  electronics,  mining,  and  engineering, 
3  name  only  some. 


Or  our  global  network,  which  links  offices 
in  sixty  overseas  countries. 

So  even  though  we're  very  happy  about 
our  impressive  new  rankings  in  the  investment 
banking  business,  we  aren't  forgetting  the  real 
reason  for  our  achieving  them. 

Clients  who  look  beyond  them. 


O 


SICPA® 

SICPA  Holding  S.A 


has  acquired 


Sinclair  &  Valentine  (Holland)  B.V. 

and 

Sinclair  &  Valentine  (Deutschland)  GmbH 


from 


Sinclair  &  Valentine,  L.P. 


The  undersigned  initiated  this  transaction,  assisted  in  the  negotiations 
and  served  as  financial  advisor  to  SICPA  Holding  S.A. 

Chase  Manhattan 

Capital  Markets  Corporation 

October  14,  1987 


Chase 

Investment 

Bank 
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■n  using  its  weight  of  actual  backing 
buy  comparable  companies  across 
3  Atlantic. 

AX  WOES? 

However,  there  is  a  remote  possi- 
ity  that  cross-border  activity  will  be 
urred  by  an  unlikely — and,  to  mvest- 
3nt  bankers,  wholly  undesirable — 
urce.  In  mid-October,  Democrats  on 
5  House  Ways  and  Means  Committee 
□posed  a  tax  package  that  would, 
long  other  things,  curtail  deductions 
■  interest  expenses  exceeding  $5  mil- 
n  a  year  on  debt  supporting  either 
3  acquisition  of  the  majority  of  the 
)ck  of  another  corporation  or  a  com- 
ny's  redemption  of  a  majority  of  its 
in  stock.  Most  M&A  specialists  do  not 
pect  this  provision  to  pass — "if  it 
ies,"  declares  Morgan  Stanley's 
tttner,  "it's  time  for  all  of  us  to  move  to 
inada  because  Congress  completely 
;t  its  mind." 

Yet,  the  mere  disclosure  of  the  bill 
s  already  had  an  effect.  "The  fact 
at  it  has  been  introduced  and  dis- 
ssed  has  got  to  make  some  chief 
ancial  officers  pause,"  observes 
ineWebber's  M&A  chief  W.  Peter 
jsser.  Moreover,  a  number  of  invest- 
jnt  bankers  claim  that  it  was  one 
:tor  contributing  to  the  devastating 
irket  collapse. 

Nobody  disagrees  that,  if  passed, 
3  bill  would  be  catastrophic  to  the 
VA  business.  After  all,  few  acquisi- 
ns  of  any  importance  don't  incur  at 
ist  $5  million  in  interest.  "It  would 
ve  a  very  negative  impact  on  the 
luation  of  basically  all  companies," 
iphasizes  Prudential-Bache's  Welsh. 

would  change  greatly  what  you 
uld  afford  to  pay  in  any  circum- 
inces,  whether  you're  a  leveraged- 
yout  acquiror  or  a  corporate  buyer." 

Furthermore,  a  number  of  M&A 
ecialists  insist  that  there  is  an  "un- 
nerican"  aspect  of  the  bill:  If  legisla- 
n  is  passed  that  hinders  the  ability  of 
3.  companies  to  finance  acquisitions 
other  U.S.  companies,  these  critics 
bmit,  an  incredible  opportunity  will 
created  for  foreign  buyers  to  come 
the  United  States  and  scoop  up  com- 
nies  at  distressed  prices.  "You 
luld  give  a  tremendous  competitive 
vantage  to  non-domestic  compan- 
!,"  emphasizes  Hutton's  Desrosier. 

And  several  investment  bankers 
3  not  sure  that  the  provision  doesn't 
y/e  a  prayer.  They  comment,  for  in- 
ince,  that  President  Reagan  is  under 
3ssure  to  come  up  with  a  plan  that 
uld  increase  revenues.  "If  everyone 
sumes  that  it  doesn't  stand  much  of  a 
ance,  and  they  don't  cry  and  scream 


about  it.  it  will  go  through,"  maintains 
First  Boston  s  Perella.  "You  can't  as- 
sume that  something  like  this  is  going 
to  die  of  its  own  weight."  Still,  the  major- 
ity of  M&A  specialists  doubt  that  any- 
thing that  basically  disallows  interest 
on  all  acquisitions  could  be  passed. 
Instead,  they  foresee  other  legislation 
that  will  change  the  M&A  landscape. 

Dean  Witters  Lee,  for  his  part,  en- 
visions a  bill  that  would  make  it  difficult 
to  do  hostile  transactions— "all  that 
means,"  he  says,  "is  that  you  negotiate 
further  until  the  deal  becomes  non-hos- 
tile." Kidder's  Wittig.  meanwhile,  is 
waiting  to  see  whether  state  takeover 
laws  are  found  unconstitutional.  "I  just 
don't  see  how  the  state  of  Michigan,  for 
example,  can  dictate  to  shareholders 
whether  or  not  a  company  remains  in- 
dependent," he  says. 

And  several  bankers  observe  that 
the  jury  is  still  out  on  whether  the  1986 
Tax  Reform  Act  actually  bars  "mirrors," 
a  technique  that  enables  acquirors  to 
buy  companies  and  sell  their  pieces 
without  incurring  a  capital  gains  tax 
"It's  obvious  that  the  Democrats  will 
push  for  restrictions,  but  that's  primarily 
motivated  by  tax  revenue  considera- 
tions," remarks  Eli  Fink,  senior  partner 
and  national  director  of  international  tax 
services  at  Deloitte  Haskms  &  Sells. 
"From  an  equity  viewpoint,  mirrors 
should  be  allowed  because  the  ac- 
quiror has  paid  full  value  for  the  assets 
that  he  is  selling,"  opines  Fink.  "They 
are  not  abusive." 

Even  so,  Citicorp's  Whitby  notes 
that  deals  of  that  type  are  on  the  shelf 
waiting  for  clarification  "I'm  involved  in 
one  such  transaction  right  now."  he 
reports,  "where  precisely  because  of 
the  uncertainty,  we  can't  go  forward  for 
awhile." 

Finally,  Joseph  Hellman,  a  senior 
partner  with  the  law  firm  of  Kronish, 
Lieb,  Wemer  &  Hellman,  is  expecting  a 
curb  on  takeovers  to  come  from  the 
antitrust,  rather  than  the  securities, 
front  "The  antitrust  laws  of  the  U.S. 
have  fallen  into  a  rusty  heap."  he  as- 
serts. "If  a  Democratic  president  is 
elected  to  go  with  the  Democratic  Con- 
gress we  now  have,  we're  going  to  see 
new  life  breathed  into  our  antitrust  laws. 
The  desirability  of  bigness  is  going  to 
be  re-evaluated  by  the  American  econ- 
omy. We're  going  to  see  a  whole  new 
value  set  as  to  whether  or  not  large- 
scale  companies  are  really  in  the  best 
interest  of  America — even  if  as  we  enter 
the  21st  century,  where  we  have  com- 
petition globally.  But  largeness,"  Hell- 
man concludes,  "isn't  necessarily  the 
best  way  to  compete." 


RESTRUCTURING 
CONTINUES  .  .  . 

Indeed,  companies  in  the  past  few 
years  have  been  recognizing  that  the 
best  way  to  compete  is  not  to  build  a 
huge  organization  embracing  diverse 
businesses,  but  to  streamline  their  op- 
erations and  concentrate  on  what  they 
do  best.  "You  went  through  a  period  a 
number  of  years  ago  where  conglomer- 
ates was  the  rage — where  the  sum  of 
the  parts  was  worth  more  than  the 
whole,"  recalls  Hoyt  Ammidon  Jr.,  head 
of  M&A  at  Chase  Investment  Bank.  But 
the  market  is  no  longer  paying  for  diver- 
sity, he  notes,  so — as  a  defensive  ma- 
neuver— companies  are  reorganizing. 
They  are  optimizing  what  they  can 
manage  well  and  disposing  of  assets 
that  do  not  fit. 

This  "rearrangement  of  the  corpo- 
rate organization,"  as  Ammidon  terms 
it,  seems  destined  to  continue.  In  fact, 
Prudential-Bache's  Willard  contends 
that  the  movement  may  escalate.  "If 
stock  prices  stay  down  like  this,"  he 
explains,  "companies  are  going  to  be 
concerned  that  they're  more  vulnerable 
to  takeover.  They're  going  to  look  extra 
hard  at  stock  buyback  programs.  They 
might  have  to  sell  off  some  assets  to 
get  the  funds  to  buy  back  their  shares 
and  try  to  get  their  price  up.  So  in  a 
way,"  Willard  sums  up,  "the  fall-off  in 
stock  prices  might  make  for  even  more 
restructuring  activity." 

The  hotbeds  of  activity  in  1988? 
DLJ's  James  foresees  a  pickup  in  high 
technology  as  well  as  continued  con- 
solidation in  the  Rust  Belt  and  in- 
creased interest  in  natural  resource 
companies.  Consumer  products  and 
media  properties  should  remain  quite 
active,  in  his  view. 

As  for  Kidder's  Wittig,  he  expects 
the  insurance  area  to  be  extremely  ac- 
tive and  he  looks  for  tremendous  con- 
solidation in  financial  services — 
"You've  got  to  be  a  major,  major  player 
to  survive  in  a  volatile  market."  he  em- 
phasizes. And  Wittig  is  betting  that 
transactions  involving  utilities  wiil  finally 
pick  up.  "There's  been  a  lot  of  talk 
about  that  over  the  last  couple  of 
years,"  he  admits,  "but  I  think  that  ev- 
ery single  utility  out  there  is  in  the  pro- 
cess of  evaluating  what  its  options  are 
going  forward." 

Among  foreign  buyers,  branded 
consumer  products  continue  to  com- 
mand a  lot  of  attention,  says  PaineWeb- 
ber's  Slusser,  as  do  the  publishers. 
With  the  scarcity  of  publishing  proper- 
ties overseas,  he  notes,  there  is  a  large 
body  of  foreign  publishing  companies 
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that  wants  to  acquire  U.S.  publishers. 
He  anticipates,  too.  that  overseas  pur- 
chasers will  gravitate  to  distribution 
companies  and,  to  a  lesser  extent  to 
manufacturing  operations.  PaineWeb- 
ber,  he  reports,  bought  a  U.S.  jeweler 
by  the  name  of  Sterling  for  Ratners. 
which  is  the  largest  and  fastest  growing 
chain  of  U.K.  jewelry  retailers  "They 
had  run  out  of  growth  prospects  in  Bri- 
tain." he  points  out.  "To  grow  they  had 
to  go  overseas." 

While  1988  may  not  be  the  best 


year  that  the  M&A  market  has  ever 
seen— it  may  not  be  the  worst  one, 
either. '  M&A  activity  will  continue."  pro- 
claims Salomon's  Freeman.  "There's  a 
very  strong  impetus  on  the  part  of  cor- 
porations to  do  transactions  of  various 
sorts;  mergers,  acquisitions,  divesti- 
tures. And  they  will  do  them  at  all  differ- 
ent market  levels."  In  fact.  Freeman 
doesn't  believe  that,  if  enacted,  the  pro- 
posed tax  bill  would  cut  down  signifi- 
cantly on  business — other  than  change 
the  price  at  which  deals  get  done.  "The 


market  level  will  adjust  to  the  prevailin 
interest  rate,  tax  and  regulatory  envi 
onment,"  he  maintains.  "Additional  lec 
islation  may  make  the  shares  less  vak 
able  to  the  guy  who  will  pay  the  highe: 
price  for  them,  so  he'll  pay  less.  Bt 
he'll  still  be  willing  to  buy  and  there  wl 
be  plenty  of  sellers."  ■ 


Laurie  Meisler  is  a  New  York-basei 
freelance  writer. 


Designed  By  De  Martmo/Schultz  Inc. 


THE  COMMERCIAL  BANKS  DEVELOP  MUSCLE 


m  + 


Hoyt  Ammidon  Jr , 
Mergers  and  Acquisitions, 
Chase  Investment  Bank 


Time  was  that  commercial  banks  were  not  much  of  a 
factor  in  mergers  and  acquisitions  (M&A).  They  did  not 
pay  enough  to  be  able  to  attract  or  retain  top  talent.  They 
had  difficulty  landing  the  big  deals.  They  had  practically 
no  credibility  as  deal  makers.  But  times  have  changed— 
and  Wall  Street  firms  cannot  help  but  notice.  "Anybody 
who  doesn't  believe  that  the  commercial  banks  are  com- 
petitors is  crazy,"  asserts  David  Wittig,  who  presides  over 
Kidder,  Peabody  &  Co.'s  M&A  effort.  "Because  they  are." 

Look  at  what  is  happen- 
ing at  Chase  Investment 
Bank  Over  the  past  couple 
of  years  the  institution  has 
nearly  tripled  the  size  of  its 
full-time  M&A  staff,  from  few- 
er than  15  professionals  to 
40.  Similarly,  the  average 
size  of  the  transactions  it 
works  on  has  increased. 
"Before  1983,"  recalls 
Chase  mergers  and  acquisi- 
tions chief  Hoyt  Ammidon 
Jr.,  "I  don't  think  we'd  been 
involved  in  a  deal  larger  than  $50  million.  Over  the  past 
three  years,  the  numbers  have  gone  into  the  $400-$500 
million  range."  In  1987,  to  cite  one  example,  Chase  was 
involved  in  the  acquisition,  for  more  than  $500  million,  of  a 
wholly  owned  subsidiary  of  Allied.  Recounts  Ammidon, 
"we  did  the  bridge  loan  and  arranged  the  syndicated 
financing  for  the  deal — the  senior  debt,  the  bridge  financ- 
ing— and  we  came  in  as  an  equity  investor — we  put  cash 
into  the  deal  along  with  the  guy  who  bought  the  compa- 
ny." For  a  long  period  of  time,  he  notes,  Chase  only  lent 
money.  "We  watched  deals  go  by  and  equity  investors 
make  out "  But  now  the  bank  is  more  aggressive.  "We 
recognized,"  asserts  Ammidon,  "that  we  would  like  to 
leverage  cur  balance  sheet  by  taking  some  of  the  equity 
risk  and  by  getting  some  of  the  upside  of  the  deals  as 
well." 

And,  not  coincidentally.  Ammidon  has  discovered 
that  Chase  is  "ow  being  taken  seriously  as  a  player 
"Clients  are  finding,"  he  says,  "that  we  really  can  get 
transactions  done.  They  have  a  better  understanding  of 
how  we  can  use  our  balance  sheet  to  effect  transactions. 
They're  finding  that  there  is  a  level  of  expertise  that  has 
been  built  up  over  time  that  is  much  better  than  it  was  a 


couple  of  years  ago."  And  to  generate  M&A  business, 
Chase,  continues  Ammidon,  is  taking  advantage  of  signif- 
icant relationships  that  exist  in  a  number  of  major  mar- 
kets— including  the  United  Kingdom,  Japan,  Hong  Kong, 
France,  Spain,  Italy,  Australia,  Southeast  Asia  and  Africa. 
Chase's  client  base  has  tended  to  be  top  companies. 
"These  are  global  corporations  that  want  to  be  served  in  a 
number  of  different  markets.  We  find  that  our  network  is  a 
significant  advantage  for  us  relative  to  much  of  our  com- 
petition." At  the  same  time,  Chase's  thrust  domestically  is 
to  make  the  most  of  its  long-standing  experience  as  a 
lender  and  an  analyst  in  electronics  and  the  so-called 
primary  industries  by  developing  M&A  services  for  exist- 
ing and  prospective  clients  in  those  realms. 

Similar  progress  is  being  reported  at  other  commer- 
cial banks.  Citicorp  Investment  Bank,  discloses  Robert 
Whitby,  global  head  of  M&A,  currently  has  120  M&A 
professionals,  26  more  than  it  had  a  year  ago.  He  says 
that  the  bank,  as  well  as  several  other  major  financial 
institutions,  is  staking  out  a  big  position  in  the  merchant 
banking  field.  Bankers  Trust  Co.,  for  its  part,  now  has  61 
M&A  professionals — when  David  Dougherty  took  over  the 
bank's  M&A  effort  two  and  a  half  years  ago,  its  staff 
numbered  only  about  half  a  dozen.  At  the  same  time, 
Bankers  Trust's  M&A  transactions  rose  from  about  17  in 
1985  to  48  in  1986— and  48  in  the  first  three  quarters  of 
1987  alone.  And  Dougherty  points  out  that  the  bank  broke 
new  ground  this  year  when  it  acted  as  advisor  on  a  $2- 
billion  restructuring  for  Hospital  Corp.  of  America,  the 
health  care  management  concern.  "There  are  a  number 
of  dimensions  that  we  now  bring  to  the  table  that  are  far 
removed  from  the  simple  singular  lead  product  of  a 
historical  commercial  bank,"  he  declares.  "We  still  lend 
money,  but  it's  rather  down  on  our  priority  list  of  things  we 
like  to  do  with  our  corporate  customers." 

Which  Wall  Street  firms  have  the  most  to  fear?  Ac- 
cording to  Kidder's  Wittig,  the  firms  particularly  vulnera- 
ble to  attack  from  the  banks  are  those  that  do  not  have  a 
major  market  share  and.  are  unable  to  provide  financing  in 
transactions.  "Citibank  is  representing  Pan  Am  because  it 
was  willing  to  step  up  to  the  plate  and  loan  Pan  Am  money 
when  no  one  else  was  willing  to  do  that,"  he  illustrates. 
"As  a  result,  Citibank  was  hired  as  the  company's  finan- 
cial advisor."  Indeed,  there's  no  question  that  the  banks 
already  have  their  foot  in  the  door.  And  down  the  road,  it's 
likely  that  more  and  more  of  Wall  Street  will  feel  the  pinch. 


Anixter  Bros.,  Inc. 

Acquisition  by 
1TEL  Corporation 
Financial  Advisor 


KASCO 


Atlantic  Sen  ice  Company,  Inc. 
(now  a  part  of  Kasco  Corporation) 
Acquisition  by  Bairnco  Corporation 
Initiator,  Financial  Advisor 


Bird 

Incorporated 


Bird  Incorported 
Joint  venture  with 
Sulzer-EscherWyssGmbH 
Financial  Advisor 


CctreerCom 


CareerCom  Corporation 
Acquisition  of 
Jostens  Education  Systems,  Inc. 
Financial  Advisor 


Corastock  Group,  Inc. 
Sale  of  preferred  stock  to 
Spie  Batignolles  S.A. 
Financial  Advisor 


Derek  Crouch  PLC 


Derek  Crouch  PLC 
Acquisition  by 
Ryan  International  pic 
Financial  Advisor 


Fll 


Fidata  Corporation 
Sale  of  subsidiary  to 
Mellon  Bank  Corporation 
Initiator,  Financial  Advisor 


Great  American 

First  Savings  Bank 

Great  American 
First  Savings  Bank 
Acquisition  of 
Home  Federal  Savings  and  Loan 
Association 
Initiator,  Financial  Advisor 


& 


Greyhound  Lines,  Inc. 

Acquisition  by 
GLI  Holding  Company 
Initiator,  Financial  Advisor 


MERV  CRIFFIN 
ENTtPPKI*E$ 


Merv  Griffin  Enterprises 

Acquisition  by 
The  Coca-Cola  Company 
Financial  Advisor 


Grow  Group,  Inc. 

Acquisition  of  the 
Aqua  Chem  Segment  of 
Georgia-Pacific  Corporation 
Initiator,  Financial  Advisor 


M.  A.  tlanna  Company 


M.A.  Hanna  Company 
Acquisition  of 
Day  International  Corporation 
Initiator,  Financial  Advisor 
(Pending) 


Mr.  Peter  C.R.  Huang  and 

an  Investor  Group 
Acquisition  of  interest  in 
American  Global  Line  Inc. 
Initiator,  Financial  Advisor 


INTERNATIONAL 
HOUSE 

RESTAURANT 


International  House  of  Pancakes 
Acquisition  by 
Kelso  &  Company  and 
an  Investor  Group 
Initiator,  Financial  Advisor 


Midwest  Energy  Company- 
Acquisition  of 
Donovan  Companies,  Inc.  and 
Iowa  Gas  Company 
Financial  Advisor 


National 


National  Car  Rental  Systems,  Inc. 

Acquisition  by 
Griffith  Acquisition  Corporation 
litiator,  Financial  Advisor,  Principal 


PMG  Holdings,  Inc. 


PMG  Holdings,  Inc. 
(Patrick  Media  Group) 
Acquisition  of  Foster  and 
Kleiserand  Outdoor 
Advertising  Associates,  LP. 
Financial  Advisor 


4^ 


SOUTHWEST  CRS  CORPORPTIOfl 

Southwest  Gas  Corporation 
Acquisition  of 
vevada  Savings  and  Loan  Association 
Financial  Advisor 


1! 


PaincWfebber's 
Combined  Assets. 


o 


"ur  teamwork  approach  has  made  us  a 
growing  force  in  mergers  and  acquisitions, 
here  and  around  the  globe.  In  leveraged  acqui- 
sitions as  well  as  straightforward  acquisitions 
and  divestitures,  PaineWebber  has  completed 
64  transactions  in  1986  totalling  $11.9  billion 
and  36  transactions  in  the  first  half  of  1987 
totalling  $8.1  billion.  Clients  appreciate  the 
way  our  specialists  combine  Paine  Webber's 
full-firm  expertise,  the  attention  they  get  from 
our  senior  managers,  our  creativity,  and  our 
success  in  getting  results.  If  you're  considering 
a  recapitalization,  LBO,  merger,  acquisition,  or 
divestiture— join  forces  with  PaineWebber. 

PaineWebber 

INVESTMENT  BANKING 


Pasta  &  Cheese,  Inc. 

Acquisition  by 
Carnation  Company 
Financial  Advisor 


RATNERS 


Ratners  Group  pic 
Acquisition  of 
Sterling  Inc. 
Initiator,  Financial  Advisor 


Sovereign  Corporation 

Acquisition  by 
The  Chubb  Corporation 
Financial  Advisor 


Stanhome  Inc 

Stanhome  Inc. 
Recapitalization 
Initiator,  Financial  Advisor 


Sterer  Engineering  and 
Manufacturing  Company 
Acquisition  by 
Libbey-Owens-Ford  Company 
Initiator,  Financial  Advisor 


STERLING 

EXTRUDER  CORPORATION 


Sterling  Extruder  Corporation 
Acquisition  by 
Baker  Perkins  PLC 
Initiator,  Financial  Advisor 


Thrifty  Corporation 
Merger  with 
Pacific  Lighting  Corporation 
Financial  Advisor 


^jp  Transamenca 


Transamerica  Realty  Investors 
Merger  with 
Transamerica  Corporation 
Initiator,  Financial  Advisor 


First  Boston  is  the  leader  in  the 
divestiture  field.  This  position  is 
the  result  of  a  deliberate  strategy. 
And  performance  for  our  clients. 

First  Boston  has  a  specialized 
group  of  divestiture  experts.  They 
have  completed  hundreds  of  suc- 
cessful transactions  of  all  sizes— 


Leadership 


from  a  $20  million  sale  to  multi- 
billion  dollar  programs. 

We  regard  each  divestiture 
program' as  unique.  Our  divesti- 
ture team  custom  tailors  the  most 
effective  strategy  for  each  indi- 
vidual assignment.  Their  record 
shows  that  this  is  the  only  way  to 


ensure  the  most  advantageous  sa 
Divestitures  can  be  exceedin 
sensitive  transactions,  complical 
to  structure  and  even  more  difi 
cult  to  close.  Successfully  impk 
mented  programs  like  the  ones  sho 
here  illustrate  that  in  divestitur 
First  Boston  is  the  leader. 


Allied-Signal  Inc. 

has  sold 

MFB  Corporation 

to 

Bearing  Acquisition  Corporation 

A  rienv  corporation  formed  by  Harold  S  Geneen, 
Donaldson,  Lufkin  £r  Jenrette  Securities  Corporation 
and  other  investors. 

The  undersigned  acted  as  financ  ial  advisor  to 
Allied-Signal  Inc. 

^g)The  First  Boston  Corporation 


Allied-Signal  Inc. 

has  sold 

Sigma  Instruments,  Inc. 

to 

Pacific  Scientific  Company 

The  undersigned  acted  as  financial  advisor  to 
'  Allied-Signal  Inc. 

Hi  The  First  Boston  Corporation 


Allied-Signal  Inc. 

has  sold 

Sinclair  &  Valentine 

to  a  newly-formed,  privately- held  company 
organized  and  owned  by 

Stanger,  Craig  Associates,  Inc. 

and 

Flint  Ink  Corporation 

The  undersigned  acted  as  financial  advisor  to 
Allied-Signal  Inc. 

'M.  The  First  Boston  Corporation 


Allied-Signal  Inc. 

has  sold 

Ampex  Corporation 


Fanesborough  Corporation 

The  undersigned  acted  as  financial  advisor  to 
Allied-Signal  Inc. 

©  The  First  Boston  Corporation 


Allied-Signal  Inc. 

has  sold 

Revere  Corporation  of  America 

to 

Dobson  Park  Industries  pic 


The  undersigned  acted  as  financial  advisor  to 
Allied-Signal  Inc. 

@)The  First  Boston  Corporation 


Allied-Signal  Inc. 

has  sold 

Neptune  International  Corporation 

to 

Schlumberger  Ftd. 

The  undersigned  acted  as  financial  advisor  to 
Allied-Signal  inc. 

The  First  Boston  Corporation 


First  Boston 


Investment  Bankers 


The  Up  &  Comers 


Publishers 


Peter  Nagan  was  a  top-notch  business  writ- 
er. Instead  of  selling  his  skills  to  a  publish- 
er, he  became  a  publisher  and  printer — 
and  a  multimillionaire. 


Those  who  can,  do 


By  Dyan  Machan 


D'ntil  1952,  when  he  was  31,  Peter 
Nagan  wrote  about  business  rath- 
er than  participating  in  it.  He  edited 
general  news  wires  for  the  Associated 


Press  and  worked  at  Fortune  and  Busi- 
ness Week.  All  the  while  he  was  build- 
ing a  reputation  as  a  shrewd  observer 
of  Federal  Reserve  policy. 

There  are  two  things  to  remember 
about  newsmen:  They  never  think 


they  are  justly  compensated,  and  they 
frequently  have  insights  that  their 
editors  decline  to  print. 

Nagan  started  a  business  by  com- 
bining the  above  factors.  He  hit  on  a 
clever  idea.  He  would  recycle  some  of 
his  economic  information  in  the  form 
of  a  newsletter  that  companies  could 
use  as  promotional  material.  Nagan 
offered  industrial  supply  companies — 
bolt  manufacturers  and  the  like — the 
opportunity  to  place  their  ads  on  the 
back  of  his  economic  forecasts  and 
gave  them  copies  to  send  off  to  their 
customers. 

In  1952  Nagan  quit  his  $8,500-a- 
year  job  at  Business  Week — so  much  for 
just  compensation  -and  went  into 
the  newsletter  publishing  business, 
meanwhile  editing  a  newsletter  at  the 
Bureau  of  National  Affairs.  He  put 
together  a  mailing  list  from  an  indus- 
trial directory,  convinced  a  printer  to 
print  the  first  couple  issues  of  his 
monthly,  Our  Washington  Newsletter, 
on  speculation  and  worked  out  of  his 
Falls  Church,  Va.  home. 

In  a  few  months  he  had  15  compa- 
nies each  ordering  400  copies  at  8 
cents  apiece.  That  came  to  $480  a 
month,  half  of  it  profit,  for  working 
two  days  a  month.  That  sure  beat 


peter  Nagan,  chairman  of  Newsletter  Services,  Inc. 

Buying  a  printing  press  made  him  a  multimillionaire. 
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working  for-  McGraw-Hill,  publisher 
of  Business  Week. 

Nagan  spent  a  lot  of  time  in  the 
Washington  Press  Club.  There  he  be-  ' 
came  friends  with  Theodore  Gold- 
smith, a  bond-dealer-turned-publish- 
er who  was  writing  a  monetary  policy 
newsletter,  the  Goldsmith  Washington 
Service.  Nagan  and  Goldsmith  joined 
forces.  When  Goldsmith  died  a  few 
years  later,  Nagan  took  over  his  letter 
and  still  publishes  it  as  the  ROGIBond 
&  Money  Market  Letter. 

Had  Nagan  stopped  there  he  would 
have  owned  a  nice  little  business  and 
become  quite  prosperous.  He  would 
not  have  become  rich.  But  he  did  be- 
come rich.  From  the  beginning,  here's 
what  happened: 

Nagan  had  trouble  with  his  print- 
ers. They  often  failed  to  get  his  timely 
monthly  letters  out  on  time,  or  in  a 
readable  form.  Did  he  shrug  his  shoul- 
ders and  try  to  live  with  the  problem? 
Not  Nagan.  He  paid  $10,000  for  his 
own  printing  press.  He  then  installed 
it  next  door  to  his  office  and  became  a 
printer. 

This  was  not  a  sound  capital  invest- 
ment decision.  Nagan's  new  press 
could  print  his  and  Goldsmith's  two 
newsletters  in  less  than  two  days.  The 
rest  of  the  week,  the  press  was  idle. 

Pretty  soon  word  got  around  at  the 
Press  Club  that  Nagan's  printing 
press  was  eating  him  alive.  That  en- 
couraged a  few  other  letter  writers  to 
send  their  print  business  Nagan's 
way,  and  his  press  began  to  carry  it- 
self. Nagan  bought  another  press. 

Pretty  soon  Nagan  began  to  realize 
that  most  newsletter  writers  were  as 
unhappy  with  their  printers  as  he  had 
been.  Printers  like  to  book  their  pro- 
duction time  in  advance,  to  have  their 
machines  run  at  100%  of  capacity.  If 
copy  comes  in  late,  tough  luck:  The 
printer  is  on  to  the  next  project,  and 
the  newsletter  gets  delayed. 

Nagan  saw  his  niche.  He  commit- 
ted to  a  job  even  if  it  meant  his  ma- 
chines were  idle  hours  at  a  time  or  his 
crew  would  have  to  go  into  overtime. 
He  took  on  a  journalist  he  knew  as  a 
partner  to  oversee  the  shop,  and  start- 
ed with  10  letters.  Word  spread,  and 
soon  Nagan  and  partner  were  printing 
90  letters  and  had  to  take  more  space 
in  the  National  Press  Building  in 
Washington,  DrC. 

For  all  its  volume,  however,  Na- 
gan's printing  business  was  losing 
money.  Though  a  great  journalist,  his 
partner  was  a  terrible  businessman, 
and  Nagan  was  forced  to  buy  him  out. 
In  a  few  years  the  press,  now  called 
Newsletter  Services,  Inc.,  was  solidly 
profitable. 

In  1976  Nagan  signed  a  ten-year 


lease  on  a  new  basement  plant.  And 
still  the  newsletters  kept  streaming 
in.  The  Harvard  Medical  School  Health 
Letter,  for  example,  shaved  three 
weeks  off  its  printing  time  by  turning 
to  Nagan.  By  1979  Nagan  was  pub- 
lishing 150  newsletters,  grossing  $1.5 
million  annually,  and  had  again  out- 
grown his  space.  Now  ensconced  in 
his  own  renovated  warehouse",  Nagan 
is  printing  over  400  letters  for  others. 
Annual  gross:  nearly  $6  million,  and 
still  growing. 

There's  another  thing  about  jour- 
nalists: They  usually  like  to  keep 
writing.  As  Nagan  kept  building  his 
printing  business,  he  also  wrote  two 
books,  contributed  a  column  to 
Forbes,  continued  to  write  his  two 
original  letters,  started  four  more  and 
bought  three  others. 

On  his  seven  new  newsletters,  Na- 
gan has  demonstrated  considerable 
business  flair.  He  holds  down  initial 
investment  costs  on  three  of  them 
and  enhances  motivation  by  giving 
the  editors  a  piece  of  the  profits  in- 
stead of  a  salary.  It  is,  in  essence,  a 
way  for  him  to  exchange  his  experi- 
ence and  printing  ability  for  their 
ideas  and  journalistic  energy. 

"We  have  a  standing  offer  at  the 
Press  Club  and  the  Newsletter  Asso- 
ciation," says  Nagan.  "If  someone  has 


a  good  idea,  we  say  come  on  in,  we'l 
finance  and  promote  it." 

Thus  did  Nagan  start,  in  1975,  the 
Washington  Letter  on  Puerto  Rico  aftei 
lunching  with  an  editor  of  the  Sar, 
/nan  Star,  and,  in  1977,  The  Interna- 
tional Drug  and  Device  Regulatory  Mom 
itor,  after  talking  to  a  former  college 
classmate  who  worked  for  Schenng' 
Plough. 

His  letters  do  not  always  work 
Nagan  struck  out  with  Women  &  thi 
Law,  The  Interest  Rate  Outlook  and  In- 
vesting for  Income  &  Safety  He  hopes  tc 
do  better  with  Catastrophic  Care  Report 
due  out  in  January,  and  with  letters 
aimed  at  Japanese  businessmen  irj 
America  and  lawyers  who  are  usinjj 
computers. 

Nagan  is  a  millionaire  many  times 
over.  He  says  his  seven  newsletters 
currently  gross  over  $750,000  annual 
ly.  Most,  he  says,  have  gross  profit 
margins  of  between  40%  and  50% 
Newsletter  Services,  the  printing  op' 
eration,  probably  nets  him  anothei 
$250,000  a  year  or  so. 

Now  67,  Nagan  splits  his  time  be 
tween  Washington  and  his  waterfront 
home  in  Longboat  Key,  Fla.  Nagar 
could  have  been  one  of  the  nation's 
top  financial  writers,  but  he  preferred 
to  build  his  capital  account  rathei 
than  his  collection  of  bylines.  ■ 


The  Up  &  Comers 


Strategies 


His  boss  turned  down  Peter  McCausland^ 
acquisition  recommendation.  So  McCaus- 
land  did  the  deal  himself. 


Life  is 
a  gas 


By  Ruth  Simon 


In  1980  Peter  McCausland  was  30 
and  working  as  general  counsel  for 
MG  Burdett  Gas  Products  (now  MG 
Industries),  an  industrial  gas  producer 
based  in  Valley  Forge,  Pa.  One  day 
McCausland  sent  his  boss  a  memo 
recommending  the  purchase  of  Con- 
necticut Oxygen,  a  small  gas  distribu- 


tion company.  The  boss  returned  thfl 
memo  with  a  terse  note  scrawlec 
across  it.  "No  more  acquisitions  foi 
three  years,"  read  the  note. 

McCausland  didn't  let  the  rude  re- 
sponse bug  him,  but  he  saved  thai 
memo.  The  next  year  he  quit  MG 
Burdett  and  opened  his  own  law  firm 
Then  in  1982,  with  the  help  of  $1 
million  from  two  venture  capita. 
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Now  is  the  time  to  purchase  a  1988  King  Air  C90A  with  the  most  popular  options 
standard.  Because  you  can  save  $100,000  compared  with  a  similarly  equipped 
1987  model. 

The  1988  C90A  is  a  full-fledged  King  Air.  With  plenty  of  legroom,  headroom,  and 
the  ability  to  carry  between  7-9  passengers  while  cruising  at  284  mph. 

The  C90A  comes  with  free  crew  training,  a  one-year,  1000-hour  warranty,  reduced 
hull  insurance  rates  and  is  easily  serviced  at  50  Beechcraft  service  centers  in  the  U.S. 

For  details  on  this  unique  opportunity,  call  1-800-835-7767.  Ext.  7064. 
Beechcraft.  Where  new  ideas  take  flight. 

beechcraft 

A  Raytheon  Company 


If  you  dont  bir 


voull  mis 


If  you're  looking  for  a  good  way  to  judge  per-  80  of  the  Personal  System  /2  family.  Technically  it's 

sona!  computers,  a  simple  question  will  do:  "What's  called  parallel  bus  architecture.  We  call  it  Micro 

in  it  for  me?"  Channel.  But  you  can  think  of  it  simply  as  a  super- 

In  the  case  of  the  IBM  Personal  System/2  family  highway  with  lots  of  fast  lanes  and  bypasses.  It 

the  simple  answer  is,  "a  great  deal'.'  allows  data  to  flow  faster  and  more  efficiendy,  re- 

For  openers,  each  model  offers  higher  perform-  ducing  the  chance  of  information  bottlenecks  in 


ance  levels  thanks  to  a  "balanced  system"  approach 
for  making  things  work  together.  Components  were 
designed  not  just  to  coexist  but  to  bring  out  the  best 
in  each  other.  So,  for  example,  many  of  the  programs 
you're  using  now  and  a  wide  range  of  other  DOS 
applications  will  run  up  to  150%  faster  on  the  IBM 
Personal  System  /2  than  on  previous  IBM  PCs,  de- 
pending on  the  model,  of  course. 

Things  that  are  optional  on  other  PCs  are 
standard  on  the  Personal  System/2— like  advanced 
graphics,  parallel  and  serial  ports  and  more.  And 
advanced  IBM  technology  brings  new  levels  of 
reliability  and  data  protection. 

It'll  do  what  you're  doing  now.  Only  better. 

At  the  heart  of  many  of  these  advances  is  a 
unique  design  shared  by  the  Models  50, 60  and 


the  system 

What's  more,  the  Micro  Channel  architecture 
not  only  makes  it  easier  to  speed  information 
throughout  the  system,  it  also  makes  it  easier  to 
install  peripherals  and  expansion  cards  in  the 
system.  There  are  no  more  DIP  switches  to  set.  It's 
all  done  electronically  and  automatically  and, 
therefore,  a  great  deal  more  reliably  and  easily. 

Feature  cards  in  your  system  can  even  trans- 
fer data  direcdy  to  memory,  via  Micro  Channel, 
leaving  the  microprocessor  free  to  do  other  things. 

The  design  of  the  Micro  Channel  also  pro- 
vides a  faster,  more  efficient  way  to  connect  your 


n  IBM  PS/2, 
tie  bus. 


tern  to  other  IBM  Personal  Systems,  local  area 
tworks,  minicomputers  and  mainf  rames. 

It'll  do  what  you  want  to  do  tomorrow. 
Only  better. 

Micro  Channel  architecture  also  gives  the  IBM 
rsonal  System /2  something  else  that's  surprisingly 
e  in  personal  computing:  the  ability  to  improve 
h  age. 

One  of  the  main  reasons  the  architecture  was 
ated,  after  all,  was  to  get  the  most  out  of  IBM's 
w  operating  system,  OS/2.  And  together  they'll 
leash  the  power  of  the  286  chip  in  the  Personal 
>tem/2  Models  50  and  60  and  the  386  chip  in  the 
>del  80. 

With  IBM  Operating  System /2  you  don't  have 
be  a  "power  user"  to  run  several  programs  at  once 
j  can  prepare  a  presentation  while  your  system 
:alculates  a  spreadsheet  and  gets  data  from  a  main 


frame.  And  with  a  future  edition  of  OS/2,  you'll  be 
able  to  share  all  this  information  with  others  on  a 
local  network  or  over  mega-distances.  Vast  memory 
and  host  processor  resources  will  be  more  acces- 
sible. And  software  will  do  more  things  more  easily. 

So  catch  the  Micro  Channel  bus  and  you're  on 
the  fast  track  to  higher  performance,  exceptional 
expandability  and  greater  reliability  tomorrow,  as 
well  as  today. 

For  more  data  about  the  IBM  Personal 
System /2,  call  your  IBM  Marketing  Representative 

or  visit  an  IBM  Authorized 
Advanced  Products  Dealer. 
For  the  dealer  nearest  you 
call  1-800-447-4700. 


'All  aboard? 


IBM  is  a  registered  trademark  and  Personal  System/2,  PS/2.  Operating  System/2,  OS/2  and 
Micro  Channel  are  trademarks  of  IBM  Corporation.  ©  IBM  1987. 


\  R  K  L  E  R. 


Favorite  of  chief  executives,  meeting  planners,  the  most 
traveled  of  travelers.  By  your  own  ballot! 
Service,  service,  service.  Championship  sports.  Superb  dining. 
Fabulous  facilities,  from  rooms  and  grounds  to  Plantation  Center  for  your  conference. 
The  Cloister's  American  Plan  and  clustered  convenience  wrap  it  all  together 
Call  800-SEA-ISLAnd  or  9 1 2-638-36 1 1  The  Cloister,  Sea  Island.  GA  3 1  561 
5-Sfar,  ^-Diamond,  Gold  Key 


For  the  Cognoscenti 

of  Connoisseurs 


You've  come  to  know. 
To  appreciate.  Your 
timepiece  is  Jaeger- 
LeCoultre,  renowned 
for  its  elegant,  distinc- 
tive styling  and  flawless 
Swiss  craftsmanship. 

Celebrate  the  artistry 
of  the  1930s  classic 
((Reverso)).  Pivoting 
case  transforms  it  from 
a  timepiece  into  a 
piece  of  jewelry. 


Men's  ISk  {{Reverso))  with 
or  without  Moonphase 


aeger-leCoultr 


cen£ve 


The  cynosure  of  timepieces 


BORSHEIMS  JEWELRY  CO..  INC. 
Omaha  . 

402/391-0400 

WEMPE  JEWELERS  .    MORGAN  &  CO.  JEWELLERS 

New  York  Los  Angeles 

2;l2/7SI.-48.84  213/208-3377 


firms,  he  bought  Connecticut  Oxyge: 
for  his  newly  created  U.S.  Airgas  hole 
ing  company.  He  brought  in  a  forme 
Burdett  colleague  to  manage  it. 

"The  idea,"  says  McCausland,  wh 
is  a  graduate  of  the  University  c 
South  Carolina  and  Boston  Universi 
ty's  law  school,  "was  I  would  practic 
law  and  this  [U.S.  Airgas]  would  be  a; 
investment." 

The  entrepreneurial  lifestyle,  how 
ever,  rarely  conforms  to  plan.  One 
bitten  by  the  thrill  of  doing  a  deal  fc 
himself,  McCausland  wasn't  about  t 
put  down  his  checkbook. 

His  timing  was  superb.  Many  indc 
pendent  gas  distributors  had  bee: 
started  by  returning  World  War  II  vel 
erans.  By  the  early  Eighties  they  wer 
eager  to  cash  out  and  retire.  And  afte 
earning  $182,000  on  sales  of  $3.6  mil 
lion  in  1982,  its  first  year,  U.S.  Airga 


McCausland  didn't  let  the 
rude  response  bug  him.  In 
1982,  with  the  help  of  SI 
million  from  two  venture 
capital  firms,  he  bought  the 
company  himself. 


Was  equally  eager  to  expand  by  mak 
ing  acquisitions.  By  March  198' 
McCausland  had  built  Airgas'  sales  t 
$25  million.  Most  of  his  deals  wen 
financed  with  debt,  giving  U.S.  Airga 
a  steep  8-toT  ratio  of  debt  to  equity 
But  McCausland's  biggest  move — 
merger  with  $68  million  (sales 
Werco,  Inc. — still  lay  ahead. 

Werco,  based  in  Wilmington,  Del, 
was  a  medium-size  manufacturer  c 
protective  gear  and  the  steel  cylinder 
gas  distributors  use.  Teaming  up  witl 
Werco  created  a  company  largi 
enough  to  take  public,  givin 
McCausland  the  financial  resource 
to  keep  buying  up  little  gas  distribu 
tors.  Making  the  fit  even  tightei 
Werco  was  a  client  of  McCausland' 
law  firm  and  its  chief  executive  wa 
an  old  family  friend,  Chiswell  Per 
kins.  It  was  Perkins  who  had  hire< 
McCausland  at  MG  Burdett;  he  lei 
Burdett  before  McCausland. 

McCausland  and  Werco's  owner 
agreed  to  put  the  two  companies  to 
gether  in  a  complicated  merger,  il 
which  Werco  technically  acquirei 
U.S.  Airgas.  When  the  dust  settled 
McCausland  came  away  with  $7.< 
million  in  cash,  plus  104,000  shares  o 
stock  in  the  new  company  (called  Air 
gas,  Inc.),  plus  a  warrant  to  buy  aj 
additional  1.2  million  shares.  It  wa 
also  agreed  that  McCausland  woul< 
succeed  Perkins  as  Airgas'  chief  exec 
utive  when  Perkins  retired  in  1988. 

As  it  happened,  the  relationship  be 
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DODGE  MINI  RAM  VAN 


IF  YOU'RE  LOOKING  FOR  THE  ONLY  Ml N IVAN  THAT  COMBINES 
FRONT-WHEEL  DRIVE  MANEUVERABILITY,  ELECTRONIC  FUEL 
INJECTION,  AVAILABLE  3.0L  V-6  POWER,  SHORT  OR  LONG  WHEEL- 
1ASES,  AVAILABLE  NEW  DUAL  REAR  DOORS  OR  AN  EASY-OPEN 
4G  LIFTGATE,  UP  TO  176  CUBIC  FEET  OF  CARGO  ROOM  AND  OUR 
70  PROTECTION*  YOU'LL  DRAW  ONLY  ONE  CONCLUSION 
T'S  GOTTA  BE  A  DODGE  MINI  RAM  VAN. 


mm 


TVS 

GOTTA  BE  A 
DODGE. 


DIVISION  OF  CHRYSLER  MOTORS 


Airgas  Chief  Executive  Peter  McCausland 

"I  didn't  even  know  the  industry  existed. 


tween  Perkins  and  McCausland  soon 
soured,  and  Perkins  left  Airgas  last 
March,  a  year  ahead  of  schedule. 
McCausland  took  charge.  Normally 
voluble,  McCausland  will  only  say  of 
the  Perkins  affair:  "It  was  a  very  un- 
fortunate chapter  in  my  life  and  the 
history  of  this  company." 

Whatever  the  problems  with  his 
former  friend,  McCausland  now  con- 
trols the  nation's  fastest-growing  in- 
dependent distributor  of  industrial 
gases.  In  the  year  ended  Mar.  31,  Air- 
gas,  based  in  Radnor,  Pa.,  earned  $2.6 
million  (60  cents  a  share)  on  sales  of 
$107  million.  Market  value  of  the  5.3 
million  shares  outstanding:  $52.3 
million. 

Airgas  buys  mom-and-pop  gas  dis- 
tributors, companies  with  sales  rang- 
ing from  $1  million  to  $11  million. 
These  companies  sell  cylinders  of  ox- 
ygen, helium  and  other  gases  to  cus- 
tomers such  as  welders,  hospitals  and 
the  food  industry.  McCausland  pays 
the  proprietors  fairly  well  for  their 
businesses  and  tries  to  make  it  back 
through  Airgas'  ability  to  purchase 
large  quantities  of  gas  at  low  prices. 
All  told,  McCausland  has  snapped  up 
33  companies  since  1982,  21  of  them 
in  the  past  19  months. 

McCausland  hopes  to  reduce  Air- 
gas'  dependence  on  its  cyclical  manu- 
facturing businesses,  which  represent 
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47%  of  total  sales.  He  plans  to  do  this 
by  expanding  distribution  in  second- 
ary markets  such  as  Bowling  Green, 
Ky.  and  Sacramento,  where  competi- 
tion from  big  gas  producers  is  thin. 
First  comes  an  "anchor"  acquisition, 
then  smaller  "add-ons,"  which  allow 
Airgas  to  eliminate  duplicate  over- 
head and  distribution  routes. 

Airgas  keeps  its  management  de- 
centralized. Most  acquisitions  are  run 
by  the  anchor's  former  owner  or  his 
number  two  man,  a  practice  that 
helps  ensure  customer  loyalty.  Ex- 
plains A.  Dean  Guy,  who  sold  his 
Central  Oxygen  Co.  to  U.S.  Airgas  in 
1985  and  now  is  chairman  of  the  Air- 
gas  advisory  board:  "We  try  to  buy 
solid,  well-managed  companies  and 
run  them  substantially  as  they  were 
run  before." 

To  keep  the  entrepreneurial  spirit 
alive,  most  managers  are  given  stock 
in  their  subsidiaries;  this  stock  can  be 
exchanged,  in  1992,  for  Airgas  stock 
based  on  the  unit's  contribution  to 
overall  profits.  "It's  the  genius  of  their 
organization  structure,"  says  Merrill 
Lynch  specialty  chemicals  analyst 
Robert  Hardiman,  who  expects  Airgas 
to  earn  $4.8  million,  or  90  cents  per 
share,  in  the  fiscal  year  ending  Mar. 
31,  1988. 

As  befits  a  young  entrepreneur, 
McCausland  has  reserved  the  biggest 


incentives  for  himself.  He  gets  2%  oil 
pretax  profits  (an  estimated  bonus  of 
$220,000  this  year)  on  top  of  a 
$200,000  annual  salary.  The  warrant 
agreement  he  forged  in  the  course  of 
the  Werco  merger  allows  him  to  buy 
nearly  25%  of  Airgas'  5.3  million 
shares  at  $10.06  per  share,  also  in 
1992.  (Airgas  recently  traded  at  97a 
per  share,  down  from  a  high  of  16 'A.) 

All  of  which  raises  a  question  of 
how  long  McCausland  intends  to  stay 
with  the  company  he  has  created., 
With  the  decline  of  the  welding  indus- 
try, industrial  gas  sales  are  barely 
tracking  GNP;  many  gases  sell  today 
for  the  same  prices  they  did  in  the 
early  1960s.  With  $61  million  in  long- 
term  debt,  Airgas  remains  vulnerable 
to  a  steep  economic  downturn. 
"They're  clearly  not  a  long-term 
player,"  insists  one  competitor. 
"They're  putting  it  together  with  the 
intention  of  selling  it  to  one  of  the 
major  gas  producers." 

McCausland  won't  rule  out  a  sale. 
"I  think  it's  a  possibility,"  he  says. 
But  don't  expect  something  to  happen 
anytime  soon. 

Did  McCausland  ever  guess  he'd  be 
a  major  factor  in  the  gas  distribution 
business?  Hardly.  "I  didn't  even  know 
the  industry  existed,"  McCausland 
laughs.  Now  his  destiny  and  the  in- 
dustry's are  intertwined.  ■ 
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lohn  Markle  moved  from  the  hectic  world 
of  Salomon  Brothers  to  Stephens  Inc.  of 
Little  Rock  because  he  wanted  to  be  free  to 
run  his  own  trading  operation.  He  got  the 
rreedom,  but  it  killed  him  and  his  family. 

Epitaph  for 
a  trader 


nia  native  and  son  of  Academy 
Award-winning  actress  Mercedes 
McCambridge,  was  an  intense,  driven 
man  with  a  Ph.D.  in  economics  and  a 
hunger  for  the  big  action.  Unpreten- 
tious in  style,  he  worked,  often  alone 
and  wearing  rumpled  clothing,  in  a 
tiny  room  with  eight  trading  screens 
in  the  Stephens  building  complex  on 
East  Capitol  Street  in  downtown  Lit- 
tle Rock.  In  front  of  him  was  a  picture 
of  Conan  the  Barbarian  along  with  a 
sign  that  read,  "There  are  times  when 
you  have  to  do  harder." 

Here  is  a  portrait  of  the  man  in  his 
own  words  from  his  interview  with 
Forbes  on  Mar.  31. 


By  William  P.  Barrett 

During  a  raging  thunderstorm 
in  the  early  hours  of  Nov.  16, 
John  Markle  used  three  hand- 
guns to  kill  his  wife,  their  two  young 
laughters  and  finally  himself  in  the 
amily's  Little  Rock,  Ark.  home.  The 
15-year-old  economist  had  been  fired 
:hree  days  earlier  from  his  job  as  a 
dee  president  of  Stephens  Inc.,  the 
fery  private  and  very  rich  Little  Rock 
nvestment  bank  and  holding  compa- 
ly  owned  50-50  by  brothers  Witt  and 
ackson  T.  Stephens. 

In  a  tersely  written  statement  fol- 
owing  the  tragedy,  Stephens  Inc.  said 
Vlarkle's  firing — on  Friday  the  13  th — 
:ame  after  he  was  questioned  in  early 
Dctober  about  an  unidentified  out-of- 
itate  brokerage  account  he  controlled 
'and  its  possible  relationship  to  a  pre- 
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viously  existing  Stephens  corporate 
account."  No  dollar  amounts  were 
specified.  Published  reports  have 
speculated  that  Markle  put  profitable 
trades  in  the  outside  account  while 
sticking  the  Stephens  account  with 
the  losers. 

Stephens,  the  always  reticent,  300- 
employee  firm,  which  calls  itself  the 
largest  investment  bank  off  Wall 
Street  (capital,  $417  million),  declined 
to  elaborate.  This,  however,  is  cer- 
tain: In  an  interview  earlier  this  year 
Markle  told  Forbes  that  his  job  was 
trading  futures  in  large  amounts  for 
the  benefit  of  the  Stephens  brothers 
themselves.  He  also  said  he  had  un- 
usually wide  authority  to  act  on  his 
own.  A  Stephens  spokesman  con- 
firmed these  points  at  the  time 
(Forbes,  May  18). 

The  mustached  Markle,  a  Califor- 

AP/W  ide  W  orld  PhOCOS 


Forbes :  So  how  did  you  end  up  in 
Little  Rock? 

Markle:  I  started  at  Salomon  Brothers. 
I  worked  in  the  international  depart- 
ment there,  was  its  manager  for  4,  4  Vi, 
5  years.  It  was  a  cast  of  thousands. 

I  got  to  know  Stephens  Inc.  through 
business  dealings.  I  liked  what  I  saw. 
It  was  a  place  where  flexibility  of  deci- 
sion making  would  be  high.  So  in 
1979  I  came  here.  I  could  do  what  I 
wanted  to  do — trade.  I've  been  here 
eight  years. 

What  do  you  do  here? 
I'm  a  one-man  department,  trading  in 
the  futures  market  for  the  house  ac- 
count. I  deal  only  in  futures.  I  don't 
know  what  my  limits  are.  But  they're 
at  least  $800  million,  because  I  once 
had  that  much  at  risk  and  nobody 
stopped  me. 

I  don't  know  of  anyone  else  [in  the 
country]  who  has  this  much  freedom 
to  move  into  positions  on  his  own 
(without  supervisory  approval]. 

Where  do  you  invest  your  own  funds  ''' 
I  have  all  of  my  own  money  in  T  bills. 

//  seems  you  live  for  trading. 
I'm  an  addict.  I  live  nine  blocks  from 
here.  I  come  in  here  at  6,  6:30  a.m.  I  go 
home  at  4  p.m.  for  dinner,  but  I  come 
back  at  5:30  for  an  hour  or  so. 

Maybe  four  weeks  in  16  years  I 
haven't  worked. 

Markle,  asked  about  a  favorite  book 
or  passage,  reached  for  a  copy  of  Be- 
yond the  Quantum,  a  mind-over-mat- 
ter book  by  Michael  Talbot,  and 
pointed  to  a  sentence  on  page  169.  It 
read:  "The  human  biological  organ- 
ism possesses  the  ability  to  leap  into 
the  future,  to  actively  tap  into  infor- 
mation about  future  events  and  pro- 
cess that  information  in  the  present." 

Do  you  actually  do  this? 
I  try.  ■ 
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Sea  Horse. 


Just  how  seaworthy  j  mc* 
can  a  railroad  be?  —g* 

Shippers  know.  fe^^M 

They've  seen  The  m 
Thoroughbred  cover 
the  waterfront. 

From  New  Orleans  to  Norfolk,  all  the 
ocean  ports  Norfolk  Southern  serves  are 
deep,  ice-free  gateways  to  important  in- 
dustrial and  population  centers.  Hard- 
working facilities  make  containerized, 
bulk  or  break-bulk  shipping  easy. 


Jacksonville  Thoroughbred  Ser- 

A       «  I  v*ce  sees  tnat  everY" 

thing—  from  storage 

mm  systems  to  inter- 
modal  coordination 
—is  shipshape. 
Working  with  customers,  Norfolk 
Southern  keeps  finding  new  ways  to  make 
importing  and  exporting  quicker,  more 
economical,  more  trouble-free.  That's  why, 
when  shippers  head  for  the  high  seas,  this 
is  the  horse  they're  aboard. 


SOUTHERN 


Arizona  s  largest  electric  utility,  Pinnacle 
West  Capital,  is  diversifying  like  mad. 
Trouble  is,  free  markets  can  be  a  lot  less 
forgiving  than  utility  regulators. 

Overload? 


Keith  Turley,  chairman  of  Pinnacle  West  Capita/  Corp. 

Will  stockholders  get  as  big  a  kick  as  he  does  out  of  his  adventures? 


By  John  Heins 


BEFORE  LAST  SUMMER,  about  the 
most  daring  thing  Keith  Tur- 
ley did  in  his  free  time  was  to 
play  golf.  In  June,  however,  the  chair- 
man of  Pinnacle  West  Capital  Corp. 
went  on  his  first  Whitewater  rafting 
trip,  down  the  Colorado  River.  "What 
an  incredible  thrill,"  says  Turley,  64. 

No  doubt.  But  if  he's  looking  for 
thrills  and  spills,  Turley  need  look  no 
further  than  his  own  company.  Phoe- 
nix-based Pinnacle  West,  parent  of 
Arizona  Public  Service,  the  state's 


largest  electric  utility,  is  on  an  un- 
precedented diversification  spree. 
Over  the  past  18  months  Turley: 

•  Paid  $426  million  to  buy  Arizo- 
na's biggest  thrift,  $6.3  billion  (assets) 
MeraBank  in  Phoenix. 

•  Spent  nearly  $400  million  for  a 
vacation  resort  and  15,000  acres  of 
mostly  undeveloped  real  estate  in 
Phoenix  and  Tempe,  on  which  he 
hopes  to  develop  a  regional  shopping 
mall,  office  buildings  and  two  resi- 
dential communities. 

•  Committed  more  than  $115  mil- 
lion to  venture  capital  and  other  pas- 


sive investments.  The  portfolio  in- 
cludes stakes  in  a  maker  of  automated 
telephone  answering  systems,  a  nurs- 
ing home  operator  and  the  Phoenix 
Suns  professional  basketball  team. 

•  Purchased  $65  million  worth  of 
processed  uranium  and  bought  urani- 
um mines  with  at  least  20  million 
pounds  of  recoverable  reserves.  The 
goal  is  to  become  a  major  internation- 
al supplier  of  uranium  to  nuclear  pow- 
er plants. 

Pinnacle,  of  course,  isn't  the  only 
utility  trying  to  get  out  from  under 
the  thumb  of  the  regulators.  Balti- 
more Gas  &  Electric,  Southern  Cali- 
fornia Edison  and  San  Diego  Gas  &. 
Electric,  among  others,  are  slowly 
bolstering  nonregulated  subsidiaries. 
But  no  company  has  expanded  as  fast 
or  as  far  as  Pinnacle. 

Why  the  rush  to  diversify?  Growth 
in  electricity  demand  is  sluggish, 
even  in  high-growth  Arizona,  while 
supply  has  increased.  In  addition, 
with  its  29% -owned  Palo  Verde  nu- 
clear plant  finished — at  a  cost  of  some 
$9.3  billion — Pinnacle  needs  no  ca- 
pacity expansion  until  the  mid-1990s, 
freeing  resources  for  outside  invest- 
ments. The  regulatory  climate  is  also 
a  problem.  Because  of  huge  cost  over- 
runs at  Palo  Verde,  analysts  expect  at 
least  part  of  current  and  future  rate- 
increase  requests  to  be  disallowed. 

"The  only  way  we  could  increase 
earnings  over  the  next  several  years 
was  to  diversify,"  Turley  explains. 
Analyst  Craig  Schwerdt  of  Los  Ange- 
les-based Morgan,  Olmstead,  Kenne- 
dy &.  Gardner  expects  Pinnacle  West 
earnings  to  hit  $3.30  a  share  this  year, 
up  9%,  solely  because  of  profits  at 
MeraBank,  the  only  nonregulated 
subsidiary  yet  to  show  profits. 

Why  not  return  excess  cash  to 
shareholders  in  stock  buybacks  as 
New  York's  Consolidated  Edison  is 
doing?  "We  asked  shareholders  if  they 
were  confident  in  our  ability  to  make 
other  investments,"  Turley  says. 
"The  answer  was  yes."  Shareholders 
provided  some  $100  million  last  year 
through  dividend  reinvestment  to 
help  fund  the  MeraBank  purchase. 

Still,  making  Pinnacle's  diverse 
units  more  profitable  than  the  utility 
business  will  be  a  difficult  task  for 
Turley,  a  39-year  veteran  of  Arizona 
Public  Service  who  took  over  as  chief 
executive  in  1973.  It  will  require  cre- 
ativity and  management  skills,  for  in- 
stance, that  few  regulated-utility  ex- 
ecutives have  shown  when  they  ven- 
tured into  relatively  unregulated 
industries.  Example:  FPL  Group,  par- 
ent of  well-respected  Florida  Power  & 
Light,  had  an  unexpected  earnings 
drop  last  year  owing  to  losses  at  its 
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WE  GAVE  KATHY  MARSHALL  MORE 
THAN  A  BREATH  OF  FRESH  AIR. 


When  Doctor  Seshadri  Raju 
and  Doctor  James  Hardy 
replaced  both  Kathy  Mar- 
shall's lungs  on  July  26,  1987,  they 
saved  her  life  and  made  her  family 
very  happy.  They  also  added  another 
chapter  to  transplant  history.  ..a 
history  that  started  in  Jackson. 

In  1963,  Doctor  Hardy's  team  did 
the  world's  first  lung  transplant  in 
Jackson  followed  in  1964  by  the 
world's  first  heart  transplant.  And 
our  researches  in  cardiovascular  medi- 
cine, geriatrics,  immunology  and 
other  fields  continue  to  provide  new 
insights  that  mean  better  health  care 
for  Mississippians,  Americans,  and 
people  everywhere.  People  like  Kathy. 
People  like  you. 


MISSISSIPPI 


The  Mississippi  Medical  Center  at 
Jackson  is  a  leader  in  biomedical 
research.  Our  state  has  the  only  sur- 
gical cabin  with  99.9%  pure  air  in  the 
western  hemisphere.  Our  Doctor 
Arthur  Guyton  wrote  the  world's 
most  widely  used  physiology  text- 
book. And  our  schools  and  universities 
are  educating  the  next  generation  of 
physicians  and  researchers. 

Our  leadership  in  medicine  demon- 
strates a  basic  trait  common  among 
Mississippians:  the  ability  to  give 
theoretical  concepts  important  prac- 
tical applications.  In  other  words, 
we're  putting  big  ideas  to  work  in  big 
ways.  That's  why  we're  a  prime 
contender  for  America's  next  great 


More  than  a  river. 

the  Superconducting 


research  facility 
Super  Collider. 


We'd  like  to  tell  you  more  about  our 
accomplishments,  our  goals,  and  what 
we  can  do  for  you  now. 


Contact  Gerald  L. 
McDonald,  Executive 
Director,  Mississippi 
Department  of 
Economic  Develop- 
ment, Post  Office 
Box  849,  Jackson, 
Mississippi  39205. 
Telephone:  (601) 
359-3449. 


BILL  ALLA1N, 
GOVERNOR - 
MISSISSIPPI 


John  McLaughlin  fuels  the  fire  while  respected  journalists  Jack  Germond,  Morton 
Kondracke,  and  Robert  Novak  provide  informative  and  often  explosive  opinions. 

Join  them  all  on  the  McLaughlin  Group.  It  just  might  be  the  freshest,  boldest, 
most  incisive  political  show  on  the  air. 

Don't  miss  it.  The  people  who  run  this  country  never  do. 

The  McLaughlin  Group 

Made  possible  by  a  grant  from  GE. 


Check  local  listings  for 
station  and  time. 


We  bring  good  things  to  life. 


THE  STRONG  APPROACH 


CHANGING 
MARKETS 

When  market  conditions  change,  do  you 
worry  about  changing  your  investments? 
Consider  the  Strong  Total  Return  Fund,  a  fund 
designed  for  change.  The  Fund's  managers  are 
able — and  willing — to  significantly  shift  assets 
among  stocks,  bonds,  and  money  market  in- 
struments. This  flexibility  can  reduce  your  risk 
and  save  you  from  having  to  switch  investments 
on  your  own. 

1  800  368-3863  call  any  time,  any  day! 

For  more  complete  information,  including  charges  and  expenses  (no  redemption 
fee),  call  the  toll-free  number  or  write  for  a  free  prospectus.  Please  read  it  carefully 
before  you  invest  or  send  money. 

I  am  also  interested  in:    □iRAs    □  Pension  or  Profit  Sharing  Plans 


+21.8% 

average  annualized 
compounded  return 

12/51/81—11/12/87* 


FBT141287 


STRONG  TOTAL  RETURN  FUND 

P.O.  Box  2920,  Milwaukee,  WI  53201-9990 


"  This  is  the  average  annualized  compounded  return  from  the  Strong  Total  Return  Fund's  inception 
on  12/31/81  through  11/12/87.  It  includes  changes  in  share  price,  effects  of  the  1  %  sales  charge, 
and  reinvestment  of  all  dividends  and  capital  gains  distributions.  See  the  prospectus  for  details, 
and  remember  that  past  performance  doesn't  guarantee  future  success. 


Colonial  Penn  insurance  subsidiary. 

Turley's  approach  is  not  so  unusual 
for  conglomerate  managers:  Find  the 
right  people  to  run  the  new  businesses 
and  then  leave  them  alone.  Gene 
Rice,  a  card-carrying  cowboy  who  still 
competes  in  weekend  rodeos,  is  in  his 
fifth  year  as  chief  executive  of  Mera- 
Bank.  Turley  brought  in  a  35-year  in- 
dustry veteran  to  run  the  uranium 
mining  business.  But  with  nuclear 
power  plant  construction  stalled  in 
the  U.S  and  excess  uranium  capacity 
worldwide,  the  prospects  for  a  urani- 
um supplier,  however  broad  its  reach, 
seem  dim. 

There  are  other  problems.  The 
Phoenix-area  real  estate  market  has 
gone  soft,  as  builders  develop  beyond 
current  demand.  Pinnacle's  planned 
12,700-acre  development  west  of 
Phoenix  for  up  to  100,000  new  resi- 


"This  used  to  he  a  pretty 
safe  place.  You  had  to  be 
pretty  stupid  not  to  earn 
the  return  the  commission 
gave  you,"  says  Turley. 


dents  is  right  next  to  another  devel- 
oper's roughly  18,000-acre  communi- 
ty for  an  expected  200,000  residents. 
Its  Tempe  project,  a  new  regional 
mall,  may  not  get  built  because  of 
competing  mall  bids  in  the  immedi- 
ate area  by  two  other  developers. 

Pinnacle  is  also  disturbingly  sus- 
ceptible to  trouble  if  interest  rates 
rise.  Then  not  only  would  financing 
costs  at  the  utility  go  up,  but  the  real 
estate  business  and  MeraBank  would 
be  hurt.  MeraBank's  earnings  through 
Sept.  30,  $19  million,  were  off  18% 
from  last  year's  levels  because  of 
slackening  loan  demand  caused  by 
rising  interest  rates  between  April 
and  October. 

The  future?  "Our  plate  is  plenty 
full,"  Turley  says.  To  lessen  Pinna- 
cle's dependence  on  Arizona,  he  even- 
tually wants  MeraBank  to  grow 
throughout  the  Southwest. 

Wall  Street  has  yet  to  pass  judg- 
ment. At  a  recent  28,  the  stock  yields 
10%,  higher  than  most  healthy  com- 
petitors, primarily  because  of  uncer- 
tainties over  the  size  of  rate  increases 
regulators  will  allow  for  Pinnacle's 
Palo  Verde  investment. 

"This  used  to  be  a  pretty  safe,  com- 
fortable place  to  work.  You  had  to  be 
pretty  stupid  not  to  earn  the  return 
the  commission  gave  you,"  says  Tur- 
ley. "That's  all  changed,  and  I'm  real- 
ly enjoying  it." 

Nice  for  him.  But  will  his  stock- 
holders get  as  big  a  kick  out  of  Tur- 
ley's adventures?  ■ 
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The  Master  of 


What  business  needs  is  a  copier 
t  works.  And  works.  And  works. 
That's  why  we  call  the  Toshiba 
-9110  the  Master  of  Business 
ministration. 

It's  built  with  all  the  reliability 
hiba  is  known  for— to  help 
ke  the  administration  of  your 
dness  just  as  simple  as  possible. 
You  see,  every  project  just  seems 
;o  smoother  with  the  BD-9110. 
Naturally,  it  has  all  the  features 
fd  expect  on  a  55 -copy- per  - 
lute  console.  Features  designed 


to  make  even  the  biggest,  most  com- 
plex copying  job  easier. 

Such  as  2500-sheet,  large  capac- 
ity feeder.  Automatic  two-sided 
copying.  Recirculating  document 
feeder.  Automatic  controlled  expo- 
sure. Image  editing.  Zoom  reduc- 
tion and  enlargement.  Edge  erase. 
Dual  page  copying.  Margin  shift. 
Even  an  optional  25-bin  sorter. 

And  surprisingly  enough,  you 
get  all  these  features  in  far  less 
space  than  you  probably  thought 
possible. 

In  Touch  with  Tomorrow 

TOSHIBA 


So  get  a  Toshiba  BD-9110, 
the  MBA. 

You'll  find  it  an  education  in 
just  how  reliable  and  productive  a 
copier  can  really  be. 
j  1 

Educate  yourself. 

I  Get  more  information  on  the  Toshiba  BD-91 10  Cop- 

j  ier.  Call  1-800-443-4668  or  mail  in  this  coupon 

.  Toshiba  America,  Inc. 

I  9740  Irvine  Boulevard,  Irvine,  CA  92718 

| Name  

|  Company  

I  Address  . 

I  City  

[phone(___ 


.  State. 


Zip. 


-J 


Teach  business  at  venerable  Oxford?  Yes, 
thanks  to  John  Templeton,  but  the  tradi- 
tionalists are  not  amused. 

Reluctantly, 
Oxford  enters 
the  20th  century 


By  Peter  Fuhrman 


F|lFTY-THREE  YEARS  AGO  John 
Templeton,  of  mutual  fund 
fame,  was  fresh  out  of  Yale  and 
eager  to  study  business.  A  Rhodes 
Scholarship  took  him  to  Oxford  Uni- 
versity, founded  in  1187  during  the 
reign  of  Henry  II.  So  far  as  its  attitude 
toward  business  was  concerned,  he 
found  that  Oxford  was  stuck  some- 
where in  the  Middle  Ages.  (Even  to- 
day fewer  than  1,500  students  receive 
graduate  business  degrees  each  year  in 
Britain.  In  the  U.S.,  the  number  ex- 
ceeds 80,000.) 

"There  were  no  courses  on  busi- 
ness, no  professors  and  no  books," 
Templeton  recalls.  "The  university 
thought  teaching  business  was  be- 
neath its  dignity."  After  leaving  Ox- 
ford, Templeton  found  what  he  was 
looking  for  as  a  student  of 
Benjamin  Graham  at  New 
York  University.  Temple- 
ton went  on  to  build  a  mu- 
tual fund  empire  and  per- 
sonal fortune.  But  he  never 
forgot  his  Oxford  experi- 
ence. "I  hoped  to  have  an 
opportunity  someday  to  en- 
courage the  teaching  of 
business  and  management 
at  Oxford,"  says  Temple- 
ton, from  his  office  in  Ly- 
ford  Cay,  in  the  Bahamas. 

That  opportunity  arrived 
in  1982.  The  Oxford  Centre 
for  Management  Studies,  a 
small  research  center  with 
ties  to  the  university,  was 
suffering  through  a  decline 
in  the  enrollment  for  its  ex- 
ecutive education  pro- 
grams. "I  realized  that  to 
survive  I  had  to  quickly 
find  a  rich  American  back- 
er," recalls  Uwe  Kitzinger, 


the  center's  president  and  former 
dean  of  Insead,  a  Fontainebleau, 
France-based  business  school. 

In  an  article  for  the  American  Oxoni- 
an, a  magazine  sent  to  all  former 
Rhodes  scholars,  Kitzinger  asked  for 
money  to  enable  his  institute  to  ex- 
pand and  gain  membership  as  one  of 
the  35  colleges  that  make  up  Oxford 
University.  The  article  caught  the 
eye  of  Templeton,  who  agreed  to  start 
the  new  college  with  a  $5  million 
gift.  In  October  1984,  the  center  en- 
rolled its  first  graduate  students,  and 
was  renamed  Templeton  College. 
Nearly  all  of  the  Templeton  money  has 
been  spent  building  up  a  self-contained 
campus,  with  classrooms,  library  and 
dormitories  on  a  37-acre  site,  2  miles 
from  the  city  center,  that  was  formerly 
pastureland  owned  by  one  of  Oxford's 
oldest  colleges.  Templeton  insisted 


Templeton  College's  Uwe  Kitzinger 
Facing  down  the  howls  of  protest. 


that  the  college  earn  money  to  pay  for 
its  operating  expenses:  It  should  prac- 
tice what  it  preaches. 

As  befits  the  university's  prestige, 
Templeton  College  is  defiantly  elitist: 
It  has  only  52  full-time  graduate  stu- 
dents. Last  year  16  Templeton  stu- 
dents earned  master's  degrees  in  man- 
agement. Tuition,  at  $5,000  per  year 
for  British  students  (more  for  foreign- 
ers), is  about  one-third  the  tuition  at 
the  Harvard  Business  School. 

All  this  in  a  backwater  where  the 
teaching  of  business  is  still  regarded 
as  unseemly.  This  in  an  intellectual 
environment  so  hidebound  that  dons 
refused,  a  couple  years  back,  to  grant 
Margaret  Thatcher  an  honorary  de- 
gree. Howls  of  protest  rose  from  other 
Oxford  colleges  at  what  Templeton 
had  wrought.  "Questions  persist 
about  whether  business  is  a  respect- 
able activity  for  British  gentlemen," 
says  Kitzinger  diplomatically. 

Respectable  or  not,  Templeton 
College  is  now  a  going  concern.  The 
college  meets  its  operating  budget 
out  of  current  income.  In  addition  to 
their  regular  teaching  duties,  Tem- 
pleton College's  professors  run  week- 
end courses  for  middle  managers. 
Among  the  customers:  American  Ex- 
press, IBM,  British  Rail  and  Sains- 
bury.  Cost:  an  average  of  $220  per 
day,  per  participant.  At  all  times  of 
the  year,  Templeton  classrooms  are 
filled  with  businessmen  doing  short- 
term  study,  at  an  average  cost  of  $500 
per  day.  Its  executive  education  pro- 
grams now  provide  over  two-thirds  of 
the  college's  income  (over  $4  million 
last  year).  Indeed,  Templeton  has  the 
highest  earned  income  of  all  Oxford 
colleges. 

Templeton's  financial 
success  is  almost  certain  to 
influence  the  university  to 
expand  its  business  curricu- 
lum. It  may  also  help  wear 
away  Britain's  lingering 
Victorian  contempt  for 
trade  and  commerce.  For 
now,  however,  the  univer- 
sity maintains  a  tight  quo- 
ta— 135  per  year — on  the 
number  of  degree  students 
in  management. 

John  Templeton's  contri- 
butions to  British  educa- 
tion (and,  through  his  pres- 
tigious Templeton  Prize,  to 
religion)  have  won  respect 
and  admiration  from  anoth- 
er comer  of  the  British  es- 
tablishment. In  February 
Templeton,  American  born 
but  a  British  subject  for  the 
past  20  years,  was  knighted 
by  Queen  Elizabeth.  ■ 


Rubin  Uurano 
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American  Eagles*  An  investment 
you  can  actually  hold 

In  a  world  of  electronic  funds,  computer-     have  their  content  and  weight  backed  by  the  United 


ized  puts  and  calls  and  paper  profits  and 
>sses,  it's  good  to  know  there's  an  investment  you  can 
:e  and  touch.  An  investment  that  actually  feels  good 
» hold  on  to. 

That  investment  is  American  Eagle  Gold 
ullion  Coins. 

You  know  what  you're  getting  when 
3u  get  American  Eagles.  Because 
ley're  the  only  gold  bullion  coins  to 


States  Government. 

American  Eagle  Gold  Coins  come  in  one  ounce,  %  \ 
%  oz.  sizes;  a  one  ounce  American  Eagle  Silver  Coin  is 
also  available.  You  can  buy  them  at  participating  banks, 
brokers,  coin  and  precious  metals  dealers.  Their  price, 
^  of  course,  will  fluctuate  with  the  metals  market. 

So  consider  American  Eagle  Gold 
Coins.  One  investment  you  can  actually 
get  your  hands  on. 


AMERICAN  EAGLE  GOLD  &  SILVER  BULLION  COINS 


Tweedy,  Browne  and  Donald  Trump  are 
unlikely  bedfellows.  So  why  are  both  of 
them  heavy  in  Resorts  International  stock? 


He  who  eats 


By  Richard  Phalon 


last 


•  •  • 


W'e  don't  know  from  our  own 
experience      that  Donald 
Trump  eats  other  people's 
lunch.  Maybe  we'll  eat  his  lunch." 

That's  William  Browne,  a  partner  in 
Tweedy,  Browne  Co.,  speaking,  softly 
and  without  bluster,  of  coexistence  in 
Resorts  International  with  the  re-l 
doubtable  Donald  Trump.  Who  isa 
Tweedy,  Browne  to  be  running  with 
the  likes  of  Donald  Trump?  It  is  a 
small  (net  capital  $470,000)  money 
manager,  highly  admired  by  those  in 
the  know  for  its  success  with  a  pa- 
tient, value-oriented  approach  to  in- 
vesting. Trump  is  the  biggest  share- 
holder in  Resorts  International. 
Tweedy,  Browne,  which  did  some  ad- 
ditional buying  on  and  after  Black 
Monday,  is  the  second  largest.  Trump 
has  90%  of  the  supervoting  Class  B 
stock  and  is  coming  off  a  nearly  un- 
broken string  of  greenmail  and  trad- 


Donald  Trump 

No  such  thing  as  a  free  lunch 
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Small 


news 


Introducing  a  new  low-priced, 
high-powered  IBM  Personal  System  /2. 

Its  called  the  Model  25,  lor  short,  and  it 
comes  with  the  power,  graphics  and  quality 
that  have  made  the  IBM®  Personal  System/2™ 
family  the  acknowledged  new  leader  in  per- 
sonal computing.  What's  more,  it  comes  in  a 
size  that  fits  virtually  anywhere  and  at  a 
price  that  fits  most  any  budget. 

It's  at  home  wherever  you  work. 
Whether  you  work  in  an  office,  bring 
office  work  home  or  run  a  business  from 
home,  the  Model  25  can  help  you  keep  up 
with  correspondence,  prepare  proposals 
and  balance  budgets.  It  can  also  help  you 
track  inventory  and  handle  your  business 
and  personal  accounting  as  well. 

The  system  works  w  ith  the  other  mem- 
bers of  the  Personal  System /2  family.  And  it 
was  designed   JKpHb^  t(l  1 1111  lots  of  the 
popular        j£  programs  that 

are  alreadv 


from  IBM 


available  for  IBM  Personal  Computers.* 
It's  at  home  wherever  students  learn. 

In  the  classroom,  dorm  and  at  home, 
students  will  love  the  easy-to-use  design  and 
spectacular  graphics 


of  the  new  Personal 
System/2  Model  25. 
Parents  and  school 
board  members  will 
especially  love  its 
small  price. 

It  can  get  you 
great  year-end 
bonuses. 


IBM  Personal  System/2 

Model  25 

Microprocessor 

8086-8 

Potential  system 
throughput 

More  than  2 
times  IBM  PC 

Standard  memory 

512KB 

Expandable  to 

640KB 

Diskette  size 
and  capacity 

3'/2  inch 
720KB 

Expansion  slots* 

2 

IBM  Keyboard 

Enhanced  or 
Space  Saving 

Operating  system 

IBMDOS3.3 

'Model  25  has  one  full-size  and  one  eight-inch 
expansion  slot. 


If  you  buy  an  IBM  Personal  System/2 
Model  25  or  30  before  the  years  out,  you'll 
get  a  Software  Sampler  with  16  free 
programs— for  word  processing,  personal 
productivity,  education  and  more.  And  no 
matter  which  Personal  System /2  you  buy, 
you'll  get  great  rebates  directly  from  IBM  on 
selected  accessories  and  a  wide  range  of 
software  from  IBM  and  other  leading 
software  companies.  You  may  also  qualify 
instandy  for  $2,500  of  IBM  credit**  with  no 
payments  due  until  February,  1988. 

To  find  out  more,  just  ask  your 
participating  IBM  authorized  dealer 


•Differences  in  system  configurations  must  be  considered  in  selecting  software  "Only  purchases  on  the 
Personal  (silver)  IBM  Credit  Card  qualify  for  the  instant  credit  and  deferred  payment  portion  of  this  offer. 


•^V>        X* /    5  IBM  1987  IBM  is  a  registered  trademark  and  "Perso 
/      System/2"  is  a  trademark  of  IBM  Corporation 


Reduce 
the  risk 
in  hiring 
accounting 
financial  and 
data  processing 
personnel. 

An  independent  study*  revealed  that  3  out 
of  4  top  executives  and  personnel  managers 
agreed  that  specialized  personnel  services 
are  better  than  the  non-specialized  at 
providing  quality  personnel. 

Robert  Half  is  the  world's  largest  specialist 
in  recruiting  accounting,  financial  and  data 
processing  personnel.  Robert  Half  has  the 
size  and  reputation  to  attract  more  job 
candidates— and  the  expertise  to  match 
their  capabilities  with  your  company's  exact 
requirements. 

And  all  that  reduces  risk. 

Call  your  Robert  Half  office.  You'll  be  glad 
you  did. 


gfj  ROBERT  HALF 

rrm  accounting,  financial  and  edp  personnel  specialists 


©  1987  Robert  Hall  International  Inc 

"  Burke  Marketing  Research  Services  Most  offices  independently  owned  and  operated 


ing  wins  that  have  made  him  a  medis 
star.  At  last  report,  Tweedy 
Browne — as  understated  as  Trump  i? 
noisy — controlled  about  11.5%  of  Re 
sorts  Class  A  common,  which  carries 
only  l/100th  a  share  of  the  voting 
strength  of  the  Class  B  common. 

In  Resorts,  Trump  for  the  first  time 
runs  a  real  risk  of  having  his  lunch 
eaten.  Bad  enough  that  Trump  paid  i 
heavy  premium  for  voting  control 
and  that  he  will  have  to  deal  wit!" 
sophisticated  minority  holders  whe 
would  like  nothing  more  than  to  bt 
taken  out  of  their  stock  at  a  premium 
The  real  sticking  spot — in  the  shaki 
est  market  in  years — is  the  $550  mil 
lion  in  new  financing  it  will  take  tc 
keep  the  foundering  Bahamas  and  At 
lantic  City  casino  operator  afloat. 

Even  the  unflappably  optimistic 
Trump  concedes  the  going  will  bt 


Talk  about  leverage: 
Resorts  is  already  so  deeply 
in  hock  that  it  has  been 
unable  to  cover  debt  service 
out  of  operating  earnings 
since  at  least  1984.  The 
debenture  sale,  if  Trump  is 
able  to  bring  it  off,  would 
boost  Resorts'  total  long- 
term  debt  to  $649.8 
million — almost  six  times 
stockholders'  equity. 


rough.  Black  Monday  has  made  i 
"difficult  to  get  financing."  Resorts  i: 
in  far  worse  shape  than  Trumj 
thought  when  he  purchased  abou 
78%  of  the  supervote  B  stock  in  Juh 
from  the  founding  Crosby  family  fo 
$78.9  million.  He  is  putting  anothe 
$22.5  million  or  so  on  the  line  in  ; 
tender  for  the  rest  of  the  outstanding 
B  shares. 

That's  a  lot  of  money  for  the  whiti 
elephant  Trump  has  by  the  tail  in  thi 
form  of  Resorts'  Taj  Mahal,  a  42-stor 
hotel  tower  and  120,000-square-foo 
casino  in  Atlantic  City  that  the  com 
pany  has  been  trying  to  get  in  plact 
on  the  Boardwalk  for  more  than 
four  years. 

Frequent  design  changes  and  hea\H 
cost  overruns  have  pushed  the  corn 
struction  budget  to  around  $930  mil| 
lion.  That's  more  than  three  time 
Resorts'  original  estimate  and  mon 
than  twice  the  $420  million  in  reve 
nues  produced  by  its  slots  and  gamin; 
tables  last  year. 

To  Donald  Trump,  though,  i 
looked  like  duck  soup.  With  his  rec 
ord  as  a  builder-developer  and  opera 
tor  of  two  of  the  newest  and  mosi 
successful  casinos  in  Atlantic  CiH 
(Trump  Castle  and  Trump  Plaza! 
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Seoul  man. 


Alter  a  while,  the  business  traveler 
feels  as  comfortable  walking  these 
streets  as  his  own. 

And  when  you've  reached  that 
point,  you've  also  discovered  the  best 
way  to  get  there.  United. 

Fine  meals,  double-feature  films,  a 
full  complement  of  amenities.  It's  the 
best  in  international  travel,  all  served  up 
with  Friendly  Skies  spirit.  Not  to  men- 
tion hefty  Mileage  Plus  bonuses  when 
you  fly  First  or  Business  Class. 

You  choose  United  to  Seoul. 
Because  you  know  that  traveling  great 
distances  is  no  reason  not  to  feel 
right  at  home. 


m. 


If  you  believe 
business  travelers! 

should  live  a  I 
Spartan  existence 

remember, 

the  Spartans 
were  defeated. 


©1987  Hyatt  Corp. 


rrese 


In  371  B.C.  the  Spartans 
re  soundly  trounced.  Even  so, 
y've  never  ceased  to  provide 
piration.  Inspiration  to  suffer  all 
indignities,  inconveniences  and 
ompetencies  life  has  to  offer, 
hout  flinching. 

However,  recent  evidence 
icates  that  being  Spartan  might 
more  foolhardy  than  hardy.  For, 
)erform  at  your  best,  it  is  wise  to 
I  your  best. 

In  which  case,  it  is  espec- 
y  wise  to  stay  at  a  Hyatt  Hotel . 


Hyatt  offers  what  may  be  And  to  make  each  of  your 

the  most  thoughtfully-designed  Hyatt  stays  even  more  attractive, we 

hotels  in  the  world .  keep  our  prices  competitive,  and 

Our  atriums  soar  to  im-  offer  you  a  host  of  special  privileges 

pressive  heights  and  take  your  spirits  through  our  rewarding  Hyatt  Gold 

with  them.  Our  guestrooms  func-  Passport®Frequent  Traveller 

tion  as  executive  offices,  and  double  Program, 
as  living  quarters  comfortable    rr.  So  if  you're  travelling  on 


enough  to  take  the 
edge  off  being 
away  from  home. 
Our  people  and 
our  service  are 
simply  unsurpassed 


Urn 


Hyatt 

TDUCH 

HyattQhotels  8c  Resorts 


business,  be  sure  to 
stay  at  a  Hyatt  Hotel. 
Except  in  the  vicinity 
of  Sparta.  Somehow, 
we've  never  been  too 
popular  there. 


mtt  Regency  O'Harc  •  Hyatt  Regency  Miami  •  Hyatt  Regency  Chicago  •  Hyatt  Regency  San  Francisco  •  Hyatt  Regency  Cmtal  City  (D.C. ) 


■  reservations  at  any  of  87  Hyatt  Hotels  in  North  Ameriea  or  44  Hyatt  International  Hotels,  call  1-800-228-9000,  or  your  travel  planner. 


Taj  Mahal  on  Boardwalk 

Some  white  elephants  are  easy 

to  see  through. 


who  better  to  get  the  job  done? 

But  a  lot  of  the  dreams  of  last 
summer  were  swallowed  by  Black 
Monday  at  almost  the  same  rate  the 
Taj  Mahal  has  been  sucking  capital 
out  of  Resorts.  Can  Trump  sell  $100 
million  worth  of  what  Janney,  Mont- 
gomery &  Scott  gaming  analyst  Mar- 
vin Roffman  classifies  as  "junk,  junk 
bonds"  in  an  environment  where 
better-rated  credit  risks  can't  cut  the 
mustard?  Can  he  persuade  institu- 
tional money  managers  to  buy  $450 
million  in  mortgages  on  a  property 
that  Roffman  estimates  will  have  to 
gross  an  unparalleled  $1.3  million  a 
day  just  to  break  even? 

Talk  about  leverage:  Resorts  is  al- 
ready so  deeply  in  hock  that  it  has 
been  unable  to  cover  debt  service  out 
of  operating  earnings  since  at  least 
1984.  The  debenture  sale,  if  Trump  is 
able  to  bring  it  off,  would  boost  Re- 
sorts' total  long-term  debt  to  $649.8 
million — almost  six  times  stockhold- 
ers' equity.  It  remains  an  open  ques- 
tion whether  the  Taj  Mahal  can  gener- 
ate enough  cash  flow  to  cover  that 
much  debt. 

Trump  does  have  some  decent  hole 
cards.  If  the  financing  doesn't  jell,  he 
could  probably  sell  off  assets  like  Re- 
sorts' Paradise  Island  operation  in  the 
Bahamas  for  something  like  $200  mil- 
lion, buying  breathing  space  with  bad- 
ly needed  earning  power.  But  he 
would  be  unloading  in  a  buyer's  mar- 
ket. For  public  consumption,  at  least, 
Trump  is  ruling  out  the  sale  of  Para- 
dise Island. 

Trump  does  not  rule  out  the  possi- 
bility that  the  Taj  Mahal  may  have  to 
be  put  on  hold.  This  could  be  consid- 
ered as  the  politically  astute  Trump 
trying  to  put  pressure  on  the  New 
Jersey  Casino  Control  Commission, 
from  which  he  needs  a  series  of  ap- 
provals on  financing  plans  and  a  con- 
troversial service  contract  that  con- 
siderably cushions  his  risk.  In  fact, 


putting  the  Taj  on  hold  would  be  srj 
costly  that  it  might  break  Resorts.  Bui 
it  is  a  useful  threat. 

Quite  obviously  the  people  ai 
Tweedy,  Browne  expect  the  Taj  to  be 
completed.  They  continue  to  buy  the 
stock,  even  though  they  have  a  loss  or 
their  current  holdings.  They  paid  as 
much  as  $65  a  share  in  their  first  bite 
at  the  A  stock  in  March.  They  have 
since  been  buyers  at  $29.  Tweedy 
Browne  is  obviously  betting  tha'  ^ 
Trump  will  eventually  move  to  bu> 
out  A  shareholders. 

With  voting  control  tightly  in  hand 
why  should  Trump  do  anything  witr 
the  A  stock?  Part  of  the  answer  ma} 
lie  in  the  richness  of  the  proposec 
service  contract  between  Resorts  ano 
Trump  Hotel  Corp.  This  is  the  conii 
tract  the  Casino  Control  Commissior 
is  being  asked  to  approve.  Though  al 
ready  okayed  by  Resorts'  independen 
directors,  the  agreement  looks  like  ar 
invitation  to  shareholder  attack.  Ths 
folks  at  Tweedy,  Browne  have  nc 
comment  on  the  contract  except  tc 
say,  "We're  studying  it." 

In  exchange  for  promotional,  finan 
cial,  construction  and  managemen 
expertise,  the  contract  grants  th« 
Trump  subsidiary  a  1.75%  cut  of  Re 
sorts'  adjusted  gross  (including  the 
proceeds  of  asset  sales),  a  3%  levy  or 
construction  costs,  and  15%  of  net- 
assuming  there  is  any  after  everythinj  |J 
has  been  taken  off  the  top.  By  one 
estimate,  the  construction  levy  alon< 
would  bring  in  some  $16  million. 

So  the  Taj  Mahal  could  be  a  bo 
nanza  for  Trump  even  if  it  doesn' 
make  a  lot  of  money  for  Resorts  In 
ternational — provided  that  pesky  Re 
sort  shareholders  don't  object.  On< 
way  to  prevent  them  from  objectinj 
would  be  to  buy  them  out.  Whei 
that  time  comes,  Tweedy,  Browm 
might  sell.  And  at  its  price. 

At  least  it  will  eat  some  of  hi: 
lunch.  ■ 


H 
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You  want  it  when? 
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How  about  now.  Now  you  can 

espond  instantly,  even  from  home,  with  your  Brother  personal 
acsimile.  Finally,  an  easy-to-use  fax  inexpensive  enough  for 
lome  use.  It's  fully  compatible  with  virtually  all  other  Group  3 
acsimiles,  the  most  popular  fax  in  use  today.  Plugs  in  like  a 
elephone.  Sends  standard  business  documents  in  less  than 
minute  (before  or  after  breakfast).  It  has  a  copier  function 
nd  a  memory  telephone  that  conveniently  remembers  your 
line  most-used  numbers  and  re-dials  them  at  a  touch.  All  at  a 
emarkably  affordable  price!  So  when  they  want  it  now,  call  Brother 
1 1-800-284-HELP  for  the  store  or  dealer  nearest  you. 

mother  International  Corporation,  USA     Brother  Industries,  Ltd.,  Nagoya, 


We're  at  your  side. 


CADILLAC  /4LL/4NTE. 
/Vorld-class,  ultra-luxury,  Cadillac  style. 


)r  those  who  are  fortunate  enough 
i  write  their  own  rules,  there  is 
adillac  /lllante. 


om  the  designer  of  Ferrari  and 
Dlls-Royce. 

adiilac  commissioned  Pininfarina, 
dA,  of  Turin,  Italy- designer  of  the 
jrrari  Testarossa  and  Rolls-Royce 
amargue-to  design  and  handcraft 
ie  coachwork  of  lllante.  . 


A  high-output  V8  roadster  with 
European  road  manners. 

Response  is  eager,  instantaneous 
-with  a  sequential-port,  fuel-injected 
V8.  The  handling  of  the  four-wheel 
independent  suspension  is  always 
precise,  never  harsh.  And  /lllante  is 
first  with  the  Bosch  III  anti-lock  brak- 
ing system,  standard. 

A  new  concept  in  two-passenger 
automobiles:  Cadillac  comfort. 

With  nearly  five  feet  of  shoulder 


room,  lllante  defies  the  traditional 
space  constraints  of  a  roadster.  Drive 
and  passenger  enjoy  the  custom  fit 
of  10-way  Recaro  seats.  Virtually  ever 
other  conceivable  convenience  als« 
comes  with  every  /lllante,  save  one: 
a  concealed  cellular  mobile  tele- 
phone, available  at  your  discretion. 

Turns  the  wind  into  a  whisper. 

/lllante  redefines  open-air  motoring, 
because  with  the  top  down  at  high- 
way speeds,  you  and  your  passenge 


3n.lt 
sob 
pwi 
da 


seotf 
mtar 


in  hold  a  normal  conversa- 
n.  This  year-round  roadster 
;o  has  a  unique  convertible 
d  with  three  glass  windows 
id  a  lightweight  (58  lbs.) 
rdtop  that  installs  without 
y  tools. 

b  world's  first  7-year/ 
),000-mile  assurance  plan. 

3  /lllante  Assurance  Plan 
•plies  to  the  entire  car*  It 
eludes  emergency  road 

:ept  for  tires  which  are  warranted  by  their  manufacturer.  See  your  Cadillac  dealer  for 
ns  and  conditions  of  this  limited  warranty  A  deductible  may  apply. 


service  and  rental  vehicle 
provisions  should  your  /lllante 
require  more  than  two  hours' 
service  or  overnight  work. 

Your  personal  invitation. 

Discover  why  the  /lllante  is 
unlike  any  ultra-luxury  road- 
ster that  has  come  before  it. 

CalM-800-338-2473  for  an 
lllante  test-drive  arranged 
at  your  convenience. 


CADILLAC  /ILL/INTE. 
THE  ONLY  WAY  TO  TRAVE 
IS  CADILLAC  STYLE. 


the  hottest  idea  in 
turbine  engines  is  eight 
thousand  years  old. 


Allied 
^Signal 

Technologies 


technology:  The  ancient 
art  of  ceramics  provides  the 
basis  for  high  temperature 
components  used  in  Garrett 
advanced  gas  turbine 
engines,  from  Allied-Signal. 


benefit:  Using  ceramics' 
superior  high  temperature 
capability  can  help  engines 
burn  fuel  more  efficiently, 
reduce  cost  of  parts, 
increase  life  of  engine. 


future:  Increasingly, 
ceramics  will  replace  me' 
and  metal  alloys  for  engii 
parts,  both  in  aerospace 
and  automotive  applicati 
Allied-Signal  advanced 
technologies — focused  a 
aerospace,  automotive 
products,  and  engineerec 
materials.  For  investor 
brochure,  call  1-800-243-i 


Adding  corporate  banking  expertise  to 
public  utilities  financing.  At  Irving  Trust 
it  comes  with  the  territory. 


"We  are  in  a  position  at  Irving  Trust  to  really  work  for  investor-owned  public 
utilities  in  their  diversification  efforts.  And  the  reason  for  that  is  our  in-depth 
experience  in  corporate  as  well  as  utility  banking,"  says  William  E  Klausing, 
Senior  Vice  President. 

"In  our  40  years  of  commitment  to  public  utilities  financing,  we've 
developed  insights  that  enable  us  to  anticipate  and  meet  our  customers' 
needs  quickly  and  effectively.  And  that's  an  ongoing  commitment." 

As  the  public  utilities  cycle  moves  from  needing  cash  to  investing 
cash,  Irving  Trust  can  be  responsive  as  few  banks  can.  We  are  adept  at 
designing  corporate  banking  products  geared  specifically  to  your  needs- 
decommissioning  trust  services,  investment  advisory  and  custody  services, 
utility  diversification  financing,  and  more. 


Irving  Trust,  One  Wall  Street,  New  York,  NY  10015.  212/635-7525. 


Trust 


The  400  Largest  Private  Companies  in  the  U.S. 


Running  a  private  company  has  its  advantages, 
such  as  never  having  to  say  you  re  sorry 
to  security  analysts.  The  drawbacks  are 
less  obvious,  at  first. 

Private  enterprise 


0 


ct.  19,  Black  Mon- 
day, was  a  rough  day 


By  Michael  Ozanian  and  Tina  Russo 


"for  people  running  public  corporations.  The  crash 
made  a  lot  of  executive  stock  options  almost  worthless.  It 
took  the  wind  out  of  employee  thrift  plans  tied  to  compa- 
ny stock.  It  made  shares  of  stock  into  raider  bait. 
At  times  like  these,  a  Forbes  500  executive  may  be 


envying  the  lot  of  someone 

  like  Frank  Wheaton  Jr.,  74, 

who  runs  a  $500  million  packaging  firm  in  Millville,  N.J. 
Wheaton  Industries  is  privately  owned,  as  it  has  been  since 
Frank  Wheaton's  grandfather  founded  it  in  1888.  The  firm, 
which  says  it  is  the  leading  private  U.S.  supplier  of  drug 
and  cosmetic  containers,  is  profitably  self-reliant.  It  de- 
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Stability  is  not  a  hallmark  of  private  enterprise:  From 
last  year's  top-400  list,  80  companies  have  been 
displaced.  The  largest  to  go  was  $4  billion  (sales)  Swift 
Independent,  which  became  a  50% -owned  subsidiary  of 
ConAgra.  Three  other  large  dropoffs:  E-Z  Serve  was 
bought  by  Harken  Oil  &  Gas;  U.S.  Plywood  by  Georgia- 
Pacific;  and  Denny's  by  TW  Services. 

Thirteen  firms  from  1986  went  public.  Among  them: 
Allegheny  Ludlum,  Western  Auto  and  Edgcomb,  All 
would  have  done  investors  a  favor  by  staying  private. 

Safeway  Stores,  Owens-Illinois,  Supermarkets  Gen- 
eral, Borg-Warner,  Lear  Siegler,  Revco  and  Burlington 
Industries  are  billion-dollar  companies  that  were  taken 
private  in  leveraged  buyouts. — Steven  Ramos 


signs  the  package  and 
makes  the  glass  and  the 
machinery  to  decorate 
it — even  the  furnace  to 
melt  the  glass. 

This  is  what .  Frank 
Wheaton  has  going  for 
him.  He  doesn't  have  to 
explain  himself  to  ana- 
lysts or  institutional  hold- 
ers. No  takeover  artist  can 
threaten  him.  His  com- 
petitors don't  know  his 
profit  margin.  He  can 
build  asset  values  without 
worrying  about  what  it 
will  do  to  next  quarter's 
reported  earnings.  He 
need  not  apologize  to  anyone  about  nepotism  (his  cousin 
runs  the  scientific  division)  or  about  any  mingling  of 
corporate  and  family  finances. 

Wheaton  could  make  himself  a  nice  pile  of  cash  in  a 
public  offering,  but  he  has  no  intention  of  doing  that.  "I 
still  have  some  sense  left,"  he  says,  "and  I  already  have  a 
118-foot  yacht." 

What  is  a  private  company?  For  Forbes'  purposes  here,  it 
is  any  whose  stock  is  not  widely  traded.  Either  the  compa- 
ny has  too  few  shareholders  to  tile  with  the  SEC,  or  it  files, 
but  the  stock  is  not  available  to  the  general  public.  Gray- 
bar Electric  (see  story,  p.  152)  and  Science  Applications 
International  are  in  the  latter  category.  Mutuals,  coopera- 
tives, foreign-owned  companies  and  companies  50%  or 
more  owned  by  public  companies  are  excluded. 

Plenty  of  large  companies  are  privately  owned — the  list 
that  follows  includes  106  with  $1  billion  or  more  in 
sales — and  quite  a  few  are  headed  that  way  in  leveraged 
buyouts.  What's  so  great  about  being  private?  Perhaps  the 
most  often  cited  justification  is  the  increased  flexibility  it 
gives  to  managers.  "Being  private  gives  me  the  luxury  of 
not  having  to  worry  about  what  shareholders  may  think 
and  allows  me  to  plan  for  the  long  term,"  says  Thomas  J. 
Gibson,  chief  financial  officer  of  Gates  Corp.,  a  private 
firm  in  Denver  (see  stoiy.  p.  154). 

But  the  world  of  private  ownership  is  not  all  milk  and 
honey.  The  most  important  disadvantage  is  the  difficulty 
of  raising  equity  capital.  Well-known  public  companies 
going  private  can  usually  scare  up  equity  from  one  of  the 
LBO  pools  organized  by  investment  bankers.  And  a  Gold- 
man, Sachs  has  the  connections  to  get  the  capital  it  needs, 
abroad  if  necessary.  But  a  company  like  Wheaton  could  not 
easily  sell  stock  privately  on  attractive  terms. 

It  is  no  surprise,  then,  that  the  largest  private  companies 
(not  counting  recent  converts  from  the  public  arena)  in- 
clude few  in  capital-intensive  industries.  There  are  no 
airlines,  one  company  that  owns  a  railroad  (Anschutz)  and 
no  electric  utilities  on  this  list.  The  private  companies  do, 
on  the  other  hand,  make  a  strong  showing  in  businesses 
that  are  service-oriented  or  turn  over  their  assets  rapidly. 
They  account  for  more  than  their  share  of  food  wholesalers 
and  grocery  chains,  apparel  importers,  commodity  traders 
and  real  estate  managers. 

The  other  problem,  which  often  sets  in  a  generation  or 
two  after  a  company's  founding,  is  liquidity.  How  to  buy 
out  the  cousins  who  don't  want  to  join  the  business?  "In  a 
public  company,  someone  (with)  a  small  ownership  [who] 


Easy  come,  easy  go 


doesn't  want  to  be  part  of 
the  business  can  cash  out. 
In  a  private  company  you 
don't  have  that  ability, 
which  can  lead  to  a  lot  of 
fights  and  arguments," 
says  Howard  Weiser,  a 
partner  at  Coopers  &  Ly- 
brand.  The  company  that 
owned  the  Louisville,  Ky. 
papers  sold  out  to  Gannett 
to  quell  feuding  among 
siblings.  Koch  Industries 
(ranked  4th  below),  the  gi- 
ant oil  trading  and  refin- 
ing company  in  Wichita, 
Kans.,  solved  its  family 
squabble  by  paying  off  the 
dissident  an  estimated  $500  million  for  his  20%  share  in 
1983.  William  Koch,  47,  used  part  of  the  money  to  open  his 
own  energy  production  and  trading  firm  in  Dedham, 
Mass.,  Oxbow  Corp.  (ranked  75th).  He's  been  buying  into 
alternative  energy  and  specialty  coal  operations. 

The  Bacardis,  heirs  to  the  lucrative  rum  empire,  are 
having  trouble  maintaining  their  cohesion  as  the  family 
reaches  the  fourth  generation  and  the  count  of  stockhold- 
ers runs  into  the  hundreds.  This  international  operation  is 
a  loose  confederation  of  seven  or  eight  semiautonomous 
distilling  and  marketing  concerns  (Bacardi  Imports,  ranked 
279th  below,  owns  U.S.  distribution  rights).  "A  council 
group  of  about  seven  or  eight  principals  that  represent  key 
families  walk  between  all  the  companies,"  says  Richard 
McGonigal,  a  lawyer  representing  dissident  Bacardis  in  a 
securities  case.  The  suit  was  filed  after  controlling  insiders 
this  year  fired  four  family  executives.  But  McGonigal  says 
his  clients  just  want  a  better  understanding  of  what's  going 
on  inside  the  company — and  reassurance  that  they're  be- 
ing treated  fairly  as  owners. 

Considering  the  frequency  of  such  family  feuds,  it  is  no 
small  accomplishment  when  a  billion-dollar  private  firm 
makes  the  transition  to  professional  managers,  keeps 
grandchildren  contented  with  dividends,  yet  retains 
enough  cash  to  keep  the  enterprise  as  strong  as  it  ever  was. 
On  those  scores  the  Hearst  Corp.,  49th  on  the  list  and  the 
subject  of  the  cover  story  (seep.  141),  is  a  striking  example. 

Sales  figures  in  the  tables  that  follow  are  for  the  most 
recent  fiscal  year,  in  many  cases  confirmed  by  the  compa- 
ny. In  other  cases  we  relied  on  such  sources  as  government 
filings,  competitors,  dissident  shareholders  and  industry 
analysts. 


Peter  Kiewit  Sons' 

Dow  Jones  average?  What's  that? 

The  900  lucky  investors  in  the  packaging  and  construc- 
tion firm  of  Peter  Kiewit  Sons'  fared  well  in  the  recent 
508-point  crash.  The  stock  closed  Friday,  Oct.  16,  at 
$24.85.  It  also  closed  Oct.  19  at  $24.85.  Right  there  is  one 
good  reason  for  a  company  to  stay  private,  in  the  sense  of 
strictly  limiting  ownership  of  shares:  Employee  sharehold- 
ers are  not  forever  watching  the  tape.  "Our  people  haven't 
had  to  worry  about  what  their  stock  value  was  or  where  we 
were  going  as  a  company,"  says  Chairman  Walter  Scott  Ir. 
Kiewit  is  not  a  bad  stock  to  own.  On  sales  of  $4.8  billion 
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Peter  Kiewit  Sons'  Chairman  Walter  Scott  Jr. 
The  stock  the  crashforgot. 


last  year,  earnings  were  $190  million,  or  $5.43  a  share,  up 
from  $3.03  five  years  ago.  To  buy  it,  however,  you'll  have 
to  change  jobs  and  move  to  Omaha.  Stock  is  sold  only  to 
employees  who  meet  the  approval  of  management.  "We 
sell  stock  to  compensate  the  people  who  are  helping  us 
build  the  company,"  explains  Scott.  "It  makes  our  people 
act  more  like  owners  than  managers,  and  that's  the  way 
we  want  them  to  act." 

Making  workers  think  like  owners  is  a  laudable  objec- 
tive, oft  recited  by  companies  adopting  employee  stock 
ownership  plans.  But  the  mere  existence  of  employee 
stock  does  not  turn  an  otherwise  sleepy  outfit  into  a  go- 
getter  (see  Graybar,  below). 

Kiewit  landed  in  employees'  hands  under  the  guidance 
of  Peter  Kiewit,  who  died  in  1979  after  building  his  father's 
masonry  business  into  a  billion-dollar  construction  giant. 
Unlike  Graybar,  Kiewit  leaves  voting  control  with  share- 
holders and  further  specifies  that  no  one  employee  can 
own  more  than  10%  of  the  voting  stock.  (Scott,  in  addition 
to  2.8  million  voting  shares,  has  1.8  million  nonvoting.)  A 
further  check  on  any  tendency  to  inbred  management  is 
the  fact  that  3  of  the  14  directors  are  from  the  outside. 

Kiewit,  at  any  rate,  is  anything  but  sleepy.  When  Conti- 
nental Group,  the  packaging  and  insurance  company,  was 
threatened  by  a  takeover  in  1984,  Kiewit  stepped  in  as 
white  knight.  The  company  joined  David  Murdoch  in  the 
$3.8  billion  acquisition,  later  buying  Murdoch  out.  The 
use  of  tax  benefits  and  the  sale  of  unwanted  assets  pushed 
the  net  cost  of  a  solidly  profitable  packaging  company 
down  to  $1.05  billion,  including  debt  assumed.  The  new 
operation's  market  value,  says  the  company,  is  $1.2  billion 
to  $1.5  billion.  Since  1982  Kiewit  stock,  whose  price  is 
determined  by  a  formula  based  on  a  modified  book  value, 
is  up  142%.— John  R.  Hayes 


Graybar  Electric 

Staying  aloof 

Being  private,  goes  the  classic  explanation,  means  not 
having  to  answer  to  pesky  public  shareholders,  with 
their  nearsighted  focus  on  the  next  quarter.  For  managers 
at  Graybar  Electric,  a  St.  Louis-based  wholesale  distributor 
of  electrical  and  telephone  gear,  it  goes  a  step  further. 


Being  private  means  not  having  to  answer  to  private  share- 
holders, either.  Graybar  is  an  employee-owned  company — 
one  of  the  oldest  of  that  breed — but  the  employees  can't 
vote  their  stock. 

Once  a  part  of  AT&T's  Western  Electric  Co.,  Graybar 
was  snipped  off  in  a  1926  leveraged  buyout  led  by  Elisha 
Gray  and  Enos  Barton.  Last  year  sales  topped  $1.6  billion, 
from  more  than  100,000  different  products  that  were 
moved  through  189  outlets.  Profits?  Nothing  to  brag 
about.  Net  last  year  came  to  $14  million,  or  $3.54  a  share, 
off  slightly  from  $4.06  in  1985.  Return  on  equity  has 
averaged  an  unexciting  8.2%  over  the  past  five  years. 

Employee  shareholders  aren't  in  this  for  the  capital 
gains.  The  price  of  Graybar  stock  is  set  by  the  company, 
and  in  the  past  five  years,  adjusted  for  two  stock  dividends, 
it  has  climbed  from  $18.14  to  $20.  The  stock  also  pays  a 
steady  $2  dividend. 

If  Graybar's  results  are  disappointing,  the  company's 
3,600  stockholders  are  powerless  to  question  them.  That's 
because  the  stock  is  locked  up  in  a  voting  trust  controlled 
by  a  self-perpetuating  five-man  board  of  senior  officers.  A 
hostile  takeover  is  out  of  the  question.  Graybar  has  first 
refusal  on  all  shares  and  has  always  exercised  it. 

The  system  seems  to  work,  at  least  in  the  sense  of 
commanding  loyalty.  Turnover  is  very  low,  according  to 
an  industry  observer.  (The  company  itself  won't  say;  it 
doesn't  talk  to  the  press.  President  fames  Hoagland  "pre- 
fers there  be  no  conversation,"  says  his  assistant.)  The  five 
top  managers  have  spent  an  average  of  40  years  with  the 
company. 

The  weakness  is  that  the  insulation  of  the  management 
from  outsiders  may  have  contributed  to  a  certain  stodgi- 
ness.  Entrepreneurial  verve  is  more  visible  in  some  compa- 
nies that  have  heavy  employee  ownership  but  enough 
outsider  owners  to  keep  them  interested  in  growth — Her- 
man Miller,  for  example,  or  Lowe's  Cos. 

It's  not  that  insiders  at  Graybar  are  getting  rich  from  the 
arrangement.  President  Hoagland  has  only  $236,000  worth 
of  the  stock  and  a  salary  of  $477,000.  At  Graybar,  in  short, 
privacy  seems  to  be  a  mixed  blessing. — John  R.  Hayes 


St.  Louis  headquarters  of  Gra  ybar  Electric 

JVo  raider  is  going  to  threaten  this  outfit. 


Scon  Dine  Picture  Group 
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i7.cu  nasis,  mai  we  can  use  rignt  now 
where  it  will  do  Bally  the  most  good. 

As  for  what  the  future  holds,  we 
ask  you  to  recall  a  mathematical 
truism  known  to  everyone  who  has 
ever  pulled  a  lever  or  pushed  a  chip: 
In  the  long  run,  the  odds  are  always 
'    with  the  house. 

And  in  the  business  of  gaming, 
Bally  is  the  biggest  house  there  is. 

For  more  information,  write 
William  H.  Peltier,  V.  P.  Corporate 
Communications  87CXJ  W.  Bryn  Mawr, 
Chicago,  II. 
Or  call  l-3i; 
399-1300. 


I 


Gates  Corp. 

Back  to  the  knitting 

An  accusation  often  leveled  at  public  companies  is  that, 
hell-bent  on  empire-building,  they  waste  sharehold- 
ers' money  on  aimless  diversifications.  Does  this  mean 
family-owned  companies  are  better  focused?  Not  necessar- 
ily, as  the  saga  of  Denver-based  Gates  Corp.  demonstrates. 
This  firm  drifted  from  a  profitable  automotive  rubber 
business  into  all  manner  of  sidelines  that  it  lived  to  regret. 

The  Gates  family  could  at  least  point  to  the  company's 
roots  in  justifying  the  urge  to  diversify:  A  strategic  shift  in 
its  early  days  saved  it  from  extinction.  In  1911  Charles  C. 
Gates,  then  33,  took  over  Colorado  Tire  &.  Leather  Co.  Its 
two  main  product  lines:  a  steel-studded  band  of  leather 
that  was  fastened  to  tires  to  extend  their  mileage,  and 


Gates  employee  with  rechargeable  batteries 

Getting  more  cautious  with  the  diversifications. 

horse  halters.  Both  products  were  doomed. 

Fortunately,  Charles'  brother  John,  an  engineer  and  auto 
enthusiast,  figured  he  could  improve  on  the  unreliable 
rope  belts  then  common  on  auto  radiator  fans.  In  1917 
John  Gates  dipped  twine  in  rubber,  covered  it  with  fabric 
and  created  the  Gates  rubber  V-belt.  By  the  late  1920s  the 
renamed  Gates  Rubber  Co.  had  a  solid  business  in  automo- 
bile belts  and  hoses.  When  Charles  Gates  died  in  1961,  he 
left  behind  a  profitable  tire  and  rubber-parts  empire. 

That  same  year  Charles  Gates  Jr.,  now  66,  took  over  as 
chief  executive.  The  younger  Gates  took  the  company  into 
guest  and  cattle  ranches,  egg  farms,  trucking,  lawn  sprin- 
klers, land  subdivisions,  mutual  fund  management  and  a 
65%  stake  in  Learjet.  "Diversification  is  like  drilling  for 
oil,"  says  Gates  Jr.  "Sometimes  you  hit  oil,  sometimes  dry 
holes,  but  you  have  to  drill  to  hit."  He  seems  to  have  hit  a 
number  of  dry  holes.  All  these  diversifications,  except  the 
ranches,  have  cither  been  sold  or  put  on  the  block.  The 
company  quit  the  tire  business  in  1974. 

Gates  expanded  cautiously  after  its  earlier  problems. 
Last  year  it  reinforced  its  powerbelt  line  by  purchasing 
Uniroyal's.  After  some  success  with  a  rechargeable  tool 
and  appliance  battery  developed  with  in-house  research,  it 
bought  General  Electric's  nickel-cadmium  rechargeable 
battery  line  this  year.  Batteries  now  account  for  a  sixth  of 
the  $1.1  billion  Gates  expects  for  1987  sales.  Says  Thomas 
Gibson,  executive  vice  president,  "We  are  concentrating 
on  doing  better  what  we  do  best."— Maggie  Kirk 


Club  Corp.  of  America 

Cheap  capital 

If  access  to  equity  capital  is  the  main  reason  for  going 
public,  Dallas-based  Club  Corp.  of  America  is  safely 
ensconced  in  private  ownership  for  a  while.  This  $600 
million  (estimated  1987  sales)  firm  manages  225  for-profit 
clubs — country  clubs,  business-lunch  clubs  and  athletic 
clubs.  The  business  is  certainly  capital-intensive — a  coun- 
try club  with  golf  course  and  tennis  courts  can  cost  $10 
million  to  build — but  Club  Corp.  doesn't  put  up  much  of 
the  capital.  Customers  supply  free  capital  when  they 
plunk  down  initiation  fees  of  $1,000  to  $35,000.  And  a  lot 
of  the  country  clubs  are  bargain  purchases  from  nonprofit 
entities  that  have  let  them  slip  into  financial  trouble.  Club 
Corp.  manages,  but  does  not  own,  a  handful  of  them.  Says 
Robert  Dedman,  61,  who  started  the  company  in  1957  as  a 
sideline  to  his  law  practice  (Dedman  was  an  oil  and  gas 
attorney  for  billionaire  H.L.  Hunt):  "We're  a  very  cash-rich 
company." 

The  clubs  vary  in  character  from  smaller  city-based 
athletic  clubs  offering  gym  and  dining  facilities  to  the 
Firestone  Country  Club  in  Akron,  which  has  two  18-hole 
golf  courses.  Club  Corp.  was  quick  to  capitalize  on  the 
1980s  health  craze,  with  new  city  clubs  far  outpacing  new 
country  clubs.  The  company  now  operates  125  athletic 
and  dinner  clubs  in  cities.  The  company  also  has  a  number 
of  resorts,  including  North  Carolina's  famed  Pinehurst, 
near  Raleigh,  as  well  as  athletic  clubs  without  dining 
facilities.  All  told,  membership  tops  400,000. 

Even  before  it  turns  profitable,  a  Dedman  club  can  be  a 
cash  machine.  The  fees  are  refunded,  without  interest, 
after  30  years.  In  economic  terms,  that  means  the  fee  is 
almost  pure  income  (discounted  at  10%,  a  dollar  30  years 
hence  is  worth  only  6  cents  now).  But  for  tax  purposes  it's  a 
loan,  not  income.  Memberships  are  sold  before  the  club 
even  opens,  and  real  estate  developers  frequently  will  kick 
in  part  of  the  startup  costs  because  a  Club  Corp. -managed 
club  is  a  valuable  amenity  in  a  new  office  building  or  near  a 
suburban  subdivision. 

"You  avoid  all  the  costs  associated  with  securities," 
says  Dedman.  "Stockholder  reports,  diligence  meetings, 
working  with  the  media.  Private  companies,  quite  frankly, 
can  just  run  their  business." — Peter  Newcomb 


Club  Corp.  's  Robert  Dedman 

Capital?  Get  the  customers  to  supply  it. 


1st 
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resenting.The  Future  Of  Business. 

The  Commodore  Amiga  2000 
Desktop  Presentation  System. 
The  Next  Step  Forward. 


Commodore"  presents  a  major 
kthrough  in  the  art  of  present- 
deas.  Introducing  Desktop 
entation  with  the  Commodore 
ga*  2000.  It's  the  personal  busi- 
;  computer  that's  also  a  complete 
:top  publishing  center,  video 
luction  studio,  and  live  presen- 
>n  workstation— giving  you 
ss  to  professional-quality  results 
fraction  of  the  cost  of  outside 
>liers. 

Desktop  Publishing 

r.  It's  the  next  generation  in 
top  publishing.  And  with  the 
imodore  Amiga  2000,  you  can 
:e  your  own  catalogs,  brochures, 
magazines  in  up  to  4096  colors, 
e's  a  big  advantage  in  black  and 
e,  too.  Since  the  Commodore 
ga  2000  can  display  16  levels  of 
it  gives 
better 


Enjoy  true 


freedom  of  the  press  with 


Gold  Disks'"  Professional  Page""  desktop  publishing 
software.  Even  make  color  separations  with  resolution 
as  high  as  2400  dots  per  inch. 


Here's  a  show-stopping  juggling  act.  Since  the  Commodore 

Amiga  is  the  world's  first  multi-tasking  personal 
business  computer,  you  can  actually  run  several  programs 
simultaneously. 

Strictly  Business 

For  your  everyday  business  needs, 
there's  WordPerfect !  word  pro- 
cessing. Advanced  database  and 
spreadsheet  programs.  Complete 
networking.  And  the  Commodore 
Amiga  is  the  world's  first  multi- 
tasking personal  business  computer, 
so  you  can  actually  run  several 
programs  at  the  same  time. 

So  take  a  step  into  the 
future  of  business  computing.  Call 
1-800-87-AMIGA  to  locate  your  near- 
est Commodore  Amiga  2000  dealer. 


Give  'em  a  show  they  II 
never  forget.  Hook  a 
Commodore  Amiga  2000  to 
a  Polaroid  Palette1'"  and  make 
35mm  slides  in  up  to  4096  colors. 

iew  of  your  laser-printed  docu- 
ts  than  the  Macintosh'"1  SE 
could. 

Desktop  Video 

0  is  part  of  the  new  language  of 
ern  business.  But  you  won't 

1  epic  budgets  to  produce 
own  corporate,  sales,  and 
notional  videos.  With  the 
modore  Amiga  2000  you 
ireate  professional-quality 
inimation.  Titles.  Wipes.  Fades 
:an  even  paint  over  video  images, 
frame  at  a  time. 


Network  TV  producers  use  the  Commodore  Amiga  to  create 
dazzling  graphics  and  special  effects.  It  can  boost  the 
ratings  of  your  next  business  video,  too. 

Live  Presentation 

The  Commodore  Amiga  2000 
shines  in  front  of  a  live  audience, 
too.  Create  35mm  slides,  story- 
boards,  transparencies— even  ani- 
mated "electronic  slideshows."  You'll 
get  all  the  support  you'll  need  when 
you're  on  your  feet. 


Carry  your  whole  slide 
presentation  in  your  shirt 
pocket.  When  you  slip  a  floppy 
disk  into  a  Commodore  Amiga  2000 
that's  connected  to  an  RGB  projection  TV.  you  ve  got  an 
animated  electronic  slide  show  system. 


1 

COMMODORE 

1 

AMIGA 

1 

'  2000 

.   . 

i~4  UM**w***m*  I, 
_j    ■    i    i    i    I    »    I    I    i   I    ■   • ,  I— 


non- Commodore  hardware  and  software  required  for  some  applications  Commodore  is  a  registered  trademark  of  Commodore  Elec  tronics.  ltd  Amiga  is  a  registered  trademark  and  the  Amiga  logo  a  trademark  of  Commodore  Amiga.  Inc  Macintosh 
is  a  trademark  of  Apple  Computer.  Inc  WordPerfect  is  a  registered  trademark  of  the  WordPerfect  Corporation  Gold  Disk  and  Professional  Page  are  trademarks  of  Gold  Disk,  Inc  Polaroid  Palette  is  a  tradem.uk  of  Polaroid  Corporation. 


The  Largest  Private  Companies  in  the  U.S. 


this 
vear 

Rank 
last 
year 

Sales 

Company/business  (millions) 

Employees 

Chief  executive 

City, state 

1 

1 

Cargill 'commodity  trading 

$32,400 

46,000 

Whitney  MacMillan 

Minneapolis,  MN 

2 

■ 

•Safeway  Stores/grocery  stores 

20,31  le1 

150,000 

Peter  A  Magowan 

Oakland,  CA 

3 

3 

Continental  Grain/commodity  trading  &  processing 

13,500c 

1 2,000 

Michel  Fnbourg 

New  York,  NY 

4 

2 

Koch  lnds/petrolcum,  natural  gas,  chemicals 

13,000 

7,000 

Charles  Koch 

Wichita,  KS 

5 

5 

Apex  Oil/oil  refining,  transporting  &  trading  • 

9,000e 

10,000 

Anthony  Novelly 

St  Louis,  MO 

6 

6 

United  Parcel  Service/package  delivery 

8,620 

1 70,000 

John  W  Rogers 

Greenwich,  CT 

7 

7 

Mars/candy 

7,700e 

22,000 

Forrest  E  Mars  Jr 

McLean,  VA 

8 

8 

Bechtel  Group/engineering,  construction 

6,572 

28,000 

Stephen  D  Bechtel  Jr 

San  Francisco,  CA 

9 

■ 

•Supermarkets  General/grocery  stores,  home  improv  cntrs 

5,508 

19,000 

Kenneth  Peskin 

Carteret,  NJ 

10 

10 

•RH  Macy/department  stores 

5,210 

56,000 

Edward  S  Finkelstein 

New  York,  NY 

11 

9 

Peter  Kiewit  Sons/packaging,  construction,  coal  mining 

4,661 

33,000 

Walter  Scott  Jr 

Omaha,  NE 

12 

4 

•BCI  Holdings2/food  processing 

4,473 

45,000 

Frederick  B  Rentschler 

Chicago,  IL 

13 

13 

Goldman,  Sachs  &  Co/investment  banking,  securities  brokerage 

4,200e 

7,165 

John  L  Weinberg 

New  York,  NY 

14 

14 

•ARA  Services/food,  transportation  &  health  sves 

4,000e 

120,000 

Joseph  Neubauer 

Philadelphia,  PA 

15 

23 

Drexel  Burnham  Lambert/invest  banking,  securities  brokerage 

4,000 

10,600 

Frederick  H  Joseph 

New  York,  NY 

Science  Applications,  a  secretive  defense 
contractor,  has  increased  earnings  per  share 
at  a  22%  annual  rate  since  1978.  But  you 
can't  buy  stock  unless  you  work  there. 


16 

15 

Publix  Super  Markets/grocery  stores 

3,797 

24,000 

George  W  Jenkins 

Lakeland,  FL 

17 

■ 

•Owens-Illinois/packaging  &  containers 

3,642 

40,000 

Robert  J  Lanigan 

Toledo,  OH 

18 

17 

Carlson  Cos/multicompany 

3,500 

50,000 

Curtis  L  Carlson 

Minneapolis,  MN 

19 

■ 

•Borg-Warner/multicompany 

3,379 

86,400 

James  F  Bere 

Chicago,  IL 

20 

H 

•Burlington  Industries/textiles 

3,279 

40,000 

Frank  S  Greenberg 

Greensboro,  NC 

21 

22 

•American  Financial/financial  holding 

3,143' 

5,300 

Carl  H  Lindner 

Cincinnati,  OH 

22 

16 

•Malone  &  Hyde/food  wholesaling,  specialty  retailing 

2,900 

8,479 

JR  Hyde  III 

Memphis,  TN 

23 

19 

•Marmon  Group/multicompany 

2,878 

26,910 

Robert  A  Pritzker 

Chicago,  IL 

24 

20 

•Levi  Strauss/apparel 

2,750 

32,000 

Robert  D  Haas 

San  Francisco,  CA 

25 

21 

•Jack  Eckerd/drugstores 

2,566 

30,000 

Stewart  Turley 

Clearwater,  FL 

26 

■ 

Astroline/oil  trading 

2,500e 

100 

Fred  Boling 

Reading,  MA 

27 

■ 

•Lear  Siegler/vehicle  components,  industrial  equip 

2,464 

29,000 

Richard  W  Vieser 

Livingston,  NJ 

28 

171 

•MacAndrews  &  Forbes  Holdings/tobacco,  cosmetics,  film  process 

2,4404 

28,000 

Ronald  O  Perelman 

New  York,  NY 

29 

24 

Milliken  &  Co/textiles 

2,400e 

20,000 

Roger  Milliken 

Spartanburg,  SC 

30 

30 

H  Group  Holdings/multicompany 

2,300 

30,000 

Jay  Pritzker 

Chicago,  IL 

31 

■ 

•Revco/drugstores 

2,300 

15,000 

Boake  Sells 

Twinsburg,  OH 

32 

27 

Advance  Publications/cable  TV,  publishing 

2,200 

19,000 

SI  Newhouse  Jr 

Staten  Island,  NY 

33 

25 

Lincoln  Property/real  estate  devel  &.  management 

2,1  14 

5,000 

A  Mack  Pogue 

Dallas,  TX 

34 

18 

George  E  Warren/oil  trading 

2,045 

35 

Thomas  L  Corr 

Boston,  MA 

35 

26 

•Pace  lndustries/multicompany 

2,030 

19,300 

James  W  Wilcock 

New  York,  NY 

36 

32 

HE  Bun  Grocery/grocery  stores 

2,000 

23,000 

Charles  C  Butt 

San  Antonio,  TX 

37 

59 

Gateway  Foods/tood  wholesaling 

2,000 

3,000 

DB  Reinhart 

LaCrosse,  WI 

38 

35 

Hallmark  Cards/greeting  card  publishing 

2,000e 

19,000 

Irvine  O  Hockaday 

r      Kansas  City,  MO 

39 

31 

SC  Johnson  &  Son/specialty  chemicals 

2, none 

1 1,000 

Samuel  C  Johnson 

Racine,  WI 

40 

■ 

Knoll  Intl  Holdings'/auto  parts,  home  furnishing,  textiles 

2,000 

25,000 

Marshall  S  Cogan 

New  York,  NY 

■  Not  on  last  year's  list,    •  Went  private  via  leveraged  buyout  since  19X0.    e:  Estimate.    'Does  not  include  198"  divestitures  2Beatrice. 
interest  in  United  Brands    'Includes  Kevlon  Group,  acquired  May  1987.    'Listed  as  General  Felt  Industries  last  year,  ranked  29 

*Does  not  include  80% 
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this 
year 

Rank 
last 
year 

Company/business 

Sales 
(millions) 

Employees 

Chief  executive 

City, state 

41 

77 

Lefrak  Organization/real  estate  devel  &  mngmt 

$2,000 

18,000 

Samuel  J  LeFrak 

Rego  Park,  NY 

42 

69 

Meijer/department  &.  grocery  stores 

2,000e 

19,000 

Fred  Meijer 

Grand  Rapids,  MI 

43 

39 

Arthur  Andersen  &  Co/accounting  &  consulting 

1,924 

36,117 

Duane  R  Kullberg 

Chicago,  IL 

44 

73 

Cumberland  Farms/convenience  stores,  petroleum  distributing 

1,900 

10,000 

Demetnos  B  Haseotes 

Canton,  MA 

45 

33 

•Rapid- American/retailing 

1,894 

40,100 

Meshulam  Riklis 

New  York,  NY 

46 

75 

Finevest  Services/food  processing,  insurance,  health  care  svcs 

1,800 

12,000 

William  Berkley 

Greenwich,  CT 

47 

37 

•Dominick's  Finer  Foods/grocery  stores 

l,750e 

3,500 

lames  DiMatteo 

Northlake,  IL 

48 

141 

Price  Waterhouse/accounting  &  consulting 

1,750 

31,000 

Joseph  E  Connor 

New  York,  NY 

49 

43 

Hearst  Corp/publishing,  broadcasting 

1,700 

12,000 

Frank  A  Bennack  Jr 

New  York,  NY 

50 

76 

Helrasley-Spear/real  estate  devel  &.  mngmt 

l,700e 

13,000 

Harry  B  Helmsley 

New  York,  NY 

51 

50 

Coopers  &  Lybrand/accounting  &  consulting 

l,695e 

47,367 

Peter  R  Scanlon 

New  York,  NY 

52 

40 

Belk  Brothers/department  stores 

l,680e 

23,000 

)ohn  Belk 

Charlotte,  NC 

53 

44 

Services  Group  of  America '/food  wholesaling 

l,650e 

5,500 

Thomas  I  Stewart 

Seattle,  WA 

54 

38 

Graybar  Electric/electrical  equip  wholesaling 

1,625 

4,500 

James  L  Hoagland 

St  Louis,  MO 

55 

46 

•Cox  Enterprises/publishing,  broadcasting,  cable  TV 

1,569 

20,000 

Garner  Anthony 

Atlanta,  GA 

56 

55 

McLane/food  distributing 

1,567 

2,731 

Drayton  McLane  Jr 

Temple,  TX 

57 

49 

Steelcase/office  furniture  &  systems 

1,506 

16,000 

Robert  C  Pew 

Grand  Rapids,  MI 

58 

64 

Ernst  &  Whinney/accounting  &  consulting 

1,500 

28,800 

Ray  J  Groves 

Cleveland,  OH 

59 

28 

Farley  Industries/multicompahv 

1,500 

22,000 

William  Farley 

Chicago,  IL 

60 

42 

•First  National  Supermarkets/grocery  stores 

1,500 

12,500 

Richard  J  Bogomolny 

Maple  Heights,  OH 

61 

■ 

JMB  Realty/real  estate  syndication 

1,500 

5,000 

Neil  Bluhm 

Chicago,  IL 

62 

48 

Readers  Digest  Association/publishing 

1,500 

8,000 

George  V  Grune 

Pleasantville,  NY 

63 

■ 

SE  Toyota  Distributors/auto  distributing 

1,500 

2,600 

James  Moran  Sr 

Deerfield  Beach,  FL 

64 

45 

Stroh  Brewery/brewing 

1,500 

5,000 

Peter  W  Stroh 

Detroit,  MI 

65 

47 

Giant  Eagle/food  distributing,  grocery  stores 

1,450 

12,000 

David  S  Shapira 

Pittsburgh,  PA 

66 

83 

Touche  Ross  &  Co/accounting  &  consulting 

1,450 

iy,ooo 

Edward  A  Kangas 

New  York,  In  Y 

67 

52 

•National  Gypsum/building  materials 

1,432 

9,500 

John  P  Hayes 

Dallas,  TX 

68 

61 

Arthur  Young/accounting  &  consulting 

1,427 

29,000 

William  L  Gladstone 

New  York,  NY 

69 

■ 

•Reliance  Electric/industrial  electric  equip 

1,409 

17,000 

John  C  Morley 

Cleveland,  OH 

70 

54 

Hy-Vee  Food  Stores/grocery  stores 

1,400 

8,000 

Ron  Pearson 

Chariton,  IA 

Thirteen  firms  on  last  year's  list  have 
since  gone  public.  Thirty-four  new 
entrants  this  year  were  taken  private 
in  leveraged  buyouts. 


71 

80 

Union  Holdings/natural  gas,  food  processing 

1,400 

2,700 

Anthony  L  Geller 

Independence,  KS 

72 

57 

Estee  Lauder/cosmetics 

l,350e 

10,000 

Leonard  Lauder 

New  York,  NY 

73 

36 

Peat  Marwick  Main  &  Co/accounting  &  consulting 

1,350 

18,500 

Larry  D  Horner 

New  York,  NY 

74 

■ 

•Leaseway  Transportation/vehicle  hauling 

1,317 

20,000 

Gerald  C  McDonough 

Beachwood,  OH 

75 

■ 

Oxbow/oil  trading 

1,250 

300 

William  Koch 

Dedham,  MA 

76 

34 

Global  Petroleum2/petroleum  wholesaling 

1,243 

160 

Alfred  A  Slifka 

Waltham,  MA 

77 

67 

Connell  Rice  &  Sugar/food  export  &  import,  hvy  equip  leasing 

l,200e 

200 

Grover  Connell 

Westfield,  NJ 

78 

70 

Deloitte  Haskins  &  Sells/accounting  &  consulting 

1,200 

26,600 

J  Michael  Cook 

New  York,  NY 

79 

74 

Dunavant  Enterprises/intl  &  domestic  cotton  trading 

1,200 

1,000 

William  B  Dunavant 

Memphis,  TN 

80 

58 

Furrs/grocery  stores 

1,200 

12,500 

Jan  Friederich 

Lubbock,  TX 

!  ■  Not  on  last  year's  list.    •  Went  private  via  leveraged  buyout  since  1980.    e:  Estimate 

'Formerly  Stevedoring  Group  of  America.    ^Formerly  First  Petroleum. 
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The  Largest  Private  Companies  in  the  U.S. 


this 
year 

Rank 
last 
year 

Sales 
millions) 

Employees 

Chief  executive 

City,  state 

81 

Co 

•Weirton  Stccl/steel 

$  1 , 1 73 

8,266 

Herbert  Elish 

Weirton,  WV 

National  Am  use  me  nts/ movie  theaters,  broadcasting,  cable  TV 

1,150' 

7,500 

Sumner  M  Redstone 

Dedham  MA 


OJ 

•K**staurant  Enterprises  Gp/restaurants 

1,143 

36,400 

Norman  N  Habermann 

Irvine,  CA 

o*. 

41 

•Dillingham  Construction/construction,  engineering 

1,121 

1,180 

Donald  K  Stager 

Pleasanton,  CA 

71 

Anschutz/oil  &gas,  real  estate,  railroad 

1,100 

3,300 

Philip  F  Anschutz 

Denver,  CO 

Ho 

A  I—I  r-k r>  L-  .CimoDv/flnKTC  f  T \ f*1* C 

•  riOUK"ijUpciVA./  UI  UgDlUI  Cb 

l,100e 

10,000 

Philip  E  Beekman 

Inn i anannl i q  IN 

87 

60 

Simplot/agribusiness,  food  processing 

l,100e 

9,500 

A  Dale  Dunn 

Boise,  ID 

88 

78 

Trammel!  Crow/real  estate  develop  $k  mngmt 

1,074 

5,000 

J  McDonald 

Dallas,  TX 

89 

90 

Scripps  Howard/publishing 

1,062 

11,000 

Lawrence  A  Leser 

Cincinnati,  OH 

90 

62 

Gilbane  Building/commercial  construction 

1,043 

1,000 

Paul  J  Choquette  Jr 

Providence,  RI 

01 

Oo 

Fr^intr  f^rtticnliHa tpH  FntprnnQPc/^iifn  Hpalprsn  ins  triivpl  3PPnrv 

r  I  tl  II  tv  V-UilSUIlVltl  ICU  U111.C11JI.19C9/  oULU  i>ik.illi»l7>liij'.T,  IJaVvl      o  / 

1,029 

1,452 

Zollie  S  Frank 

Des  Plaines  IL 

92 

■ 

Frederick  Weisman/auto  importing,  insurance 

1,023 

570 

Frederick  R  Weisman 

Glen  Bumie,  MD 

93 

97 

Atlantic  Petroleum2/oil  refining,  convenience  stores 

l,000e 

1,000 

John  Deuss 

Philadelphia,  PA 

94 

72 

Chilewich  Sons/commodity  trading,  cattle,  meatpacking 

1,000 

850 

Simon  Chilewich 

New  York,  NY 

95 

107 

•Cole  National/specialty  retailing 

1,000 

13,100 

Jeffrey  A  Cole 

Lyndhurst,  OH 

96 

98 

nplawarp  ^nrtfi/TnnlHrrimriiirjV 

L/Tltl  »i  dlC  1  N  Ui  111     I  1 1  H  1  L  1  1_  I    1  1  I  J   tl  1  1  N 

1,000 

30,000 

Jeremy  Jacobs 

Buffalo  NY 

97 

113 

t.&J  Gallo  Winery/wine 

l,000e 

3,000 

Ernest  Gallo 

Modesto,  CA 

98 

118 

Gulf  States  Toyota/auto  importing 

1,000 

940 

Jerry  Pyle 

Houston,  TX 

99 

153 

Hartz  Mountain/pet  food,  real  estate,  publishing 

1,000 

5,000 

Leonard  Stern 

Harrison,  Nf 

100 

288 

Hillman/rnulticompany 

1,000 

3,500 

Henry  Hillman 

Pittsburgh,  PA 

101 

■ 

Holiday  Cos/gasoline  retailing,  convenience  stores 

l,000e 

5,000 

Ronald  Enckson 

Minneapolis  N*1N 

102 

88 

Ingram  Inds/csmr  prods,  software,  texts,  coal,  water  transport 

l,000e 

2,400 

Bronson  Ingram 

Nashville,  TN 

103 

82 

Sweet  Life  Foods/food  wholesaling 

l,000e 

2,000 

Julian  Leabitt 

Suffield,  CT 

104 

313 

Taubman  Co/real  estate  devel  &.  mngmt 

l,000e 

450 

A  Alfred  Taubman 

Bloomfield  Hills,  M 

105 

203 

Taubman  Investment/dept  strs,  rest,  invest,  art  auct  hse 

1,000 

14,000 

A  Alfred  Taubman 

Bloomheld  Hills,  M 

106 

104 

Wvatt/np t TT*  1  pi i m  wnnlpQa lintr 

TF  Vail/  L'L  I  1      ll_  U.1 1  1  WIIUIL-Sallllg 

1  000 

90 

Kirk  F  RlanrViarri 

INCVV  ridVCli,  v_.  i 

107 

63 

Sammons  Enterprises/insurance,  cable  TV,  industrial  equip 

994 

6,400 

James  Keay 

Dallas,  TX 

108 

93 

Perdue  Farms/poultry  processing 

964 

13,000 

Franklm  P  Perdue 

Salisbury,  MD 

109 

115 

Schnuck  Markets/grocery  stores 

950 

2,530 

Donald  O  Schnuck 

Bridgeton,  MO 

110 

161 

Mellon  Stuart  Holdings/commercial  construction 

949 

1,450 

David  F  Figgins 

Pittsburgh,  PA 

United  Parcel  Service  has  sales  of 
$50,705  per  employee.  The  U.S.  Postal 
Service,  $38,368.  UPS  handled  12,941 
parcels  per  employee.  The  Postal 
Service  handled  187,846. 


Ill 

86 

Tauber  Oil/petroleum  wholesaling 

933 

50 

OJ  Tauber  Jr 

Houston,  TX 

112 

111 

Gates/rubber  prods,  recharg  batteries 

9235 

15,000 

Charles  C  Gates 

Denver,  CO 

113 

■ 

•Cain  Chemical/chemicals,  plastics 

900e 

1,450 

William  A  McMinn 

Houston,  TX 

114 

101 

Raley's/grocery  stores 

900 

6,000 

Thomas  P  Raley 

Sacramento,  CA 

115 

116 

Simpson  Timber/forest  products 

900e 

6,500 

William  G  Reed  Jr 

Seattle,  WA 

116 

157 

Triangle  Publications/magazines,  newspapers 

900e 

2,500 

Walter  H  Annenberg 

Radnor,  PA 

117 

■ 

•LaSalle  Energy/natural  gas  pipelines 

880 

1,900 

Roy  H  Bettis  Jr 

Dallas,  TX 

118 

92 

DeMoulas  Super  ^arkets/grocej  y  stores 

880 

6,700 

TA  DeMoulas 

Tewksbury,  MA 

119 

103 

Wegmans  Food  Markets/grocery  stores 

880 

4,000 

Robert  B  Wegman 

Rochester,  NY 

120 

89 

Hunt  Corp/commercial  construction 

870 

420 

Robert  C  Hunt 

Indianapolis,  IN 

■  Not  on  last  year's  list.    «Went  private  via  leveraged  buyout  since  1980.    e:  Estimate. 
Richfield  &  Marketing  last  year.    }Du^  not  include  Gates  Learjet,  sold  Sept.  1987. 

'Includes 

83%  interest  in  Viacom  International 

2Listed  as  Atlantic 
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This  shouldn't  be  the  way 
you  turn  on  your  copier. 


And  you  shouldn't  need  a  Masters  of 
Engineering  to  keep  it  in  proper  running 
order. 

But  these  days,  if 
you  don't  know  how  to  re- 
wire  your  Coronas  or  re- 
place your  exposure  lamp, 
chances  are  your  copier's  down  agal 
Now  rather  than  accept  copier  breakdowns 

WKSf^nWISSM  as  inevitable,  you 
HU33MilUi3i9l  have  a  choice.  You 
can  pick  up  the  phone  and  call  your  service 
technician  for  the  umpteenth  time. 

Or  call  your  local  Ricoh  representative 
for  the  very  first  time. 

Before  he'll  show  you  the  tech 
nology  behind  our  latest  copiers,  he'll 
you  of  the  facts  that  stand  in  front  of  them 
Like  the  fact  that  we're  one  of  the  lar; 
gest  manufacturers  of  copiers  in  the  world 
And  the  fact  that  our  engineers  work  to 
make  certain  that  when  you're  on  dead 
line,  your  copier's  not  on 
downtime. 

Then  he'll  be  glad 
to  show  you  the  specif- 
ics. Like  our  FT7060.  A 
machine  so  sophistica- 
ted, it  can  turn  itself  on,  edit  you  FT  ^originals, 
automatically  change  print  tone  land  turn 
itself  off.  Which  doesn't  mean  '/  f  you  need 


to  memorize  hundreds 
of  technical  commands 
to  program  it.  All  you 
have  to  do  is  consult  the 
animated  Guidance  Display 
System.  And  let  your  index 
finger  do  the  rest. 

Finally,  he'll  discuss  a 
little  something  called  a  com- 
mitment from  a  company  that 
flatly  refuses  to  accept  copier 
breakdowns  as  inevitable.  A  com- 
pany with  one  of  the  most  exten- 
sive service  networks  we  hope  you 
never  use.  And  no. 

He  won't  tell  you  that  every  Ricoh 
copier  will  never  stop  working  perfectly. 
But  he  will  tell  you  s 
that  we  promise  never  to  stop  - 
working  to  make  every  Ricoh  I 
copier  perfect. 

So  if  you're  having  trou-  i 
ble  keeping  your  spirits  up  every  time  your  cop- 
ier's down,  you  can  call  1-800-63-RICOH  and 
ask  for  more  information. 

Or  call  M.I.T.  and  ask  for  a  student  loan. 


KOtBOT 

Copiers  built  to  work. 


The  Largest  Private  Companies  in  the  U.S. 


Rank 

this 

last 

Sales 

Chief  executive 

year 

year 

Compan  y/business 

millions) 

Employees 

City,  state 

121 

94 

Potatnkin/auto  dealerships 

$856 

3,000 

Victor  Potamkin 

New  York,  NY 

122 

91 

•First  Brands/consumer  products 

855e 

3,700 

Alfred  E  Dudley 

Danbury,  CT 

123 

207 

Grocers  Supply  Co/food  wholesaling 

850 

1,100 

Milton  Levit 

Houston,  TX 

124 

162 

Lykes  Brothers/food  processing,  insurance 

850 

3,000 

Charles  P  Lykes 

Tampa,  FL 

125 

79 

Trump  Organization/hotels  &  gaming,  real  estate  devel 

850 

14,000 

Donald  J  Trump 

New  York,  NY 

126 

144 

Dubuque  Packing/meatpacking 

843 

1,750 

Charles  E  Stoltz 

Omaha,  NE 

127 

120 

A  Johnson  &  Co/energy,  industrial  prods,  electronics 

841 

1,588 

John  W  Priesing 

New  York,  NY 

128 

■ 

•Levitz  Furniture/furniture  retailing 

836 

6,200 

Robert  M  Elliott 

Boca  Raton,  FL 

129 

128 

•Amsted  Industries/RR  equip,  industrial  equip,  bldg  mtrls 

823 

8,304 

Robert  H  Wellington 

Chicago,  IL 

130 

121 

Barton-Malow/commercial  construction 

822 

500 

Benjamin  C  Maibach  Ir 

Southfield,  MI 

131 

109 

•Parsons  Corp/engineering,  construction 

821 

7,000 

William  E  Leonhard 

Pasadena,  CA 

132 

106 

Amerco/U-Haul  vehicle  rental 

820 

12,100 

Edward  J  Shoen 

Phoenix,  AZ 

133 

87 

Avis/auto  rental 

813 

10,500 

Joseph  V  Vittoria 

Garden  City,  NY 

134 

110 

•Golden  State  Foods/food  process  &  distributing  for  McDonald's 

812 

1,300 

James  E  Williams 

Pasadena,  CA 

135 

■ 

•Tops  Markets/grocery  stores 

812 

2,250 

Savino  PNanula 

Buffalo,  NY 

136 

112 

McDevitt  &  Street/commercial  construction 

810 

2,555 

ER  Street 

Charlotte,  NC 

137 

222 

Fidelity  Investments/fund  management 

804 

5,400 

Edward  C  Johnson  III 

Boston,  MA 

138 

95 

Schreiber  Foods/food  processing 

801 

3,300 

Robert  G  Bush 

Green  Bay,  WI 

139 

130 

Gillett  Group/meatpacking,  broadcasting,  resorts 

800e 

3,000 

George  N  Gillett  Jr 

Nashville,  TN 

140 

■ 

•GLI  Holding/bus  transportation 

800e 

11,000 

Fred  G  Currey 

Dallas,  TX 

141 

■ 

Hunt  Consolidated/petroleum  &  gas  exploring  &  refining 

800e 

2,500 

Ray  L  Hunt 

Dallas,  TX 

142 

100 

McCarthy/commercial  construction 

800 

1,500 

Michael  M  McCarthy 

St  Louis,  MO 

143 

102 

•Red  Owl  Holdings/food  wholesaling 

800 

2,574 

C  Patrick  Schulke 

Hopkins,  MN 

144 

124 

Thrifty  Oil/oil  refining  &  retailing,  convenience  stores 

800e 

1,400 

Ted  Orden 

Downey,  CA 

145 

127 

Clark  Construction  Group/commercial  construction 

782 

2,500 

A  James  Clark 

Bethesda,  MD 

146 

302 

Ferrell  Cos/propane  gas 

778 

2,738 

James  E  Ferrell 

Liberty,  MO 

147 

123 

Golub/grocery  stores 

775 

9,000 

Lewis  Golub 

Schenectady,  NY 

148 

■ 

Rockefeller  Group/real  estate,  telecomm,  entertainment 

775e 

3,700 

Richard  A  Voell 

New  York,  NY 

149 

132 

Scoular/grain  storing  &  trading 

775 

438 

Marshall  E  Faith 

Omaha,  NE 

150 

163 

•Oppenheimer  &  Co/investment  banking,  securities  brokerage 

772 

2,600 

Stephen  Robert 

New  York,  NY 

Eighty-six  of  these  firms  manufacture, 
market  or  trade  food. 


151       181       Andersen  Corp/windows  &  sliding  doors 


750 


3,600      W  Arvid  Wellman 


Bayport,  MN 


152 


•Channel  Home  Centers/home  improvement  centers 


750 


9,500      Leon  Berger 


Whippany,  NJ 


153 


Connell  Limited  Partnership/metal  recycling,  industrial  equip 


750e 


2,700     William  F  Connell 


East  Boston,  MA 


154 


99       Esprit  de  Corp/apparel 


750e       3,703      Doug  Tompkins 


San  Francisco,  CA 


155       114       Horsehead  Industries/industrial  waste  recycling 


750 


2,100      William  E  Flaherty 


New  York,  NY 


156 


Pacific  Holding/diversified  holding  company 


750e     20,500     David  H  Murdock 


157       137       Warren  Equities/petroleum  prods,  convenience  stores 


742e       1,500      Warren  Alpert 


Los  Angeles,  CA 


New  York,  NY 


158       122       NES/precision  instruments 


742 


1,380      Robert  A  Martin 


Carpentersville,  IL 


159 


•International  Controls/truck  trailers,  aerospace 


737 


6,600      Arthur  M  Goldberg        Boca  Raton,  FL 


160       131       Lennox  International/climate-control  equip 


725e       6,500      John  W  Norris  Jr 


Dallas,  TX 


Not  on  last  year's  list.    •  Went  private  via  leveraged  buyout  since  1980.    e:  Estimate 
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ONLY 22,463  DAYS 
UNTIL  RETIREMENT. 


1  I  J**' 

There  are  also  other  options  available. 
Like  savings  and  investment  vehicles. 
Family  insurance  coverages. 
Supplemental  disability  plans. 
All  these  employee-paid  benefits  supplement, 
and,  in  some  cases,  replace  existing  programs,  helping 
to  reduce  an  employer's  post-retirement  costs. 

We'll  handle  initial  enrollment,  ongoing  plan 
management,  and  all  employee  communications, 
tailoring  each  program  to  minimize  employer 
administrative  time.  We've  even  implemented  a  toll- 
free  hotline  to  answer  employee  questions. 

For  more  information  about  how  we  can  help  with 
the  post-retirement  cost  problem,  write  CIGNA  Corp., 
Dept.  R12,  One  Logan  Sq„  Phila.,  PA  19103. 

Employee  Marketing  will  benefit  you  and  your  employ- 
ees now.  And  22,463  days  from  now. 

It's  one  more  example  of 
CIGNA's  commitment  to  person- 
alized service  to  business. 

3fits  are  provided  by  Connecticut  General  Life  Insurance  Company,  Life  Insurance  Company  of  North  America  and  INA  Life  Insurance  Company  of  New  York.  CIGNA  companies. 


>eems  like  an  eternity. 

Jut  the  fact  of  the  matter  is  today  people  are  retir- 
I  sooner  than  ever. 

rhe  average  retirement  age  is  now  61 .5,  not  65. 
d  it's  getting  even  lower, 
t's  a  trend  that  has  employers  worried, 
because  as  more  and  more  workers  retire,  employ- 
end  up  paying  more  and  more  in  post-retirement 
nefits. 

\t  the  CIGNA  companies,  we  have  a  solution. 

A/e've  developed  a  variety  of  voluntary,  portable 

yroll  deduction  plans  that  help  relieve  the  employ- 

s  post-retirement  financial  burden. 

n  each  of  these  programs,  employees  are  given 

?  opportunity  to  plan  for  a  financially  secure  retire- 

jnt  at  economical  group  rates. 

rhey  can  choose  from  contemporary  insurance 

:>grams  like  Group  Universal  Life  that  not  only 

wide  benefits  at  retirement,  but  allow  access  to 

cumulating  funds  during  working  years  as  well. 


CIGNA 


Harness  the  power  of  an  international  investment  banking  firm  with  pr( 


seats  on  the  world's  major  exchanges  in  Tokyo,  New  York,  London  and 


Toronto  -  a  major  force  in  every  category  in  which  we  compete. 


A  world-class  firm  with  a  presence  in  30  countries,  we  have  developed  go1 


a  financial  network  that  offers  our  clients  direct  access  to  the  world's  debt  Ou 


and  equity  markets.  Merrill  Lynch  Capital  Markets  provides  a  full  range  of 


©1987  Merrill  Lynch  Capital  Markets 


>roducts  and  services  -  corporate  finance  and  merchant  banking, 
narket-making,  institutional  sales  and  trading,  comprehensive  economic 
tnalysis  and  securities  research  -  for  corporations,  institutions  and 


Governments  worldwide  as  well  as  for  international  private  investors. 
)ur  dedication  of  committed  professionals  and  the  firm's  capital  to  these 
Jients  is  evidence  of  our  global  leadership  in  capital  markets. 


Merrill  Lynch 


The  Largest  Private  Companies  in  the  U.S. 

this 
year 

Hank 
last 
year 

Company/business 

Sales 
(millions) 

Employees 

Chief  executive 

City,  state 

161 

182 

Domino'8  Pizza/pizza  restaurants  ' 

$722 

2,500 

Thomas  S  Monaghan 

Ann  Arbor,  MI 

162 

108 

•First  Texas  Financial/savings  &  loan 

713 

2,400 

J  Livingston  Kosberg 

Dallas,  TX 

163 

129 

•Cone  Mills/textiles 

710 

10,350 

Dewey  L  Trogdon 

Greensboro,  NC 

164 

160 

Holman  Enterprises/auto  dealerships 

699 

1,933 

(oseph  S  Holman 

Pennsauken,  NJ 

165 

280 

Hughes  Markets/grocery  stores 

688 

4,500 

Fred  B  McLaren 

Los  Angeles,  CA 

166 

167 

Maritz/marketing  &  business  svcs 

684 

3,600 

William  E  Maritz 

Fenton,  MO 

167 

148 

Eighty  Four  Lumber/building  materials 

684 

3,000 

Joseph  A  Hardy  Sr 

Eighty  Four,  PA 

J  68 

151 

Crowley  Maritime/maritime  transportation 

680 

4,000 

Leo  Collar 

San  Francisco,  CA 

169 

140 

Worldwide  Volkswagen/auto  distributing 

678 

400 

V  Elmaleh/F  Stanton 

Orangeburg,  NY 

170 

178 

•Guardian  Industries/flat  glass 

675 

6,680 

William  Davidson 

Northville,  MI 

171 

117 

Transammonia/trading  fertilizers  &  petroleum  prods 

668 

166 

Ronald  P  Stanton 

New  York,  NY 

172 

135 

•PIE  "Nationwide/ trucking 

O  JO 

1  u,uuu 

Charles  F  Rodgers 

Jacksonville,  FL 

173 

53 

•Amstar/multicompany 

651 

5,000 

Howard  B  Wentz  Jr 

Stamford,  CT 

174 

■ 

•Mayflower/moving  svcs 

650 

2,200 

John  B  Smith 

Carmel,  IN 

175 

206 

Edward  J  DeBartolo/real  estate  development  &  management 

650e 

12,000 

Edward  J  DeBartolo 

Youngstown,  OH 

gps 

it  ^g^jni 

The  combined  sales  of  the  400  largest 
private  companies  are  $449  billion.  Of  the 
400  largest  public  ones,  $2.55 
trillion. 

176 

138 

Rich  Products/frozen  foods,  pro  sports,  broadcasting 

650 

5,400 

Robert  E  Rich  Jr 

Buffalo,  NY 

177 

158 

•SCI  Holdings/broadcasting,  cable  TV 

649 

4,300 

Kenneth  Bagwell 

Miami,  FL 

178 

194 

Johnson  &  Higgins/insurance  brokerage,  benefit  consulting 

648 

6,710 

Robert  V  Hatcher  Jr 

New  York,  NY 

179 

■ 

Jordan  Co/multicompany 

645 

8,000 

John  W  Jordan  II 

New  York,  NY 

180 

169 

Builder  Marts  of  Am/building  materials  wholesaling 

640 

750 

Clarence  B  Bauknight 

Greenville,  SC 

181 

139 

Randall's  Food  Markets/grocery  stores 

636 

7,500 

Robert  R  Onstead 

Houston,  TX 

182 

143 

Drummond/coal 

632 

3,200 

Garry  N  Drummond 

Jasper,  AL 

183 

184 

Young  &  Rubicam/advertising 

628 

11,000 

Alex  Kroll 

New  York,  NY 

184 

189 

HCB  Contractors/general  contracting,  construction  management  626 

1,200 

Lawrence  A  Wilson 

Dallas,  TX 

185 

250 

•Bath  Iron  Works/shipbuilding 

622e 

7,700 

William  E  Haggett 

Bath,  ME 

186 

147 

Ticor/title  insurance 

620 

7,000 

Winston  V  Morrow 

Los  Angeles,  CA 

187 

191 

Cardinal  Industries/modular  housing 

611 

8,650 

Austin  Guirlinger 

Columbus,  OH 

188 

■ 

Playtex/personal  care  garments  &  products 

610 

8,000 

Joel  E  Smilow 

Stamford,  CT 

189 

170 

MagneTek/electronics 

609 

11,000 

Frank  Perna  Jr 

Los  Angeles,  CA 

190 

149 

•Arcata/printing,  forest  products 

600 

6,000 

Edward  L  Scarff 

San  Francisco,  CA 

191 

150 

Associated  Metals  &  Minerals/metals  trading 

600e 

210 

Stefan  E  Eliel 

White  Plains,  NY 

192 

177 

Duchossois  Enterprises/railroad  equip 

600e 

6,000 

Richard  L  Duchossois 

Elmhurst,  IL 

193 

202 

Kohler/plumbing  equip,  engines,  generators 

600e 

12,500 

Herbert  V  Kohler  Jr 

Kohler,  WI 

194 

292 

•MediaNews  Group  '/newspapers 

600 

14,000 

W  Dean  Singleton 

Dallas,  TX 

195 

154 

Metallurg/metals,  alloys 

600 

3,800 

Michael  A  Standen 

New  York,  NY 

196 

210 

Oklahoma  Publishing/publishing,  broadcasting,  entertainment  600 

5,000 

Edward  L  Gaylord 

Oklahoma  City,  OI 

197 

262 

CL  Peck/Jones  Brothers  Construct2/commercial  contracting 

600e 

550 

Jerve  M  Jones 

Los  Angeles,  CA 

198 

186 

Science  Applications  Intl/research  &  development 

600 

7,000 

Dr  JR  Beyster 

San  Diego,  CA 

199 

238 

Wilbur-Ellis/distributing  farm  supplies 

600 

900 

CP  Thacher 

San  Francisco,  CA 

200 

■ 

•King  Kullen  Grocery /grocery  stores 

595 

4,700 

John  B  Cullen 

Westbury,  NY 

■  Not  on  last  year's  list    •  Went  private  via  leveraged  buyout  since  1980    e:  Estimate  'include 
merged  w  ith  Jones  Brothers  January  1987. 

s  Denver  Post  and  Houston  Post,  acquired  in  198"7    2CL  Peck 
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this 
year 

Rank 
last 
year 

Company /business 

Sales 
(millions) 

Employees 

Chief  executive 

City,  state 

201 

159 

•Warnaco/apparel 

$590 

10,700 

Linda  J  Wachner 

New  York,  NY 

202 

168 

United  Van  Lines/moving  svcs 

589 

800 

Robert  J  Baer 

Fenton,  MO 

203 

■ 

•Big  V  Supermarkets/grocery  stores 

588 

1,450 

David  G  Bronstein 

Florida,  NY 

204 

164 

Piggly  Wiggly  Southern/grocery  stores 

588 

5,760 

James  ABolonda 

Vidalia,  GA 

205 

■ 

•Morse  Shoe/shoe  retailing 

586 

4,500 

Manuel  Rosenburg 

Canton,  MA 

206 

378 

•Exide/batteries 

5841 

5,000 

Arthur  Hawkins 

Reading,  PA 

207 

204 

Battelle  Memorial  Institute/research  &  development 

579 

7,939 

Dr  Ronald  S  Paul 

Columbus,  OH 

208 

142 

Alfred  M  Lewis/food  distributing 

573 

1,050 

Michael  C  Burandt 

Riverside,  CA 

209 

201 

B  Green  &  Co/food  wholesaling,  grocery  stores 

570 

1,600 

Bernard  Green 

Baltimore,  MD 

210 

183 

•Republic  Health/hospitals 

564e 

6,500 

Bryan  P  Marsel 

Dallas,  TX 

211 

180 

•Allied  Van  Lines2/moving  svcs 

563 

890 

Dennis  I  Mudd 

Broadview,  IL 

212 

■ 

Thomson  McKinnon/securities  brokerage 

560 

5,311 

John  J  Maloney  fr 

New  York,  NY 

213 

179 

Southwire/metal  fabricating 

553 

3,558 

James  C  Richards 

Carrollton,  GA 

214 

96 

Amway/household  &.  personal  care  products 

550e 

7,000 

Richard  M  DeVos 

Ada,  MI 

215 

205 

Brookshire  Grocery/grocery  stores 

550e 

6,600 

Bruce  G  Brookshire 

Tyler,  TX 

216 

■ 

Sherborne  Group/broadcast  equip,  magnetic  tape 

550 

7,000 

Edward  J  Bramson 

New  York,  NY 

217 

■ 

•Perm  Traffic/grocery  stores 

548 

5,500 

Guido  Malacarne 

Johnstown,  PA 

218 

145 

Rock  Island  Refining/petroleum  refining 

545 

1,500 

William  E  Huff 

Indianapolis,  IN 

219 

192 

Irvine  Co/real  estate  development 

540 

1,000 

Donald  Bren 

Newport  Beach,  CA 

220 

■ 

•Ponderosa/steak  house  restaurants 

535 

26,000 

Frank  f  Holdraker 

Dayton,  OH 

221 

219 

Brenlin  Group/metal  fabricating,  steel 

530e 

3,600 

David  L  Brennan 

Akron,  OH 

222 

392 

Bright  Banc  Savings  Assoc/savings  &  loans 

530 

2,800 

James  B  Reeder 

Dallas,  TX 

223 

■ 

JM  Petroleum/petroleum  transporting 

530 

220 

James  Musselman 

Dallas,  TX 

224 

209 

North  Pacific  Lumber/wholesaling  of  forest  prods 

530 

360 

Leo  T  Gibbons 

Portland,  OR 

225 

315 

Tang  Industries/metal  fabricating  &  distributing 

530 

4,000 

Cyrus  Tang 

Elk  Grove  Village,  IL 

226 

215 

WWF  Paper/stationery  &  writing  paper 

530 

650 

Edward  V  Furlong  Jr 

Bala  Cynwyd,  PA 

227 

213 

Schwan's  Sales  Enterprise/frozen  foods 

525e 

5,000 

Marvin  Schwan 

Marshall,  MN 

228 

66 

•Avondale  Industries/shipbuilding 

516 

6,400 

Albert  L  Bossier  Jr 

New  Orleans,  LA 

229 

235 

Roseburg  Forest  Products/forest  products 

510e 

4,400 

John  Stephens 

Roseburg,  OR 

230 

84 

Vantage  Cos/commercial  construction 

510 

1,500 

John  Eulich 

Dallas,  TX 

Four  of  the  companies  on  this  list 
are  headed  by  women:  Copley 
Newspapers,  Jockey  International, 
Joyce  International  and  Warnaco. 


231 

174 

•Harte-Hanks  Communications/publishing,  newspapers,  TV 

507 

7,500 

Bob  Marbut 

San  Antonio,  TX 

232 

196 

Snyder  General/climate  control  equip 

504 

4,800 

Richard  W  Snyder 

Dallas,  TX 

233 

211 

•Pamida/discount  department  stores 

504 

4,500 

C  Clayton  Burkstrand 

Omaha,  NE 

234 

■ 

•Joy  Technologies'/mining  &  industrial  equip 

501 

4,200 

Roy  Wennerholm  Jr 

Pittsburgh,  PA 

235 

316 

Aarque  Cos/metal  fabneating 

500e 

3,100 

R  Quintus  Anderson 

Jamestown,  NY 

236 

228 

Bartlett  &  CoVgrain,  flour,  cattle  feed 

500 

550 

Paul  D  Bartlett  Jr 

Kansas  City,  MO 

237 

271 

Greenwood  Mills/textiles 

500e 

7,800 

JC  Self  Jr 

Greenwood,  SC 

238 

208 

•Hyster/forklift  trucks,  mtrls  handling  equip 

500 

5,000 

William  H  Kilkenny 

Portland,  OR 

239 

■ 

•Motor  Wheel/auto  parts 

500e 

3,500 

Joseph  C  Overbeck 

Lansing,  MI 

240 

257 

Parsons  &  Whittemore/pulp  &  paper,  ind  machinery 

500 

2,500 

Carl  C  Landegger 

New  York,  NY 

■  Not  on  last  year's  list    •  Went  private  via  leveraged  buyout  since  1980.  e: 
by  National  Freight,  a  U.K.  holding  company.    'Formerly  Joy  Manufacturing. 

Estimate    'Includes  General  Batten',  acquired  May  1987. 
4Listed  as  Bartlett  Agri  Enterprises  last  year. 

2 Agreed  to  be  acquired 
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The  Largest  Private  Companies  in  the  U.S. 

this 

Rank 
last 

Company /business 

Sales 
(millions) 

Employees 

Chief  executive 

City,  state 

241 

242 

■Ci'liAimnctoin  €  t  nmc /A  pn  'j  r  t  rn  pn  t  A  fiirnitnrp  Stfirp** 

#^>(.lIOtc4-lESlCin  3  lOlC  3/  Ul_|JaILlIlCIll.  CX  lUlllllUIt  51U1^3 

$500 

7,000 

Jerome  Schottenstein 

Columbus  OH 

242 

u/ilhvirlnn  A  Minopr  /  opnpral  print  raptors     rrtnstrur  mpmt 

500 

750 

John  Rakolta  Jr 

Livonia,  MI 

243 

243 

TVheaton  Inds/packaging 

500e 

10,000 

Frank  H  Wheaton  Jr 

Millville,  NJ 

244 

2.2.1 

Vnumi't  M  arlrpt  /ronfl  A  1  im lPir  wnolp'Sal  1  n P 
lOUug  S  itldlHcl/Iuuu  cx  nquuj  wnuicaiiiiiig 

497 

1,200 

Vernon  Underwood  Sr 

Los  Angeles,  CA 

245 

187 

Paragon  Group/real  estate  devel  &  managerrient 

493 

1,300 

WR  Cooper 

Dallas,  TX 

OA  A 
/.Hit 

10  J 

Thp  A rirlprcnnc/a fvri hllQinpss  PPinsilTTlpr  prods 

491 

1,500 

Richard  P  Anderson 

Maumee,  OH 

OA  7 

Oil 

* M arlpv/pl i ma tp-pnn t rnl  pniiin 

490 

5,400 

Robert  J  Dineen 

Shawnee  Mission,  KS 

OA  tt 

Austin  Industries/commercial  construction 

485 

6,500 

William  T  Solomon 

Dallas,  TX 

Crown  American/department  stores,  real  estate  mgmt 

482 

7,000 

Frank  J  Pasquerilla 

Johnstown,  PA 

250 

■ 

•El  Paso  Products/plastics  &  petrochemicals 

480 

1,200 

OR  Clements 

Odessa,  TX 

251 

269 

Alberici/commercial  &.  industrial  construction 

480 

1,500 

Raymond  F  Pieper 

St  Louis,  MO 

252 

220 

GSC  Enterprises/food  wholesaling 

480 

1,100 

Michael  K  McKenzie 

Sulphur  Springs,  TX 

253 

193 

HB  Zachry/commercial  construction 

480 

6,100 

H  Bartel  Zachry 

San  Antonio,  TX 

254 

218 

•Kane-Miller/meatpacking 

478 

1,100 

Stanley  B  Kane 

Tarrytown,  NY 

255 

176 

•Coca-Cola  Bottling  Co  NY/soft  drink  bottling 

475e 

2,000 

James  Maloney 

Greenwich,  CT 

jKa\                                      Sixty-nine  of  these  companies,  with 

£Wt^  W^<r  \                            combined  revenues  off  $168  billion,  are 

J^tS-m                                        controlled  by  members  of  The 

Kfcpq  l-Ww                                  Forbes  Four  Hundred,  the  richest 

li 

wm 

W\^JL^^^^^W                          people  in  America. 

ni 

256 

258 

Penske/auto  dealerships,  racing,  parts 

472e> 

5,000 

Roger  S  Penske 

Reading,  PA 

257 

212 

Phelps/commercial  construction  &  mfg 

471 

3,095 

Robert  G  Tointon 

Greeley,  CO 

258 

■ 

•American  Bakeries/bakery  goods 

471 

7,500 

E  Garrett  Bewkes  Jr 

New  York,  NY 

259 

232 

Merchants  Distributors/food  wholesaling 

470e 

985 

Boyd  George 

Hickory,  NC 

260 

236 

UlS/auto  parts 

470 

5,100 

Harry  Lebensfeld 

New  York,  NY 

261 

■ 

Ruffin/petroleum  brokerage,  convenience  stores 

469 

800 

Phil  G  Ruffin 

Wichita,  KS 

262 

199 

JM  Huber/energy,  rubber,  natural  resources 

465 

3,000 

Michael  W  Huber 

Edison,  NJ 

263 

■ 

•Ceco/building  materials 

461 

5,900 

Erwin  E  Schultze 

Oak  Brook  IL 

264 

216 

Inland  Real  Estate/real  estate  devel  &.  mgmt 

455 

1,500 

Daniel  L  Goodwin 

Oak  Brook  IL 

265 

■ 

Coca-Cola  Bottling  Chicago/soft  drink  bottling 

450e 

1,800 

Marvin  Herb 

Chicago,  IL 

266 

■ 

Continental  Cos/hotel  management 

450e 

12,400 

Sherwood  M  Weiser 

Miami  FL 

267 

185 

Koll/real  estate  development,  general  contracting 

450 

760 

Donald  Roll 

TSTpwnrtrt  ftpapn  CA 

268 

291 

McKinsey  &  Co/consulting 

450 

3,000 

D  Ronald  Daniel 

New  York  NY 

269 

234 

•Pride  Refining/oil  refining  &.  transporting 

450 

647 

Jimmy  R  Morris 

Abilene  TX 

270 

248 

Rosenthal  Cos/auto  dealerships 

450 

1,200 

Robert  M  Rosenthal 

Arlington,  VA 

271 

284 

Moyer  Packing/meatpacking  &  processing 

442 

1,200 

Curtis  F  Moyer 

Souderton  PA 

272 

270 

C&S  Wholesale  Grocery/food  wholesaling 

440 

500 

Lester  Cohen 

Rrattlebnrn  VT 

273 

230 

Chemcentral/ chemical  distributing 

435 

750 

Richard  T  Hough 

f~ nirapn  TT 

V_  I  1  1\_  lit,*  ■'  ,       1  1_ 

274 

290 

Hendrick  Management2/auto  dealerships 

434 

1,080 

JR  Hendrick  10 

Charlotte  NC 

275 

197 

Racetrac  Petroleum/convenience  stores,  gasoline  retailing 

433 

1,750 

Carl  Bolch  Jr 

Atlanta,  GA 

276 

281 

MA  Mortenson/commercial  construction 

433 

700 

MA  Mortenson  Jr 

Minneapolis,  MN 

277 

241 

CR  Anthony/department  stores 

430 

7,500 

John  J  Weisner 

Oklahoma  City,  OK 

278 

225 

Schwegmann  Giant  Super  Mkts/grocery  stores 

430 

4,000 

John  F  Schwegmann 

New  Orleans,  LA 

279 

a 

Bacardi  Imports/distilled  spirits  &  wine  importing 

425 

250 

Luis  J  Echarte 

Miami,  FL 

280 

214 

Fresh  MarkVmeatpacking 

425 

1,600 

Neil  Genshaft 

Massillon,  OH 

■  Not  on  last  year's  list.    .Went  private  via  leveraged  buyout  since  1980.    e:  Estimate.    'Does  not  include  Hertz-Penske.    2Listed  as  JRH  last  year.    'Listed  as 
Superior's  Brand  Meats  last  year. 
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Look  inside 
and  you'll  find  we' 


re  than  aircraft. 


We've  integrated  more 
different  electronic  systems 
into  more  different  air- 
planes than  anyone  else  in 
the  world. 

The  electronics  aboard 
the  Grumman  F- 14  Tomcat 
make  it  the  world's  most 
formidable  fighter.  We're 
developing  a  radar  system 
that  operates  in  space.  And 
systems  to  test  and  diagnose 
other  electronic  systems. 

Electronic  systems  make 
Grumman  planes  the  best 
for  the  jobs  they  do.  And 
electronic  systems  are 
creating  new  opportunities 
for  Grumman. 

Only  GRUMMAN 


i9w 


The  Largest  Private  Companies  in  the  U.S. 


this 

ank 
last 

Sales 

Chief  executive 

year 

year 

Company/business  (millions) 

Employees 

City,  state 

281 

256 

Minyafd  Food  Stores/grocery  stores 

3,000 

MT  Minyard 

Coppell,  TX 

282 

■ 

•National  Beverage/soft  drink  wholesaling 

Al  ^ 

1,000 

Nick  A  Caporella 

Fort  Lauderdale,  FL 

283 

323 

RB  Pamplin/ textiles,  concrete,  asphalt 

425 

6,600 

RB  Pamplin 

Portland,  OR 

284 

■ 

•Revere  Copper  &•  Brass/metal  fabricating,  copper  &.  brass  prods 

423 

3,100 

Louis  Bradbury 

Clinton,  IL 

285 

246 

A I  R-^vli'utt  M  arkpt<»/f/rnrprv  stores 

420e 

2,500 

Bruce  Krysiak 

Phoenix,  AZ 

286 

■ 

•Seligman  &  Latz/jewelry,  cosmetics 

12,000 

David  B  Cornstein 

New  York,  NY 

287 

267 

Mc Wane/pipe  mtg,  water  treatment 

3,675 

JR  McWane 

Birmingham,  AL 

288 

■ 

c>tii*liv»ac#or*i  rionpr^l /Hi i i  1  ni r\ o  in atpri a  1  q  i  n  Hi  i  stri  a  1  nrofi^ 

jOUlfl  VVcSICl  il  VJClICIdl/  UUlIUill^,  If  lil  L<L  1  IdlS,  !!IUU,^L1  Idl  JJ1  VJ<-IJ 

414 

2,700 

Michael  R  Krupp 

Golden,  CO 

289 

369 

Worldmark/bldg  materials,  intermediate  aluminum  prods 

410 

1,200 

Dean  Rhoads 

N  Palm  Beach,  FL 

290 

■ 

•Diamandis  Communications/magazine  publishing 

407 

1,300 

Peter  G  Diamandis 

New  York,  NY 

291 

263 

Central  Newspapers/newspapers 

4,250 

Frank  E  Russell 

Indianapolis,  IN 

292 

■ 

Gitano/Orit  Imports  &  Affils/apparel  importing  &  marketing 

line 
4U5 

450 

Morris  Dabah 

New  York,  NY 

293 

■ 

AUa<i/1n»i(iila  D<ui  t\  c  /  mT\f-  e>  r\T  ctnrpc    fr^nH  \af  r\C\  1  psa  1 1  n  O 
•  JVlcailOWUdlc  rUOUS/glULCI  y  oLUICo,  lUUU  WUUXCgaUilg 

405 

2,020 

David  K  Page 

Detroit,  MI 

294 

221 

V\  OUlclU  vU3/  1 1 1  o  HI  tii  I  ^ 

402 

1,500 

Dale  W  Smucker 

Westfield  Center,  OH 

295 

264 

Asplundh  Tree  Expert/tree  trimming  for  elec  utilities 

400e 

11,300 

Edward  K  Asplundh 

Willow  Grove,  PA 

296 

317 

Booz,  Allen  &  Hamilton/managerial  &  tech  consulting 

4UUe 

2,900 

R  Michael  McCullough  New  York,  NY 

297 

265 

Club  Corp  of  America/private  athletic  clubs  &  resorts 

a  nn 
4UU 

15,000 

Robert  Dedman 

Dallas,  TX 

298 

351 

T^nu        7immann4nn/fin(nnf>prinn    Crtncnltino    hliCinPCC  CVfS 

May  ck  z^imnieriiidiiii/ ciigiiiccimg,  uuijauiniig,  uusmcss svi*a 

400 

11,000 

Harold  L  Yoh  Jr 

Philadelphia,  PA 

299 

■ 

WL  Gore  &  Associates/Gore-Tex  fabrics,  electronics,  indus  prods 

400e 

4,500 

Robert  W  Gore 

Newark,  DE 

300 

254 

•  MrT  nuth  Stpfi  Prodiii'ts/srpcl 

400e 

2,200 

David  Clark 

Trenton,  MI 

301 

■ 

Pony  Industries/specialty  chems,  building  mtls 

a  nn 
4UU 

2,000 

William  E  Flaherty 

New  York,  NY 

302 

275 

QuikTrip/convenience  stores 

a  nn 
4UU 

1,500 

Chester  Cadieux 

Tulsa,  OK 

303 

295 

Roger  Williams  Foods/food  wholesaling  &  distributing 

Ann 
4UU 

500 

Scott  B  Laurans 

Providence,  RI 

304 

155 

Steuart  Investment/petroleum  storage  &  marketing 

400 

800 

Curtis  S  Steuart 

Washington,  DC 

305 

■ 

•Research-Cottrell/engineering,  environmental  svcs 

396 

2,150 

Benjamin  Rawls 

Somerville,  NJ 

306 

244 

•Palm  Beach/apparel 

394 

5,700 

Alfred  P  Fuoco 

Cincinnati,  OH 

M 

307 

300 

Encyclopaedia  Britannica/ publishing 

391 

1,100 

Robert  P  Gwinn 

Chicago,  IL 

308 

200 

AG  Spanos  Construction/real  estate  devel  &  mgmt 

390 

875 

Alex  G  Spanos 

Stockton,  CA 

309 

260 

World  Carpets/carpets 

390 

3,400 

Shaheen  Shaheen 

Dalton,  GA 

310 

268 

Almac's/grocery  stores 

386 

974 

AW  Pike 

East  Providence,  RI 

The  S  accounting  firms  on  this  list 
have  combined  revenues  of  $12 2 
billion. 


311 

279 

American  Seaway  Foods/food  wholesaling 

385 

700 

Ralph  A  Garson 

Bedford  Heights,  OH 

312 

304 

Walton  Monroe/textiles 

385 

4,800 

G  Stephen  Felker 

Monroe,  GA 

313 

278 

Fred  W  Albrecht  Grocery/grocery  drugstores  &.  gnrl  merchandise 

384 

3,200 

F  Steven  Albrecht 

Akron,  OH 

314 

334 

Investors  Management/restaurants 

381 

18,000 

James  H  Maynard 

Raleigh,  NC 

315 

314 

Towers,  Perrin,  Forster  8i  Crosby/consulting,  reinsurance 

380 

4,000 

Quentin  I  Smith  Jr 

New  York,  NY 

316 

274 

Sprague  Resources/residential  &  commercial  construction 

380 

3,000 

Robert  M  Helsell 

Seattle,  WA 

317 

340 

Brown  Brothers  Harriman/banking,  securities  brokerage 

375e 

1,350 

Terrence  M  Farley 

New  York,  NY 

318 

■ 

DHL  Ait  ways/air  express  service 

375 

5,000 

Charles  A  Lynch 

Redwood  City,  CA 

319 

319 

Freedom  Newspapers/publishing,  broadcasting 

375e 

5,200 

DR  Segal 

Irvine,  CA 
 i 

320 

252 

•Friona  lads  l,P/agribusiness,  food  processing 

375 

900 

Dennis  R  Farley 

Dallas,  TX 

■  Not  on  last  year's  hst    *  Went  private  via  leveraged  buyout  since  1980,    e:  Estimate. 
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Most  of  the  time,  fine  jewelry  is  kept  locked  in  a  vault.  Because,  with  traditional 
neowners  insurance,  that's  the  only  safe  place  to  keep  it.  Such  policies  simply  don't  provide 
quate  coverage  for  your  jewelry.  But  with  a  Valuable  Articles  policy  from 
ibb,  each  piece  can  be  separately  insured  for  exactly  what  it  is  worth. 

With  Chubb,  you  can  be  comfortable  letting  your  jewelry  shine  in  the 
tt  of  day.  For  full  information  call  800-922-0533. 

hubb  Group  of  Insurance  Companies  is  proud  to  participate  in  "American  Playhouse!'  Watch  for  it  on  PBS. 
by  David  Webb. 


The  Largest  Private  Companies  in  the  U.S. 


tmm 


this 
year 

K.inK 
last 
year 

Compariy/business 

Sales 
[millions) 

Employees 

Chief  executive 

City,  state 

321 

289 

•J&L  Specialty  Products/flat-rolled  stainless  steel 

Claude  F  Kronk 

rlllaUUIgll,  r  A 

322 

255 

•Mieiodot/fasteners,  connectors,  fluid  seals 

Of  D  * 

o,DUU 

Kicnaru  r  otruDei 

Chicago,  IL 

323 

345 

LL  Bean/outdoor  sporting  goods  retailing  &  mfg 

OOO 

o  inn 

Leon  A.  Gorman 

Freeport, 

324 

336 

ER  Carpenter/plastic  foams 

1  £.  7 
OOf 

a  inn 

Stanley  F  Pauley 

Richmond,  VA 

325 

373 

«  .  •  *  •  n  nntnl        1  klaiii  ciAtl  /nn  P  KrfVlHf"'  ictintr 

365 

3,300 

Amos  B  Hostetter  Jr 

Boston  MA 

326 

354 

Gordon  Food  Service/wholesale  food  distributing 

you 

Paul  Gordon 

Grand  Rapids,  MI 

327 

286 

Granite  Construction/commercial  construction 

OOD 

1  cnn 
Z,DUU 

Richard  C  Solari 

Watsonville,  CA 


328 

266 

Home  Interiors  &  Gifts/wholesale  decorative  accessories 

OOO 

i  a  nn 
1,4-UU 

Donald  ]  Carter 

Dallas,  i  a 

329 

134 

Stephens/investment  banking,  securities  brokerage 

OOJC 

ox  3 

Warren  A  Stephens 

I  i  t-t  1 D  *~»i-b-    A  D 
Little  KOCK,  A.K 

330 

226 

Swinerton  &  Walberg/general  contracting 

365 

1,500 

Milo  S  Gates 

San  Francisco,  CA 

331 

305 

Journal  Communications/newspapers,  broadcasting  &  printing 

361 

3,650 

Thomas  J  McCollow 

Milwaukee,  WI 

332 

■ 

•Auto  Shack/auto  parts  stores 

360 

3,900 

Peter  Formanek 

Memphis,  TN 

333 

355 

Haworth/ofhce  furniture 

360e 

2,750 

Richard  Haworth 

Holland,  MI 

334 

272 

Hyplains  Dressed  Beef/meatpacking 

360 

270 

Jim  Mitchell 

Dodge  City,  KS 

335 

296 

United  Co1 /coal  mining,  oil  &  gas,  hotels 

360 

1,200 

James  W  McGlothlin 

Bristol,  VA 

Four  owners  of  the  top  400  private 
companies  own  NFL  teams:  N. 
Braman  (Eagles),  "Bum"  Bright 
(Cowboys),  E.  DeBartolo  (Forty- 
niners)  and  A.  Spanos  (Chargers). 


h 


336 

356 

Roy  M  Huffington/oil  &  gas  production 

357 

3,200 

Roy  M  Huffington 

Houston,  TX 

337 

325 

Rugby-Darby  Group2/health  care  products 

355e 

2,000 

Michael  Ashkin 

Rockville  Ctr,  NY 

338 

372 

Wawa/convenience  stores 

353 

1,200 

Richard  D  Wood  Jr 

Wawa,  PA 

339 

328 

Coulter  Electronics/medical  &  electronic  instruments 

350e 

4,800 

Wallace  H  Coulter 

Hialeah,  FL 

340 

308 

Hale-Halsell/food  wholesaling 

350 

3,285 

Bob  Hawk 

Tulsa,  OK 

341 

287 

•Health-tex/children's  apparel 

350 

8,500 

Robert  A  Breakstone 

New  York,  NY 

342 

359 

Inserra  Supermarkets/grocery  stores 

350 

2,000 

Lawrence  R  Inserra 

Mahwah,  NJ 

343 

273 

Ben  E  Keith/food  &  beverage  distributing 

350 

1,350 

Robert  Hallam 

Fort  Worth,  TX 

344 

363 

•Lykes  Brothers  Steamship/ocean  freight 

350e 

1,000 

WJ  Amoss  Jr 

New  Orleans,  LA 

345 

321 

Marketing  Corp  of  America/mktg  svcs,  venture  capital 

350 

2,000 

Jim  R  McManus 

Westport,  CT 

346 

324 

Randall  Stores/grocery  stores 

350 

2,800 

Ron  Randall 

Mitchell,  SD 

347 

■ 

•Six  Flags/amusement  parks 

350 

1,600 

Larry  Cochran 

Arlington,  TX 

348 

366 

Stowe-Pharr  Mills/yam  manufacturing 

350 

4,200 

JM  Carstarphen 

McAdenville,  NC 

349 

298 

fervis  B  Webb/materials  handling  equip 

350e 

2,500 

Jervis  C  Webb 

Farmington  Hills,  MI 

350 

377 

•Otasco/home  improv,  auto  parts  stores,  appliances 

346 

2,950 

Jerry  L  Goodman 

Tulsa,  OK 

351 

■ 

•Duckwall-Alco  Stores/discount  stores 

344 

4,700 

Robert  R  Soelter 

Abilene,  KS 

352 

329 

PMC/specialty  chemicals,  plastics,  machinery 

341 

2,400 

Philip  Kamins 

Sun  Valley,  CA 

353 

■ 

International  Data  Group/publishing,  research  for  info  svc  ind 

340e 

2,800 

Patrick  J  McGovern 

Framingham,  MA 

354 

322 

Benjamin  Moore  &  Co/paint,  varnish  &.  enamel 

340e 

1,500 

Richard  Roob 

Montvale,  NJ 

355 

371 

HC  Prange/department,  discount  &  specialty  stores 

339 

6,000 

Henry  C  Prange 

Sheboygan,  WI 

356 

239 

Flying  J/integrated  petroleum 

339 

1,300 

Jay  Call 

Brigham  City,  UT 

35/ 

■ 

Sverdrup  Corp/engineering  &  architectural  svcs 

337 

4,000 

Brice  R  Smith  Jr 

St  Louis,  MO 

358 

312 

D'Arcy  Masius  Benton  &  Bowles/advertising,  communications 

336 

6,200 

John  S  Bowen 

New  York,  NY 

359 

385 

•Joyce  International/office  furniture  &  supplies 

336 

4,192 

G  Lynn  Shostack 

New  York,  NY 

360 

330 

Ris  Paper/distributing  paper  prods 

335 

552 

Howard  C  Ris 

Garden  City,  NY 

■  Not  on  last  year's  list    •  Went  private  v«  leveraged  buyout  since  1980.    e.  Estimate. 

'Listed  as  United  Coal  last  year.    2Listed  as  Rugby  Labs  last  year. 
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THE  PEOPLE  CONNECTION 

These  days,  when  people  communicate, 

-lello.  Free  for  lunch? 

it  takes  an  array  of  high-tech  equipment 
t's  on  C-SPAN  now. 

to  make  it  possible.  But  more  important, 
)ata  transmission  follows. 

it  takes  dedicated  professionals  to  make 
Jo,  they  came  right  back  on. 

the  technology  work.  So  when  you  connect 
'ick  up  a  quart  of  ice  cream. 

with  Centel,  we  connect  you  with  people 
Gutter  pecan. 

before  we  connect  you  with  technology. 

lo.  I'm  in  the  car.  Ten  thousand  shares. 

Because  that's  what  communicating 

lot  now.  Say  hello. 
is  all  about. 

iOod-bye. 


CENTEL 


WHERE  PEOPLE  CONNECT 

BUSINESS  SYSTEMS  •  TELEPHONE 
CABLE  TELEVISION  •  POWER  DISTRIBUTION 
CELLULAR  COMMUNICATIONS 


For  more  information  about  Centel  Corporation 
write  Department  A,  8725  Fjiggins  Road,  Chicago,  IL  60631©  1987  Centel  Corporation 


The  Largest  Private  Companies  in  the  U.S. 


this 
year 

Rank 
last 
year 

Compan  y/business 

Sales 
(millions) 

Employees 

Chief  executive 

City, state 

361 

■ 

AMI  Cos/auto  dealerships 

$334 

620 

Eugene  I  Ribakoff 

Worcester,  MA 

362 

387  • 

Humiston-Keeling/drug  distributing 

330 

246 

Burton  H  Olin 

Chicago,  IL 

363 

276 

•ACF  Industries/railroad  equip  mfg  &  leasing 

328 

1,548 

Carl  C  Icahn 

Earth  City,  MO 

364 

a 

•Bekins/transportation  &.  warehousing  svcs 

328 

2,500 

Thomas  E  Epley 

Glendale,  CA 

365 

326 

Sundt/general  contracting  &.  construction  management 

327 

1,686 

H  Wilson  Sundt 

Tucson,  AZ 

366 

381 

Automanage/auto  dealerships 

325 

1,054 

Michael  L  Dever 

Cincinnati,  OH 

367 

327 

Bourns/electronics 

325 

6,000 

Gordon  L  Bourns 

Riverside,  CA 

368 

■ 

•Easco/aluminum  products 

325 

2,300 

John  F  Henry 

Guard,  OH 

369 

318 

Fareway  Stores/grocery  stores 

325 

880 

FW  Beckwith 

Boone,  LA 

370 

337 

Krasdale  Foods/food  distributing 

325 

525 

Charles  A  Krasne 

Bronx,  NY 

371 

303 

3  Beall  Brothers  3/department  stores 

325 

2,500 

Royce  Beall 

Jacksonville,  TX 

372 

■ 

West  Lumber/wholesaling  &  retailing  of  building  mtls 

325 

2,900 

Charles  B  West 

Atlanta,  GA 

373 

344 

Copley  Newspapers/newspapers 

324e 

3,420 

Helen  K  Copley 

La  Jolla,  CA 

374 

389 

Morris  Communications/newspapers,  billboards 

322 

3,400 

William  S  Morns  III 

Augusta,  GA 

375 

332 

Weil  Brothers  Cotton/cotton  wholesaling 

320e 

100 

Robert  Weil 

Montgomery,  AL 

Drexel  Bum  ham  Lambert,  the 
largest  privately  owned  brokerage 
firm,  has  over  $2  billion  in  equity 
capital. 


376 

■ 

Whiting-Turner  Contracting/commercial  construction 

320 

1,250 

W  Hackerman 

Towson,  MD 

1 

377 

■ 

Baddour/discount  department  stores 

318 

1,860 

Paul  Baddour 

Memphis,  TN 

378 

339 

Moorman  Mfg/livestock  &  poultry  feed 

315e 

4,000 

RA  Liebig 

Quincy,  IL 

379 

400 

Menasha/packaging,  printing,  plastics 

313 

2,800 

DC  Shepard 

Neenah,  WI 

380 

294 

Pantry/convenience  stores 

312 

3,000 

Truby  G  Proctor  Jr 

Sanford,  NC 

1 

381 

346 

Dillard  Paper/wholesaling  of  paper  &  plastics  prods 

310 

1,400 

GA  Clark 

Greensboro,  NC 

382 

■ 

Alamo  Rent-A-Car/car  rental 

310 

2,750 

Micheal  S  Egan 

Fort  Lauderdale,  FL 

383 

■ 

•Bumble  Bee  Seafoods/food  processing 

310 

2,500 

Patrick  W  Rose 

San  Diego,  CA 

384 

■ 

Dick  Corp/commercial  construction 

310 

2,500 

Dorsey  Dick 

Pittsburgh,  PA 

385 

399 

Bob  Frink  Management/auto  dealerships 

310 

730 

Robert  Frink 

Sacramento,  CA 

386 

374 

Haggar  Apparel/apparel 

310e 

7,000 

JM  Haggar  Jr 

Dallas,  TX 

k 

387 

364 

Philadelphia  Hide  Brokerage/grain  trading 

310e 

100 

Michael  P  Halpert 

Philadelphia,  PA 

388 

■ 

Refco  Group  Ltd/commodities  and  futures  brokerage 

310 

750 

Tone  Grant 

Chicago,  IL 

a 

389 

■ 

World  Oil  Co/petroleum  refining  &.  distributing 

310 

400 

Bernard  B  Roth 

South  Gate,  CA 

her, 

390 

333 

Rinker  Materials/building  materials 

308 

2,300 

Marshall  E  Rinker  Sr 

W  Palm  Beach,  FL 

391 

■ 

Boddie-Noell  Enterprises/Hardees  restaurants 

305 

14,000 

Ben  Mayo  Boddie 

Rocky  Mount,  NC 

a 

392 

352 

Fiesta  Mart/grocery  stores 

304 

2,600 

Donald  L  Bonham 

Houston,  TX 

393 

293 

Northville  Industries/petroleum  wholesaling  &.  retailing 

304e 

320 

Harold  Bernstein 

Melville,  NY 

:.- 

394 

■ 

•Conair/health  care  products,  appliances 

303 

1,135 

LP  Rizzuto 

Stamford,  CT 

395 

245 

Country  Cos/insurance 

301 

2,153 

Duane  L  Miller 



Bloomington,  IL 

1 

396 

348 

American  Cast  Iron  Pipe/steel  pipe,  valves 

300 

2,600 

Paul  W  Green 

Birmingham,  AL 

397 

382 

•Atalanta/food  importing 

300 

200 

George  G  Gellert 

New  York,  NY 

398 

360 

Jockey  International/men's  underwear 

300 

3.200 

Donna  W  Steigerwaldt 

Kenosha,  WI 

399 

320 

•Kusan/building  materials,  oilfield  equip 

300 

2,000 

Reynold  Nebel 

Brentwood,  TN 

400 

375 

•Spalding  &  Evenflo/sporting  goods,  baby  products 

300 

2,600 

Donald  J  Byrnes 

Tampa,  FL 

Not  on  last  ye; 


•  'X'ent  private  via  leveraged  buyout  since  1980    e:  Estimate 
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[lie  Most  Popular  Approach 
lb  Retiree  Health  Costs. 


By  1996,  corporations 
i  provide  health  care  benefits 
>ne  retiree  for  every  two  active 
rkers,  double  today's  ratio. 

This  demographic  shift 
ss  on  even  more  daunting 
lensions  when  medical  cost 
ids  are  examined.  Costs  rose 
en  times  faster  than  the  Con- 
ner Price  Index  last  year  for 
)6  employers  responding  to 
1986 Johnson  &  Higgins 
ilthGroup  study  of  corporate 
1th  care  benefit  plans. 

Meanwhile  health  care 
igations  to  retirees  reached 
billion  in  1986,  according  to 
ernment  estimates.  Others 


place  the  figure  considerably 
higher.  Should  the  FASB  require 
recognition  of  current  and  future 
retiree  health  plan  obligations, 
the  impact  on  corporate  balance 
sheets  will  be  pronounced. 

Surprisingly,  only  about 
four  out  of  ten  corporations 
measured  their  liability  last  year. 
Fewer  still  tried  to  project  obliga- 
tions through  the  next  decade, 
J&H  found. 

Many  employers  have 
postponed  measurement  because 
interpretations  of  several  court 
decisions  seem  to  leave  little — if 
any—  room  to  deal  with  retiree 
programs. 


In  actuality,  major  oppor- 
tunities lie  in  redesigning  medical 
plans  for  future  retirees  and  in 
effecting  alternative  funding  ar- 
rangements with  current  retirees. 

Corporations  should 
develop  a  clear  picture  of  their 
retiree  health  care  liabilities  now 
and  seize  the  current  opportunity 
to  restructure  plans  for  the  future. 

For  their  own  health. 

JOHNSON 
J&OIGGINS 

Consulting  on  a  lot  more  than  insurance. 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES,  HUMAN  RESOURCE  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


,'ker:  The  Auto 

for  Vital  T! 


Next  time  you  see  an  exciting  new  car,  you 
can  be  sure  there's  more  to  it  than  a  sleek  design. 

Virtually  every  domestic  and  foreign  car 
relies  on  Parker  for  fluid  systems  and  com- 
ponents that  provide  efficient  operation  and 
long,  dependable  operating  life. 

And  the  reason  is  simple.  Parker  is  a  highly 
competitive,  worldwide  producer,  with  the  abil- 
ity to  furnish  vital  technologies  to  the  world's 
automakers. 

Hidden  within  today's  auto- 
mobile is  an  array  of  Parker 
components  and  systems  that 
help  the  car  perform  smoothly, 
quietly,  comfortably,  and  more 
reliably. 

Included  is  the  remarkable 
Parker-developed  gerotor . . . 
a  positive  displacement  fuel 
and  lubrication  unit  of  simple 
two-element  construction: 
an  inner  and  an  outer  rotor. 


Then  there  are  Parker  filters,  hoses, 
fittings,  and  clamps.  Gaskets,  seals,  packin 
and  O- rings.  Air-conditioning  and  heating 
system  components.  Gas,  oil,  and  radiator 


caps.  And  a  broad  range 


of  flasher 
mirrors,  a 
wipers. 

From  a 
functional 
standpoint, 
Parker's  vital 
technologies  are 
applied  in 
automotive  safe|fiC 
air-conditioning 


heating,  cooling, 
air,  steering,  and 
lubrication  systems. 


Parker  components  and  systems 
also  an  integral  part  of  the  vital 
technology  for  automated  product 
machinery  in  automotive  factories 
around  the  world. 


rai 
id 


Hi 


lakers'  Source 
hnologies 


Sometimes  bigger  is 
after. 

There's  a  new  purchasing  approach  among 
tomakers  today.  At  one  time,  automotive 
irts  were  purchased  from  many  suppliers. 
3w  astute  automotive  buying  teams  prefer 
Drking  with  just  a  few  major  qualified 
ndors. 

That's  why  most  automotive  business  is 
ing  awarded  to  large,  proficient  suppliers 
:e  Parker.  It  takes  capabilities  such  as  ours  to 
tisfy  the  industry's  demand  for  broad,  top- 
lality  product  lines  at  competitive  prices,  and 
i-time  delivery  in  large  volume. 

i  solid  foundation. 

Parker  is  well  positioned  to  serve  the 
itomotive  industry.  We  have  the  financial, 
gineering,  manufacturing,  and  marketing 
engths.  We  have  the  quality  assurance  pro- 
ams,  advanced  information  systems,  world- 
de  distribution  network,  and  outstanding 
ickup  services. 

Parker  supplies  both  the  automotive 
iginal  equipment  manufacturer  and  the 
aintenance/repair  market. 

Parker  is  also  a  major  supplier  of 
otion-control  components  and  systems  for 
e  production  machines  and  robots  used  in 
itomotive  factories  around  the  world. 

let  to  know  Parker. 

Automotive  products  are  only  part  of  the 
irker  story. 

A  large  measure  of  Parker's  ability  to  serve 
e  automotive  industry  stems  from  our  long 
perience  in  providing  other  industries  with  a 


broad  range  of  motion-control  components 
and  systems . . .  hydraulic,  pneumatic,  elec- 
tronic, and  electromechanical. 

We  provide  vital  technology  to  several 
other  worldwide  markets  including:  Industrial, 
Aerospace,  Marine,  Refrigeration/Air- 
Conditioning,  and  Biomedical. 

Our  325  product  lines  include  100,000 
items  for  more  than  1,200  SICs.  In  the  field  of 
motion  control,  no  single  company  offers  a 
product  line  as  broad  or  as  deep. 

Automakers  have  become  more  demanding 
about  quality  standards  for  vendor's  supplies. 
Parker  product  divisions  have  received 
numerous  quality  awards,  including  the 
Ford  Motor  Company 
Q1  Preferred  Quality 
Supplier  Award,  and 
General  Motors'  Spear  1 
Award. 


PREFERRED, 


For  more  information  about  Parker  and  its 
vital  technologies,  request  our  annual  report. 
Obtain  your  copy  by  writing  Parker  Hannifin 
Corporation,  Dept.  FB-6,  17325  Euclid 
Avenue,  Cleveland,  Ohio  44112-1290. 


Parker 


Htal  technologies  for  today  and  tomorrow. 


lie  Largest  Private  Companies  in  the  U.S. 


This  alphabetical  listing  shows  the  400 
largest  private  companies  in  the  U.S.  For  those  companies 
taken  private  since  1980,  we  give  the  year  of 
the  transaction.  The  sales  ranking  begins 
on  page  156.  The  story  begins  on  page  150. 


Company 


Rank 


Company 


Rank 


Company 


Rani. 


Aarque  Cos 


235 


Barton-Malow 


130 


Conair/1985 


394 
163 
153 

77 
325 
266 
3 

51 
373 
339 


ACF  Industries/ 1984 


363 


Bath  Iron  Works/ 1986 


185 


Cone  Mills/ 1984 


Advance  Publications 


32 


Battelle  Memorial  Institute 


207 


Connell  Limited  Partnership 


Alamo  Rent-A-Car 


Alberici 


382 


AJ  Bayless  Markets 


285 


Connell  Rice  &  Sugar 


251 


BCI  Holdings/ 1986 


12 


Continental  Cablevision 


Fred  W  Albrecht  Grocery 


313 


LL  Bean 


323 


Continental  Cos 


Allied  Van  Lines/ 1981 


211 


Bechtel  Group 


Continental  Grain 


Almac's 


310 


Bekins/1987 


364 


Coopers  &  Lybrand 


Amerco 


132 


Belk  Brothers 


52 


Copley  Newspapers 


American  Bakeries/ 1984 


258 


Big  V  Supermarkets/1987 


203 


Coulter  Electronics 


American  Cast  Iron  Pipe 


396 


Boddie-Noell  Enterprises 


391 


Country  Cos 


395 
55 
168 
249 
44 


American  Financial/ 1981 


21 


Booz,  Allen  &  Hamilton 


296 


Cox  Enterprises/ 1985 


American  Seaway  Foods 


311 


Borg-Warner/1987 


19 


Crowley  Maritime 


AMI  Cos 


361 


Bourns 


367 


Crown  American 


Amstar/1986 


173 


Brenlin  Group 


221 


Cumberland  Farms 


Amsted  Industries/ 1986 


129 


Bright  Banc  Savings  Assoc 


222 


D'Arcy  Masius  Benton  &  Bowles 


358 
298 


Amway 


214 


Brookshire  Grocery 


215 


Day  &  Zimmermann 


Andersen  Corp 


151 


Brown  Brothers  Harriman 


317 


Edward  J  DeBartolo 


175 
96 
78 
118 
318 
290 
384 
381 
84 
47 
161 
15 
182 
126 
192 
351 


Arthur  Andersen  &  Co 


43 


Builder  Marts  of  Am 


180 


Delaware  North 


The  Andersons 


246 


Bumble  Bee  Seafoods/ 1985 


383 


Deloitte  Haskins  &  Sells 


Anschutz 


85 


Burlington  Industries/ 198  7 


20 


DeMoulas  Super  Markets 


CR  Anthony 


277 


HE  Butt  Grocery 


36 


DHL  Airways 


Apex  Oil 


C&S  Wholesale  Grocery 


272 


Diamandis  Communications/1987 


ARA  Services/ 1984 


14 


Cain  Chemical/1987 


113 


Dick  Corp 


Areata/ 1982 


190 


Cardinal  Industries 


187 


Dillard  Paper 


Asplundh  Tree  Expert 


295 


Cargill 


Dillingham  Construction/ 1983 


Associated  Metals  &  Minerals 


191 


Carlson  Cos 


18 


Domi nick's  Finer  Foods/ 1981 


Astroline 


26 


ER  Carpenter 


324 


Domino's  Pizza 


Atalanta/1981 


397 


Ceco/1986 


263 


Drexel  Burnham  Lambert 


Atlantic  Petroleum 


93 


Central  Newspapers 


291 


Drummond 


Austin  Industries 


248 


Channel  Home  Centers/ 1986 


152 


Dubuque  Packing 


Auto  Shack/ 198  7 


332 


Chemcentral 


273 


Duchossois  Enterprises 


Automanage 


366 


Chilewich  Sons 


94 


Duck  wall- Alco  Stores/ 1985 


Avis 


133 


Clark  Construction  Group 


145 


Dunavant  Enterprises 


79 
368 

25 
167 
250 


Avondale  Industries/1985 


228 


Club  Corp  of  America 


297 


Easco/1986 


Bacardi  Imports 


279 


Coca-Cola  Bottling  Chicago 


265 


Jack  Eckerd/1986 


Baddour 


377 


Coca-Cola  Bottling  Co  of  NY/ 1 980  255 


Eighty  Four  Lumber 


Bartlett  &  Co 


236 


Cole  National/ 1984 


95 


El  Paso  Products/ 1984 


176 
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Why  an  NFL  trainer 

ackles  each  player  differently. 


For  three  brutal  hours  he'll  sprint,  cut  and  jump  as  few 
humans  can.  He'll  rely  on  something  that's  as  important 
in  business  as  it  is  in  football. 

Personal  involvement  from  a  trusted  advisor. 

he  NFL,  that  advisor  is  the  team  trainer. 
i  trainer  develops  a  tape  prescription  for 
each  player,  one  that  protects  his  ankles 
yet  doesn't  restrict  his  unique  talents.  So 
before  he  treats  an  ankle,  the  trainer 
considers  the  player's  height,  weight, 
position  and  injury  history. 

It's  how  he  knows  that  elastic 
figure  8's  best  help  the  rookie  half- 
back, while  the  left  tackle  benefits 
i    most  from  heel  locks . 

The  same  personal  involvement  is 
vital  in  business  situations  as  well. 
That's  why  Arthur  Young  gets  closely 
involved  with  clients  at  the  outset. 
The  more  we  know  about  what  they 
do,  the  better  we  can  personalize  our 
!  services. 

And  you  don't  have  to  be  an  all-star 
to  receive  such  treatment.  We've  been 
customizing  services  for  businesses 
of  all  sizes  for  over  90  years. 
So  if  personal  treatment  from  an 
accounting  firm  appeals  to  you,  maybe 
it's  time  to  huddle  with  Arthur  Young. 

A  I 

Arthur  Young 

Personal  advisors  to  business. 
Accounting,  auditing,  tax,  and 
management  consulting. 


iness  personally 


The  Largest  Private  Companies  in  the  U.S. 


I  .mipany 


Rank 


Company 


Rank 


Company 


Rank  \ 


i.ncyclopaedia  Britannica 


307 


Hartz  Mountain 


99 


Roll 


267 


Ernst  &  Whinney 


58 


Haworth 


333 


Krasdale  Foods 


Esprit  de  Corp 


154 


HCB  Contractors 


184 


Kusan/1986 


Estee  Lauder 

Exide/1983 


72 


Health-tex/1985 


341 


LaSalle  Energy/ 1987 


206 


Hearst  Corp 


49 


Lear  Siegler/1987 


370 
399 
117 

27 
~~7J 

41 
16C 

24 
125 
20>- 


Fareway  Stores 


369 


Helmsley-Spear 


50 


Leascway  Transportation/1987 


Farley  Industries 


59 


Hendrick  Management 


274 


Lefrak  Organization 


Ferrell  Cos 


146 


Hillman 


100 


Lennox  International 


Fidelity  Investments 


137 


Holiday  Cos 


101 


Levi  Strauss/ 1985 


Fiesta  Mart 


392 


Holm  an  Enterprises 


164 


Levitz  Furniture/ 1985 


Finevest  Services 


46 


Home  Interiors  &  Gifts 


328 


Alfred  M  Lewis 


First  Brands/ 1986 


122 


Hook-SupeRx/1986 


86 


Lincoln  Property 


First  National  Supermarkets/ 1985 


60 


Horsehead  Industries/ 1981 


155 


Lykes  Bros 


First  Texas  Financial/ 1982 


162 


|M  Huber 


262 


Lykes  Brothers  Steamship 


Flying  I 


356 


Roy  M  Huffington 


336 


Mat  Andrews  &  Forbes  Holdings/ 1983 


2! 

"u 


Frank  Consolidated  Enterprises 


91 


Hughes  Markets 


165 


RH  Macy/1986 


Freedom  Newspapers 


319 


Humiston-Keeling 


362 


MagneTek 


18S 


Fresh  Mark 


280 


Hunt  Consolidated 


141 


Malone  &  Hyde/ 1984 


Bob  Frink  Management 


385 


Hunt  Corp 


120 


Maritz 


16(, 


Friona  Inds  LP/ 1985 


320 


Hy-Vee  Food  Stores 


70 


Marketing  Corp  of  America 


34: 


Furrs 


80 


Hyplains  Dressed  Beef 


334 


Marley/1981 


24; 


E&|  Gallo  Winery 


97 


Hyster/1984 


238 


Marmon  Group/ 1986 


Gates 


112 


Ingram  Inds 


102 


Mars 


Gateway  Foods 


37 


Inland  Real  Estate 


264 


Mayflower/ 198  7 


17< 
14: 


Giant  Eagle 


65 


Inserra  Supermarkets 


342 


McCarthy 


Gilbane  Building 


90 


International  Controls/1987 


159 


McDevitt  &  Street 


13l 

26! 

5« 

30i 

Iff: 


Gillett  Group 


139 


International  Data  Group 


353 


McKinsey  &  Co 


Gitano/Orit  Imports  and  Affils 


292 


Investors  Management 


314 


McLane 


GLI  Holding/ 198  7 


140 


Irvine  Co 


219 


McLouth  Steel  Products/ 1982 


Global  Petroleum 


76 


|&L  Specialty  Products/1986 


321 


McWane 


Golden  State  Foods/ 1980 


134 


JM  Petroleum 


223 


Meadowdale  Foods/ 198  7 


29 
19 

4: 
in 

37" 


Goldman,  Sachs 


13 


1MB  Realty 


61 


MediaNews  Group/ 1985 


Golub 


147 


Jockey  International 


398 


Meijer 


Gordon  Food  Service 


326 


Johnson  &  Higgins 


178 


Mellon  Stuart  Holdings 


WL  Gore  &  Associates 


299 


A  Johnson  &  Co 


127 


Menasha 


Granite  Construction 


327 


SC  Johnson  &  Son 


39 


Merchants  Distributors 


25' 
19! 

32: 

2' 
28 


Graybar  Electric 


54 


Jordan  Company 


179 


Metallurg 


B  Green  &  Co 


209 


Journal  Communications 


331 


Microdot/ 1984 


Greenwood  Mills 


237 


Joy  Technologies/ 1987 


234 


Milliken  &  Co 


Grocers  Supply  Co 


123 


Joyce  International/ 1984 


359 


Minyard  Food  Stores 


GSC  Enterprises 


252 


Kane-Miller/ 1984 


254 


Benjamin  Moore  &  Co 


35 
37: 
37' 
20 
27 
23 
27 
8 


Guardian  Industries/ 1985 


170 


Ben  E  Keith 


343 


Moorman  Mfg 


Gulf  States  Toyota 


98 


Peter  Kiewit  Sons 


11 


Morris  Communications 


H  Group  Holdings 


30 


King  Kullen  Grocery/ 1980 


200 


Morse  Shoe/1987 


Haggar  Apparel 


386 


Knoll  Intl  Holdings 


40 


MA  Mortenson 


Hale-HaKei; 


340 


Koch  Inds 


Motor  Wheel/ 198  7 


Hallmark  Cards 


38 


Kohler 


193 


Moyer  Packing 


Harte-Hanks  Communiu.ti  -ns  1984  231 


National  Amusements 


178 
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he  difference  between  a 
:hild  behind  the  wheel  of  a 
y  car  and  a  drunk  behind 
wheel  of  a  real  car  is  that 
y  one  of  them  is  funny. 
Ceeping  drunk  drivers  off 
roads  is  serious  business, 
that  end,  we've  developed 
jnzyme  called  Alcohol  Ox- 
se  that  makes  sobriety  test- 
more  accurate  than  ever, 
d  it  makes  it  faster,  because 
in  be  administered  and  ana- 
id  right  there  on  the  spot, 
dcohol  Oxidase  manufac- 
ng  is  only  one  of  the  break- 
Dughs  in  biotechnology 
ve  patented.  Through  our 
vesta  Corporation  subsidi- 
,  we're  making  high- 
tein  food  supplements  for 
itures  as  small  as  a  fish  and 
ig  as  a  horse. 

or  the  human  animal, 
echnology  has  led  us  to  re- 
cti in  medicines  that  could 
ik  up  blood  clots,  stop 
1  attacks  in  progress,  and 
oduce  the  body's  natural 
;er-fighting  agents.  And 
eliminated  the  headaches 
ain  reliever  manufacturers 
i  research  and  develop- 
t  advances  that  make  their 
formulations  possible, 
hether  it's  keeping  the 
Is  safe  for  our  children  or 
ng  new  roads  to  health, 
e  in  the  driver's  seat  and 
ted  for  the  future. 


lips  Petroleum  Company 

Performing  to  meet 
le  challenge  of  change. 


IT'S  SOBERING  TO  THINK 

THAT  KIDS  TAKE  DRIVING  MORE  SERIOUSLY 

THAN  SOME  ADULTS. 


The  Largest  Private  Companies  in  the  U.S. 


Company 

Rank 

Rank 

Company 

Rani 

National  Beverage/ 1 985 

282 

Research-Cottrell/ 1 98  7 

305 

Swinerton  &  Walberg 

33d 

National  Gypsum/ 1986 

67 

Restaurant  Enterprises  Gp/1986 

83 

Tang  Industries 

225 

NES 

158 

Revco/1986 

31 

Tauber  Oil 

111 

North  Pacific  Lumber 

224 

Revere  Copper  and  Brass/ 1986 

284 

Taubman  Co 

104 

Northville  Industries 

393 

Rich  Products 

176 

Taubman  Investment 

105 

Oklahoma  Publishing 

196 

Rinker  Materials 

390 

Thomson  McKinnon 

212 

Oppenheimer  &  Co/ 1986 

150 

Ris  Paper 

360 

3  Beall  Brothers  3 

371 

Otasco/1984 

350 

Rock  Island  Refining 

218 

Thrifty  Oil 

144 

Owens-Illinois/ 198  7 

17 

Rockefeller  Group 

148 

Ticor 

186 

Oxbow 

75 

Roger  Williams  Foods 

303 

Tops  Markets/1987 

135 

Pace  Industries/ 1984 

35 

Roseburg  Forest  Products 

229 

Touche  Ross  &  Co 

66 

Pacific  Holding 

156 

Rosenthal  Cos 

270 

Towers,  Perrin,  Forster  &  Crosby 

315 

Palm  Beach/ 1985 

306 

Ruffin 

261 

Trammell  Crow 

88 

Pamida/1981 

233 

Rugby-Darby  Group 

337 

Transammonia 

171 

RB  Pamplin 

283 

Safeway  Stores/ 1986 

2 

Triangle  Publications 

116 

Pantry 

380 

Sammons  Enterprises 

107 

Trump  Organization 

125 

Paragon  Group 

245 

Schnuck  Markets 

109 

UIS 

260 

Parsons  &  Whittemore 

240 

Schottenstein  Stores/ 1980 

241 

Union  Holdings 

71 

Parsons  Corp/ 1984 

131 

Schreiber  Foods 

138 

United  Co 

335 

Peat  (Warwick  Main 

73 

Schwan's  Sales  Enterprise 

227 

United  Parcel  Service 

6 

CL  Peck/|ones  Bros  Construct 

197 

Schwegmann  Giant  Super  Mkts 

278 

United  Van  Lines 

202 

Penn  Traffic/ 198  7 

217 

SCI  Holdings/ 1985 

177 

Vantage  Cos 

230 

Penske 

256 

Science  Applications  Intl 

198 

Walbridge,  Aldinger 

242 

Perdue  Farms 

108 

Scoular 

149 

Walton  Monroe 

312 

Phelps 

257 

Scripps  Howard 

89 

Warnaco/1986 

201 

Philadelphia  Hide  Brokerage 

387 

Seligman  &  Latz/1985 

286 

Warren  Equities 

157 

PIE 'Nationwide/1985 

172 

Services  Group  of  America 

53 

George  E  Warren 

34 

Piggly  Wiggly  Southern 

204 

Sherborne  Group 

216 

Wawa 

338 

Playtex 

188 

JR  Simplot 

87 

lervis  B  Webb 

349 

PMC 

352 

Simpson  Timber 

115 

Wegmans  Food  Markets 

119 

Ponderosa/1987 

220 

Six  Flags/ 198  7 

347 

Weil  Bros  Cotton 

375 

Pony  Industries 

301 

SnyderGeneral 

232 

Weirton  Steel/ 1984 

81 

Potamkin 

121 

SE  Toyota  Distributors 

63 

Frederick  Weisman 

92 

HC  Prange 

355 

Southwestern  General 

288 

West  Lumber 

372 

Price  Waterhouse 

48 

Southwire 

213 

Westfield  Cos 

294 

Pride  Refining/ 1981 

269 

Spalding  &  Evenflo/1982 

400 

Wheaton  Inds 

243 

Publix  Super  Markets 

16 

AG  Spanos  Construction 

308 

Whiting-Turner  Contracting 

376 

QuikTrip 

302 

Sprague  Resources 

316 

Wilbur-Ellis 

199 

Racetrac  Petroleum 

275 

Steel  case 

57 

World  Carpet 

309 

Raley's 

114 

Stephens 

329 

World  Oil  Company 

389 

Randall  Stores 

346 

Steuart  Investment 

304 

Worldmark 

289 

Randall's  Food  Markets 

181 

Stowe-Pharr  Mills 

348 

Worldwide  Volkswagen 

169 

Rapid-American/ 1 98 1 

45 

Stroh  Brewery 

64 

WWF  Paper 

226 

Headers  Digest  Association 

62 

Sundt 

365 

Wyatt 

106 

Red  Owl  Holdings/ 1986 

143 

Supermarkets  General/1987 

9 

Young  &  Rubicam 

183 

Refco  Group  Ltd 

388 

Sverdrup  Corp 

357 

Young's  Market 

244 

Reliance  Electric/ J  986 

69 

Sweet  Life  Foods 

103 

Arthur  Young 

68 

Republic  Health/ 1986 

210 

HB  Zachry 

253 

180 
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QUICK! 
WHICH  IS  THE  PHONE, 

AND  WHICH 
IS  THE  COMPUTER? 


Once,  a  phone  was 
a  phone  and  a  com- 
puter was  a  computer. 

And  anybody  could 
ell  the  difference. 

Today,  however,  tele- 
phones routinely  boast 
xpmputer  memories,  com- 
puter intelligence,  even 
:omputer  screens. 

And  computers  are 
liscovering  the  power 


of  networking,  as  tele- 
phones already  have. 

The  name  of  the 
game  is  getting  the  right 
information  to  the  right 
people  at  the  right  time. 

Because  being  able 
to  do  that  easily  will 
make  our  work  more  pro- 
ductive and  our  lives 
less  hassled. 

And  that's  what 
AT&T  is  all  about  today. 

Our  goal  is  to  do 
for  information  what 
we've  already  done  for 
conversation. 

To  accomplish  that, 
the  people  at  AT&T  Bell 
Laboratories  are  working 
to  combine  everything 
you  like  about  telephones 
with  everything  you 
expect  from  computers. 

So  computers  will 
finally  deliver  what  they 
have  been  promising 
for  decades. 

Consider  some 
examples:  Some  day  soon, 
instead  of  being  limited 


to  the  new  cars  available 
in  a  dealer's  inventory, 
you'll  be  able  to  sit  down 
at  a  computer  terminal 
in  the  dealer's  showroom 
and  enter  the  model  you 
want,  the  engine,  the 
options,  the  color,  etc. 

A  data  network 
will  automatically  trans- 
late your  order  into 
instructions  to  dozens 
of  suppliers  and  plants 
in  the  production  process. 
The  result  is  a  custom- 
made  car  delivered  faster 
than  you  ever  thought 
possible. 

In  banking,  powerful 
and  versatile  data  net- 
works could  mean  loan 
approval  in  minutes 
instead  of  weeks.  And 
account  balances  that  are 
always  current. 

In  retailing,  a  chain 
whose  stores  employ 
a  data  network  could 
always  have  hot -selling 
items  in  the  stores 
where  they're  selling  hot- 


test. Pleasing  both  the 
customer  and  the  com- 
pany controller. 

The  idea  is  networks 
which  not  only  move  in- 
formation instantly,  but 
which  also  interpret  it, 
rearrange  it  and  apply  it 
in  the  most  useful  way. 
All  automatically. 

Just  as  the  AT&T 
long  distance  network 
handles  a  telephone  call, 
instantly,  intelligently, 
automatically. 

Which  is  to  say,  we're 
very  close  to  the  day 
when  you  won't  be  able 
to  tell  a  phone  from 
a  computer,  and  won't 
even  care. 

But  until  then,  the 
phone  cord  is  the  one  on 
the  top. 


AT&T 

The  right  choice. 


Privileged  Clie 


A  subsidiary  of  Shearson  Lehman  Brothers  Inc. 
An  American  Express  company 


I 


The  Boston  Company  has  a  simple 
approach  to  personal  investment 

BANKING: 

Serve  every  client  as  if  that 
client  were  our  only  client. 

Because  we  know  you  always 
have  a  choice. 

so  our  personal  investment 
bankers  make  it  their  mission  to 
confirm  your  choice.  every  day. 
to  anticipate  your  needs.  as  well 
as  respond  to  them. 

for  investment  management, 
personal  lending.  money  market 
investments,  residential  mortgages, 
or  any  other  financial  service, 
we  have  a  personal  investment 
banker  to  meet  your  requirements* 

if  you're  a  financially  successful 
individual  desiring  the  highest 
possible  level  of  personal  service, 
contact  The  Boston  Company. 

Telephone  1-800-CALL  BOS 
(1-600-225-5267). 

And  enjoy  the  substantial  advan- 
tages OF  BEING  A  PRIVILEGED  CLIENT. 


Alamo  isn't  for  sale— yet.  But  bargain- 
iting  outsiders  are  voraciously  gob- 
bling up  the  Lone  Star  State. 

Is  Texas  losing 
its  independence? 


By  Toni  Mack 


T|he  Republic  of  Texas — off  on 
its  own  and  fiercely  indepen- 
dent of  the  25  states  that  then 
formed  the  United  States — existed  for 
a  mere  nine  years  a  century  and  a  half 
ago,  but  it's  alive  and  cherished  in  the 
unrepentantly  chauvinistic  hearts  of 
modern  Texans.  Remembering  the 
Alamo  every  chance  they  get,  Texans 
treasure  notions  of  independence 
with  a  unique — some  would  say  ob- 
noxious— vehemence.  Never  mind 
that  much  of  its  economy  hangs  on 
dangerously  squabbling 
Third  World  oil  produc- 
ers. And  never  mind, 
these  days,  that  more  and 
more  of  Texas  is  being 
snapped  up  by  outsiders. 

Consider.  Texas'  tallest 
building — indeed,  at  75 
stories,  the  tallest  west  of 
the  Mississippi — is  85% 
owned  by  a  group  led  by 
Lebanese  businessman 
Rafik  B.  Hariri.  The  build- 
ing houses  Texas  Com- 
merce Bancshares,  which 
Chemical  Bank  of  New 
York  bought  in  May. 

Coldwell  Banker  reckons  that  for- 
eigners already  own  17%  of  down- 
town Dallas  and  30%  of  downtown 
Houston.  According  to  the  Dallas 
merger  and  acquisition  firm  Rogers  & 
Davine,  out-of-state  companies  spent 
$11  billion  buying  Texas  companies 
in  the  18  months  ended  in  June.  (See 
table,  p.  188.)  Just  $2.3  billion  went  in 
the  other  direction.  Even  Texas  Busi- 
ness magazine  was  sold  last  year — to 
New  Hampshire's  Yankee  Publishing 
Inc.  Says  Southern  Methodist  Univer- 
sity economist  Bernard  Weinstein, 
"The  whole  state  is  on  sale." 
In  real  estate,  bargain  hunters  began 


to  flock  in  early  this  year,  on  the  prem- 
ise that  the  worst  of  the  bust  is  over. 
Buyers  had  a  special  gleam  in  their 
eyes  for  Dallas,  whose  diverse  econo- 
my promises  an  earlier  turnaround 
than,  say,  oil-dependent  Houston  or 
wildly  overbuilt  Austin  (see  following 
story).  Who's  buying?  "Mostly,  we're 
seeing  wealthy  individuals  looking 
for  a  three-  to  six-year  return  on  their 
money,"  says  Michael  McMenomy  of 
Coldwell  Banker's  Dallas  office. 

"We  have  bought  over  $150  million 
worth  of  properties  in  the  Dallas  area 
in  the  last  eight  months,"  boasts  Reu- 


ven  Dallal,  an  Iraqi-born,  Israeli- 
reared  Dallasite  who  opened  a  London 
office  last  year  to  hawk  Texas  real 
estate  to  Europeans  and  Arabs.  "I  tell 
my  investors,  'You're  renting  Class  A 
office  space  in  London  for  £50  a 
square  foot.  That's  about  $90.  For  less 
than  $90,  you  can  buy  a  square  foot 
here.'  "  He  recently  bought  two  sub- 
urban Dallas  office  buildings  for  40% 
of  the  outstanding  mortgage. 

Sometimes  the  discount  comes  by 
way  of  a  break  on  financing.  In  Au- 
gust, after  six  months  of  negotiations, 
New  York  investor  Robert  A.  MacFar- 
lane  bought  two  Dallas  office  build- 


ings for  $12  million  in  cash  and  re- 
structured mortgages.  Here's  the 
sweet  part:  The  lender,  First  Repub- 
licBank  Corp.,  cut  the  interest  rate 
from  prime-plus- 1%  to  8'/2%;  for  the 
first  two  years,  MacFarlane  has  to  pay 
only  4%  interest,  while  the  other 
4'/2%  accrues  unpaid;  and  the  princi- 
pal, reduced  from  $120  million  to 
$108  million,  doesn't  have  to  be  paid 
until  1997.  MacFarlane  figures  he'll 
net  as  much  as  $65  million. 

Note  to  lusting  investors:  Plenty  of 
prime  property  with  resilient,  muscu- 
lar backing  is  not  on  sale  at  bargain 
prices.  Says  Perry  Waughtal,  vice 
chairman  of  developer  Gerald  D. 
Hines  Interests,  "I  could  spend  full 
time  talking  to  people  who  want  to 
buy  the  Dallas  and  Houston  Gallerias 
[vast,  posh  and  popular  shopping 
malls].  But  they're  not  willing  to  offer 
the  price  at  which  we're  willing  to 
sell."  Owners  like  Hines,  Metropoli- 
tan Life  and  Prudential  are  strong 
enough  to  wait  out  the  downturn. 

Not  so  some  of  the  notoriously 
weak  Texas  banks.  Soon  Houston 
won't  have  an  independent  bank 
holding  company  to  its  name.  Texas 
Commerce  has  already  sold  out  to 
Chemical  Bank.  Pending  shareholder 
votes,  Los  Angeles'  First  Interstate 
Bancorp  will  buy  Allied  Bancshares. 
Chicagoan  Robert  Abboud  is  busy 
rounding  up  $500  million  in  capital  to 
take  over  First  City  Ban- 
corp, which  the  FDIC  will 
infuse  with  another  $970 
million  in  capital,  the  sec- 
ond-biggest bank  bailout 
ever. 

In  Dallas,  Republic- 
Bank  Corp.  chose  to  make 
a  lonely  stand  for  indepen- 
dence by  merging  with  In- 
terFirst  to  form  First  Re- 
publicBank.  Still,  its  suc- 
cess isn't  assured,  and  it 
remains  to  be  seen  wheth- 
er other  big  Texas  banks, 
such  as  Dallas'  MCorp, 
can  survive  without  out- 
of-state  big  daddies. 

Retailing?  Much  the  same  story. 
Neiman-Marcus,  that  legendary 
shrine  of  Texas-style  service  and  opu- 
lence, was  sold  out  of  Texan  hands  to 
Carter  Hawley  Hale  of  Los  Angeles  in 
1968.  Now  Chestnut  Hill,  Mass.- 
based  General  Cinema  Corp.  owns 
60%  of  it.  (The  rest  is  publicly  traded.) 

Sakowitz,  another  ritzy  Texas- 
based  chain  that  specialized  in  Rus- 
sian silver  fox  coats  and  the  like,  is 
about  to  fall  into  Australian  hands. 
Robert  Sakowitz,  the  founder's  great- 
grandson,  expanded  it  into  bankrupt- 
cy in  1985.  A  shadow  of  its  former  self 
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FULL- FEATURED 
FAXABIUTY! 


HALFTONE  photos  are  sent 
in  16  shades  of  gray 

BLOCK  ADAPTIVE  THRESHOLDING 
METHOD  means  pages  with  both  text  and 
halftone  images  are  s^nt  in  precise  detail. 


SUPER  FINE  MODE  ensures  high- 
resolution  transmission  of  fine  print. 


IQUID  CRYSTAL  DISPLAY 

?0-character  x  two-line)  reports 
le  status  of  every  transaction. 


FULL  COMPATIBILITY  with  G3.  G2  and 
most  North  American  6-mmute  FM  units. 


SELECTABLE  TTI 

personalizes 
transmissions  by 
printing  up  to  10 
personal  or  depart- 
mental IDs  on  each 
document. 


AUTOMATIC  SPEED- 
DIALING  for  one-touch 
access  to  30  locations. 
Coded  speed-dialing 
access  to  100  more 


APER  CHECK 
fINDOW 


EMORY  RECEPTION 

ores  up  to  seven 
coming  pages*  for 
•intout  when  the  paper 
as  been  restored. 

ICOMING  DOCUMENT  HOLDER - 

jatly  stacks  up  to  40  pages  in 
der  of  their  arrival. 


HIGH-SPEED  TRANSMISSION  at 

12  seconds/page*— gets  documents 
to  their  destinations  almost  instantly. 

AUTOMATIC  DOCUMENT  FEEDER 

automatically  feeds  up  to  30  letter  size 
sheets  and  paper  as  wide  as  1 13/4". 


f- CONFIDENTIAL 
MESSAGES  can  be  sent 
and  stored  in  another 
Canon  FAX**  with 
compatible  features. 

RELAY  BROADCAST  COMMAND 

tells  a  receiving  Canon  FAX**  to  relay 
your  message  to  many  locations 


STAMP  OF  APPROVAL 

confirms  every  transmission. 


The  Canon  FAX-410  business  facsimile.  For  speed,  performance  and  value,  it's  the  fax 
many  businesses  rely  on  to  send  and  receive  documents,  graphics,  even  picture-perfect  photos 
anywhere.  All  for  the  cost  of  a  phone  call.  The  remarkable  FAX-410.  It's  the  new  standard  in 
business  facsimile  because  it  does  everything  a  standard  fax  should  do.  Only  more. 


ased  on  CCITT  »i  Test  Chan 
Applicable  only  with  the  FAX-730 


Enjoy  easy  ex  tended  payments 
with  the  Canon  Credit  Card  Ask  tor  details 
at  participating  Canon  dealers  and  retailers 
Available  only  mUS 


Canon 

THE  FASTEST  WORDS  IN  BUSINESS  COMMUNICATIONS. 

©1987  Canon  U  S  A  .  Inc 


Canon  U.S.A.,  Inc.,  Facsimile  Division 

PO  Box  5210.  Chiton,  New  Jersey  07015  Call  toll-free  1-800-OK  CANON, 
i  Please  send  me  more  intormation  about  the  FAX-410. 
Please  have  a  salesperson  contact  me 
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What  they  have  in  common  could  keep  them  apart. 


Every  day,  hundreds  of  thousands 
of  ships  and  boats  sail  the  oceans' 
waterways. 

In  darkest  night.  In  thickest  fog. 

Fortunately  both  the  carrier 
and  the  pleasure  boat  have  the 
most  advanced  radar  systems 
from  Raytheon. 

You  would  expect  to  find 
sophisticated  electronics  aboard 
the  carrier.  And  now  Raytheon  is 
using  the  same  technology  in  a 
new  radar  for  smaller  craft. 

The  compact,  lightweight 
unit  gives  a  sharp,  clear  picture. 
And,  it  can  be  used  with  loran 
and  other  electronic  gear  from 
Raytheon  to  provide  a  complete 
navigation  system. 

For  more  than  40  years  Raytheon 


has  been  supplying  the  Navy, 
commercial  vessels,  and  pleasure 
craft  with  the  latest  in  electronic 
equipment. 

Along  the  way  we've  learned 
a  lot  about  the  fundamentals 
of  marine  electronics.  And  were 
always  looking  for  new  ways  to 
provide  greater  safety  at  sea. 

Because  sailing  the  ocean  should 
not  be  a  hit  or  miss  proposition. 

Raytheon  Company,  141  Spring 
Street,  Lexington,  MA  02173. 


Raytheon 


H  'here  quality  starts  with  fundamentals 


Going,  going,  gone 


Texans  have  been  watching  some  of  their  most  sue-  on  the  auction  block.  Herewith,  a  few  of  the  more 
cessful  businesses  and  most  prominent  properties  go   notable  examples. 


Property  /location   Business   Buyer/ location  Year  Price 

Electronic  Data  Systems/ Dallas  data  processing  General  Motors/Detroit  1984  $2.5  billion 

Texas  Commerce  Tower/Houston  office  building  Rafik  Hariri/Lefeanon  1985  203  million* 

Texas  Oil  &  G;>s  Corp/Dallas  exploration,  production  USX  Corp/ Pittsburgh  1986  3  billion 

Big  Three  Jndustries/Xongwew  industrial  gases  •  V Air  Liquide/ Paris  1986  1  billion 

Texa'.  Commerce  Bancshares/Houston  bank  holding  company  Chemical  New  York  Corp/NY  1987  1.1  billion 

Houston  Chronicle/HoustoH  newspaper  Hearst  Corp/NY  1987  415  million 

"Estimated  price  for  85%  of  building. 


(4  less-expensive  emporiums,  down 
from  11  big  stores  and  8  boutiques), 
Sakowitz  will  soon  be  80%  owned  by 
Hooker  Corp.  of  Australia.  True-blue 
Texans  who  want  to  buy  luxury  goods 
at  Texas-owned  stores  now  have  only 
Frost  Brothers,  owned  by  Dallas  in- 
vestor Sam  Wyly,  to  turn  to. 

Plenty  of  publications,  besides  Tex- 
as Business,  are  going,  too.  Dow  Jones 
&  Co.  just  bought  a  minority  interest 
in  Mediatex  Communications,  parent 
of  the  enormously  successful  Texas 
Monthly  magazine.  Hearst  Corp.  re- 
cently paid  $415  million  for  the  Hous- 
ton Chronicle;  it  also  owns  the  San 
Antonio  Light.  San  Antonio's  other  pa- 
per, the  Express  News,  is  owned  by  Ru- 
pert Murdoch's  News  America  Corp. 


One  Texan,  though,  is  buying  back 
newspapers.  Aspiring  media  baron 
William  Dean  Singleton  bought  the 
Dallas  Times  Herald  from  Los  Angeles' 
Times  Mirror  Co.  last  year  and  the 
Houston  Post  from  Toronto  Sun  Pub- 
lishing Corp.  last  month. 

The  reason  for  all  this  is  easy  to 
discern.  "We're  desperately  short  of 
capital,"  says  SMU's  Weinstein.  And 
still  feeling  more  than  a  bit  shaky 
about  the  future.  Which  is  one  reason 
the  state's  irascible  governor,  William 
P.  Clements,  set  up  a  New  York  lun- 
cheon last  month — to  beg  more  than 
two  dozen  corporate  chiefs  who  al- 
ready have  Lone  Star  outposts  for 
more  Texas  investment.  (Sedco,  the 
offshore    drilling    contractor  that 


Clements  founded,  was  sold  to  New 
York-based  Schlumberger  in  1984.) 
Houston's  mayor  has  twice  gone  to 
Japan  looking  for  fresh  money. 

Will  this  take  Texans  down  a  peg  or 
two,  make  them  stop  bragging  so 
much  about  the  glories  of  the  Lone 
Star  State?  Not  likely.  "For  25  years 
I've  had  Northerners  asking  me,  in 
effect,  'When  are  you  people  going  to 
stop  being  peculiar  and  start  acting 
like  the  rest  of  us?'  "  says  T.R.  Feh- 
renbach,  author  of  Lone  Star,  the  stan- 
dard historical  text  on  the  state.  "The 
answer  is,  probably  never.  We'll  cling 
to  the  myth  of  independence  and  em- 
pire forever." 

But  it  gets  to  be  more  of  a  myth 
with  each  passing  day.  ■ 


The  worst  real  estate  market  in  the  coun- 
try? Houston?  Nah.  Denver?  Nope. 

Welcome  to 
the  capital 
of  Texas 


By  William  P.  Barrett 

How  about  a  leisurely  stroll  around 
downtown  Austin  (area  pop.  750,000). 
Over  on  Congress  Avenue  near  the 
Colorado  River  sits  the  30-story  One 
Congress  Plaza  office  building,  four 
months  old  and  80%  empty.  A  few 
blocks  north  at  Brazos  and  Seventh 


streets  is  16-story  Austin  Centre,  one 
year  old  and  85%  empty.  The  20-story 
First  City  Centre  building  is  nearby, 
four  years  old,  one-fifth  empty  but 
just  posted  for  foreclosure. 

Nice  market  for  bottom  fishing  if 
you  have  the  cash  and  the  right  atti- 
tude. Not  many  do  these  days.  The 
capital  of  Texas  now  has  the  largest 


office  vacancy  rate  of  any  big  metro- 
politan area  in  the  nation,  39.6%  of  its 
23  million  Class  A  square  feet,  ac- 
cording to  Coldwell  Banker  Commer- 
cial Real  Estate  Services.  The  Austin 
residential  market  isn't  so  hot,  either. 
House  prices  are  down,  and  about 
14%  of  its  86,000  apartments  are 
empty.  By  several  estimates,  more 
than  80%  of  Austin  homebuilders  are 
now  "inactive."  That's  the  polite 
word  in  Texas  for  out  of  business. 

The  surprise  here  is  that  only  a  tiny 
part  of  this  disaster  can  be  blamed  on 
the  crash  in  oil  prices.  Unlike  Hous- 
ton or  even  Dallas,  Austin  never  had 
much  energy-related  business.  In- 
deed, the  oil  blues  have  created  some 
new  jobs  in  Austin.  State  government 
home  offices,  for  example,  are  now 
swollen  with  bureaucrats  transferred 
from  field  offices  shuttered  by  oil 
crash  budget  cuts. 

Austin,  however,  is  an  object  lesson 
in  quite  another  brand  of  overreach- 
ing and  optimism,  Texas  style.  As  re- 
cently as  three  years  ago,  this  quiet 
and  lovely  city,  nestled  in  the  hill 
country  of  the  state's  south-center, 
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in  fact,  we've  made  it  a  tradition. 
Tie  reason  is  simple:  we've  got  the 
jest  on  our  side. 

In  health,  education  and  municipal- 
ties,  Clark  Burrus,  Craig  Bouchard  and 
heir  people  have  made  us  the  #1  Pank 
or  the  hospital  industry.  The  #7  U.S. 
Government  Pank  in  the  Midwest. 
Tie  #1  Pank  for  Illinois  municipalities, 
lie  leader  in  innovative  college  and 


university  finance.  By  far. 

in  communications  finance,  no  one 
can  touch  us.  Led  Py  Jackie  HurlPutt, 
we  offer  more  expertise  in  caPle,  Proad- 
casting,  newspapers  and  telecom- 
munications than  anyone.  Anywhere. 
That's  a  commitment  Packed  Py  nearly 
$2  Pillion  in  loans  outstanding. 

in  real  estate  finance,  we're  a  lead 
Pank  to  the  country's  leading  real 


estate  and  mortgage  companies. 
With  Dan  Lupiani  and  his  experienced 
team,  our  clients  get  a  comPination 
of  market  knowledge  and  financial 
expertise  that's  hard  to  Peat. 

For  more  than  a  dozen  specialized 
industries,  First  Chicago  has  the 
players,  the  speed,  the  depth  and 
the  drive. 

All  we  need  is  you. 


SPECTACULAR  PERFORMANCE  IS 
NOTHING  NEW  TO  CHICAGO. 


JSP 


I 


5*  ,gffi  * 


Performance  has  always  been  a  Chicago  tradition. 

FIRST  CHICAGO 


was  being  hailed  by  the  na- 
tional media,  and  by  its  city 
fathers,  of  course,  as  a  raging 
booratown.  Leaders  said  the 
area's  unprecedented  eco- 
nomic growth — total  em- 
ployment jumped  12.3%  in 
1984 — would  continue  indef- 
initely at  that  level.  So  when 
the  growth  rate  returned  to  a 
more  realistic  3%  to  4%  a 
year — still  better  than  the 
national  average  and  above 
Austin's  historical  rate — the 
area  found  itself  wildly  over- 
built. Hence  the  shakeout. 

"There  was  a  time  when 
we  thought  this  rainbow 
would  go  on  forever,"  says 
Glenn  West,  president  of  the 
Austin  Chamber  of  Com- 
merce. "And  a  lot  of  this  was 
fostered  by  the  chamber.  It 
led  to  a  building  boom  that 
was  inappropriate  and  not 
based  on  market  considera- 
tions." Amazingly  candid 
talk  for  a  leader  of  the  cham- 
ber of  commerce.  But  then 
West,  recruited  earlier  this  year  from 
Macon,  Ga.,  is  new  to  both  the  job  and 
the  state.  He  can  safely  blame  the 
previous  administration. 

For  a  time  in  the  late  1970s  and 
early  1980s,  it  looked  as  if  nothing 


would  blemish  the  prosperity  of  Aus- 
tin, which  enjoyed  the  solid  economic 
foundation  of  the  University  of  Texas 
and  the  state  government.  The  area's 
famed  gracious  and  affordable  life- 
style helped  make  it  a  prime  benefi- 


ciary of  the  Sunbelt  econom- 
ic boom.  The  population  of 
Travis  County,  where  Austin 
is  located,  grew  42%  in  the 
decade  ending  in  1983. 

Home  prices  shot  up  20% 
a  year.  Some  parcels  doubled 
in  just  two  weeks.  "When  it 
came  to  real  estate,  there  was 
a  lot  of  the  greater  fool  the- 
ory," says  consultant  John  R. 
Lindley.  "It  didn't  matter 
what  you  paid  because  you 
could  always  sell  it  for  more 
to  a  greater  fool." 

In  1982  author  James  Nais- 
bitt — that  undeservedly  pop- 
ular master  of  hogwash — 
called  Austin  one  of  ten 
high-potential  "megatrend" 
cities  that  would  forge  a  new 
national  high-tech  economy. 
Expectations  peaked  after 
the  Microelectronics  & 
Computer  Technology  Corp. 
consortium  announced  in 
1983  it  was  coming  to  town. 
"People  went  crazy,"  recalls 
John  Lindley.  "They  thought 
we  would  become  the  next  Silicon 
Valley."  Austinites  even  coined  a 
word:  Silicon  Gulch. 

Silicon  Gulp  is  more  like  it  now. 
The  research-oriented  MCC  has  gen- 
erated fewer  than  1,000  jobs.  High- 


Shirley  Kaneda 


FINEST  BLENDED  SCOTCH  WHISKY 

This  year  has  really  flown  by. 
Do  you  realize  there  are  only 
18  shopping  days  left  'til 
bankruptcy?  Luckily,  Ballantine's 
is  still  a  good  value." 


The  more  you  know  about  Scotch,  the  more  you  like  Ballantine's. 


Blended  Scotch  Whisky.  86  Proof.  Bottled  in  Scotland.  Imported  by  "21"  Brands,  Inc..  Newark.  NY  ®  1987. 
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High  Altitude 
Reliability 


There  is  absolutely  no  room  for  compromise  in  assuring  the 
operational  and  structural  reliability  of  components  for  U.S.  Air 

Force  high  altitude  reconnaissance  aircraft,  like  the  SR71. 
Fansteel's  Precision  Sheet  Metal  operation  conforms  to  such 
meticulously  precise  quality  assurance  standards  in  its  production  of 
after-burner  combustion  chamber  liners  for  the 
SR71  's  Pratt  &  Whitney  engines. 

This  is  only  one  example  of  how  Fansteel  companies  are  meeting 
U.S.  and  international  military  and  domestic  industrial  requirements 
with  a  consistently  expanding  materials  technology. 

It  will  pay  you  to  know  more  about  us. 


[fansteel 


An  integrated  producer  of  refractory  metals  and  fabricated  products  for  the  electronics, 
electrical,  aircraft/aerospace,  metalworking,  energy  and  chemical  industries. 


FANSTEEL  INC.  Number  One  Tantalum  Place  •  North  Chicago,  IL  60064  •  (312)  689-4900 


led  a  simple  office  phone." 


d  a  larg 

telecommun 

"I  need  voice  only,, 

"I  need  voice  anc 

"I  need  digital 

"I  need  transmission 

f  f  I  need  tie  lines? 

"B  need  WATSi 


istom-taitored 
tions  system!' 


99 


tal' 

[ling. 

lipment." 


ies'.' 


"One  company 
can  handle  all  your 
telecommunications 
needs?  GEE!" 

(No,  GTE!) 

Perhaps,  right  now,  you  have  only  one 
small  need.  Then  again,  you  may  need 
your  entire  telecommunications  system 
revamped. 

Whatever  the  situation,  you  can  count 
on  your  GTE  account  manager  to  solve 
your  every  problem. 

If  you  do  need  a  new,  updated  system, 
first  we'll  make  a  complete  audit  and  anal- 
ysis of  your  current  one.  Then,  with  the 
help  of  experts  in  all  the  various  tele- 
communications areas,  we'll  develop  a 
communications  management  plan  spe- 
cifically tailored  to  your  business  needs. 

The  plan  will  include  recommenda- 
tions for  local  telephone  services,  office  sys- 
tems (including  office  automation  equip- 
ment ) ,  and  any  complementary  communi- 
cations services  that  should  be  considered 
(cellular  mobile  phones,  radio  paging, 
etc.). 

After  the  plan  is  implemented,  your 
GTE  account  manager  will  continue  to 
stay  in  touch  with  you.  Helping  you.  Ad- 
vising you.  Keeping  you  one  step  ahead. 

1-800-CALL-GTE 


Through  all 
lands  of  weather 


Through  all  kinds  of  weather,  for  nearly 
30  years,  Twentieth  Century  Investors  has 
successfully  stood  by  our  commitment  to 
achieve  solid,  long-term  results  for  our 
investors.  The  recent,  sudden  storm  in  the 
financial  markets  has  in  no  way  lessened  that 
commitment. 

We  remain  firmly  rooted  in  the  nation's  heartland 
.  .  .  continuing  our  disciplined  search  for  the 
types  of  growth  opportunities  that  build  great 
long-term  records.  Our  success  comes  not  from 
trying  to  outguess  the  market,  but  from 
patiently  following  a  solid,  sensible  investment 
philosophy. 

If  you  share  our  confidence  in  the  long-term 
view,  we'd  like  to  hear  from  you.  We'll  send  you 
our  current  Prospectus.  Please  read  it  carefully 
before  investing. 

Call  toll-free:  1-800-345-2021 


No-Load,  No-Minimum  Mutual  Funds 

PO.  Box  419200.  Kansas  City,  MO  64141-6200 


tech  manufacturing  still  constitutes 
less  than  10%  of  the  Austin-area 
economy. 

Downtown  office  rents  have  tum- 
bled from  $20  per  foot  a  year  in  1984 
to  maybe  $13.50  now.  Apartment 
rents  have  dropped  17%  in  two  years. 
Today  a  pleasant  two-bedroom,  1,000- 
square-foot  apartment  rents  for  less 
than  $500  a  month. 

But  a  lot  of  people  can't  afford  even 
these  reasonable  rents.  Business  fail- 
ures as  measured  by  Dun  &.  Bradstreet 
are  nearly  double  last  year's  rate.  Also 
way  up  are  bankruptcies,  most  nota- 
bly that  of  John  Connally,  the  former 
governor  and  presidential  candidate 
who  tried  unsuccessfully  to  make  a 
splash  here  as  a  developer. 

The  unemployment  rate,  once 
2.7%,  is  up  to  6.7%,  and  unemploy- 
ment claims  have  increased  157%  in 


"There  was  a  time  when 
we  thought  this  rainbow 
would  go  on  forever** 
says  Glenn  West,  president 
of  the  Austin 
Chamber  of  Commerce. 
"And  a  lot  of  this  was 
fostered  by  the  chamber. 
It  led  to  a  building 
boom  that  was 
inappropriate  and 
not  based  on  market 
considerations. " 

"When  it  came  to  real 
estate,  there  was  a  lot  of  the 
greater  fool  theory,"  says 
consultant  John  Lindley. 


two  years.  Foreclosures  this  month 
are  up  60%  over  last  December,  ac- 
cording to  Real-Comp,  an  Austin  re- 
porting service. 

There  is  a  lesson  in  all  this.  Be  care- 
ful that  your  expectations  don't  lose 
touch  with  reality.  Actually,  Austin 
hasn't  stopped  growing.  The  local 
economy  as  a  whole  is  still  expanding, 
though  at  a  far  slower,  some  would 
even  say  more  reasonable,  pace  than 
before. 

The  number  of  jobs  is  up  10,700,  or 
2.7%,  over  a  year  earlier,  according  to 
the  latest  report  of  the  Texas  Employ- 
ment Commission.  Of  the  9  million 
square  feet  of  empty  prime  office 
space  (most  of  it  built  in  the  past  six 
years  and  never  leased),  about  1  mil- 
lion will  be  occupied  this  year.  That  is 
still  a  pretty  fair  clip. 

So,  the  economy  isn't  sick,  al- 
though a  lot  of  local  businesses  are. 
It's  an  old  story,  but  business  people 
never  seem  to  remember  it:  Believing 
your  own  hyperbole  is  the  most  dan- 
gerous thing  in  the  world.  ■ 
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WHILE  YOU'RE  READING  THIS  MAGAZINE, WE'RE 
HARD  AT  WORK  WITH  EXXON  IN  BASS  STRAIT. 


Australia's  International  Resources  Enterprise 


We're  one  of  the  world's  most  successful  resource  companies  and  in  Bass  Strait,  off  the  coast  of  South 
Eastern  Australia,  we  produce  over  60%  of  Australia's  oil  needs  in  company  with  Exxon. 

On  the  other  side  of  Australia,  930  miles  north  of  Perth,  we're  working  with  Shell,  BP,  Woodside,  Chevron 
and  MIMI  on  the  North  West  Shelf  natural  gas  project.  One  of  the  world's  biggest  resource  developments,  natural 
gas  and  condensate  are  already  being  produced  for  the  domestic  market,  and  the  LNG  phase  is  on  schedule  for 
delivery  in  late  1989. 

In  Chile  we're  developing  a  huge  copper  find  with  RTZ  and  a  consortium  of  Japanese  companies  headed  by 
Mitsubishi.  We  work  with  Mitsui  on  iron  ore  and  coal  projects,  with  Sumitomo  on  steel  and  with  Newmont  Mining 
on  gold.  Last  year,  our  sales  totalled  US$6.2  billion,  and  earnings  were  US$598*  million.  Gross  assets  approximate 
US$12.4  billion. 

To  learn  more,  contact  Jean  Goity,  Manager  US  Investor  Relations,  BHP  (The  Broken  Hill  Proprietary 
Company),  550  California  Street,  San  Francisco,  California  94104.  Tel:  (415)  774  2288. 

•Before  minority  interests  and  extraordinary  items.  Note:  All  figures  quoted  based  on  Reuters  Hedge  settlement  rateof  US$0.7115  =  $A1  of  Monday,  31  August.  1987.  McCANN  BHC1  1 


The  Money  Men 


By  Steve  Weiner 


made  business  professor  Clay 
Hamner  stand  out  from  the  crowd?  He's  a 
master  of people,  not  just  money. 

How  to  win  friends 
and  enrich  people 


Rt-niamin  Poner/Archive 


Montrose  Capital  Corp.  's  Clay  Hamner 

"He  has  a  knack  for  finding  rich  people. 


The  big  turning  point  for  Clay 
Hamner,  entrepreneur  and  money 
manager  to  the  rich,  came  one  eve- 
ning in  1975  aboard  a  jetliner  stuck  on 
the  ground  at  Chicago's  O'Hare  Field 
in  a  thunderstorm. 

Seated  next  to  Hamner  was  a  distin- 
guished older  man,  a  big  box  on  his 
lap.  "I  looked  over  there  and  this  box 
was  oozing  cake  icing,"  recalls 
Hamner,  a  30-year-old  Northwestern 
University  professor  at  the  time.  "I 
told  him,  'You've  got  a  problem.'  He 
looked,  and  that  broke  the  ice." 

The  older  man  was  Roy  Carver, 
founder  of  Bandag,  the  tire  retreader, 
and  that  chance  encounter  led  to  a 
business  relationship  between  the 
two  that  lasted  until  Carver's  death  a 
few  years  ago.  Carver  persuaded 
Hamner  to  begin  managing  real  estate 
deals,  eventually  handing  him  $1  mil- 
lion to  buy  buildings  in  downtown 
Durham,  N.C. 

Lots  of  business  professors  know 
how  to  read  a  balance  sheet.  But  few 
have  Clay  Hamner's  knack  for  devel- 
oping profitable  partnerships.  For 
Hamner,  the  good  old  boy  network  is 
an  art  form.  The  core  of  his  network  is 
a  dozen  or  so  buddies — people  like 
Chicago  tycoons  Jay  Pritzker  (Mar- 
mon  Group)  and  Lester  Crown  (Gen- 
eral Dynamics) — investing,  through 
Hamner's  Durham-based  Montrose 
Capital  Corp.,  in  real  estate,  banking 
and  retail  projects.  When  the  invest- 
ments work  out,  they  can  deliver  an- 
nual returns  on  the  order  of  30% .  So 
far,  the  outside  investors  say,  Hamner 
has  rarely  disappointed. 

Example:  In  1986  Montrose  and  its 
limited  partners  invested  about  $9 
million,  or  $8,000  an  acre,  to  buy 
1,100  acres  near  Manassas,  Va.,  as  the 
basis  for  Robert  Trent  Jones  Interna- 
tional, a  residential  and  recreational 
development  to  be  built  around  three 
golf  courses.  Today,  Hamner  says,  he 
is  turning  away  bids  to  buy  the  land 
for  $44,000  an  acre.  "We  think  it's 
worth  far  more  than  that,  built  out," 
says  Hamner.  "We'll  invest  more  to 
make  it  worth  more." 

"He  has  a  knack  for  finding  rich 
people.  His  investors  don't  want  to 
get  rich,  they  already  are  rich,"  says 
J.B.  Fuqua,  a  dealmaker  from  way 
back  as  chief  executive  of  conglomer- 
ate Fuqua  Industries  and  a  frequent 
player  in  Hamner's  propositions. 

Hamner,  42,  grew  up  mostly  in 
Georgia,  eager  to  escape  its  provin- 
cialism. After  finishing  two  degrees 
from  the  University  of  Georgia,  a  stint 
with  the  Army  medical  corps  and  a 
doctorate  in  business  administration 
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Time  Flies 


Every  minute,  every  hour,  every  day 


around  the  world,  aircraft  are  taking  off 
powered  by  CFM56  engines.  These 
powerplants  provide  record-setting  dis- 
patch reliability  of  better  than  99.9%. 
This  is  performance  so  dependable, 
millions  of  travelers  could  set  their 
watches  by  CFM56-powered  flights. 

What's  more,  CFM56  engines  aver- 
age only  one  visit  to  the  shop  every 
3'/2  years.  And  ten  year  maintenance 
savings  often  climb  to  more  than 
$2  million  per  aircraft. 

In  just  a  few  short  years,  CFM56 
has  become  a  best  seller  in  the  world 
of  turbofans  and  a  choice  for  the 
newest  generation  of  aircraft.  Time 
flies  when  you  are  turning  in  a  remark- 
able performance. 


A  World  of 
Information 


As  the  world's  most  comprehen- 
sive research  tool,  we  help  take 
the  guesswork  out  of  decision- 
making by  providing  client,  industry 
and  competitive ,  ipfoimatbo  in 
seconds.  DataTimes'  provides  instant 
computer  access  to  the  ful  text  of 
over  200  newspaper,  newswire,  and 
business  databases  from  local,  na- 
tional and  interncrtfonal  ■  resources 
worldwide. 

Some  of  the  databases  include 
USA  TODAY,  The  Washington-  Post, 


San  Francisco  Chronicle,  The  Pallas 
Morning  News,  Associated  Press 
Newswire,  Canadian  and  Australian 
newspapers,  and  a  full  gateway  to 
the  services  of  Dow  Jones 
News/Retrieval.® 

Contact  DataTimes  foday  and  begin 
accessing  a  world  of  information. 

800/642-2525  or  405/751-6400 
In  Canada  416/489-6640.*;    • . 


DatsTimes 


Parkway  Pla'za,  Suite  450 
14000  Quail  Springs  Parkway 
Oklahoma  City,  OK  73134 


Source:  Don  Bowdren  Associates,  1987 


at  Indiana  University,  he  began  a  ca- 
reer as  business  professor  at  Michigan 
State,  and  Boston,  Northwestern  and 
Duke  universities.  But  his  instinct  all 
the  while  was  to  be  an  entrepreneur. 
And  so,  in  the  early  1970s,  the  young 
Michigan  State  professor  turned  an 
extracurricular  assignment  teaching 
management  to  tennis  club  operators 
into  a  lucrative  connection.  On  that 
job  Hamner  met  Alan  Schwartz,  now 
the  wealthy  president  of  Tennis  Corp. 
of  America,  Chicago-based  operator  of 
35  courts  and  fitness  clubs,  and  head 
of  a  family  investment  group. 

Schwartz  allowed  Hamner  to  invest 
small  sums  in  various  real  estate 
deals.  From  those,  Hamner  says,  he 
learned  how  to  structure  a  transac- 
tion. And  he  met  Schwartz'  friends 
and  associates,  investors  all,  who  put 
him  in  touch  with  other  deals — a  ho- 

Tfie  plane  was  stuck  in  a 
thunderstorm.  Seated  next 
to  Hamner  was  a 
distinguished  older  man,  a 
big  box  on  his  lap.  "I  looked 
over  there  and  this  box  was 
oozing  cake  icing,"  recalls 
Hamner.  "I  told  him,  'You've 
got  a  problem.'  He  looked, 
and  that  broke  the  ice." 

tel  here,  a  stage  play  there,  even  the 
potential  buyout  of  a  Brazilian  tennis 
shoe  company.  "I  learned  more  from 
the  people  who  hired  me  as  a  consul- 
tant and  from  people  like  Al  Schwartz 
than  any  of  them  ever  learned  from 
me,"  says  Hamner.  "These  people 
were  my  real  education."  Says 
Schwartz,  "Clay  could  be  self-depre- 
cating about  his  southern  back- 
ground, but  about  the  time  he  had  you 
believing  he  fell  off  the  turnip  truck, 
you'd  realize  he's  the  one  who  hit  you 
on  the  head  and  is  driving  away." 

Hamner  made  other  valuable  con- 
tacts through  courses  in  entrepre- 
neurship  he  taught  at  Duke's  Fuqua 
School  of  Business.  Among  class 
speakers  were  Pritzker  and  Crown, 
real  estate  magnate  Trammell  Crow, 
potato  grower  J.R.  Simplot  and  Mesa 
Petroleum's  T.  Boone  Pickens. 

How  does  this  web  of  relationships 
work?  Like  a  three-bank  shot  in  bil- 
liards. Take  the  Manassas  golf  course 
project.  First  bank:  Hamner,  age  14, 
meets  Fuqua,  then  part  owner  of  the 
Augusta  bakery  where  the  youth 
worked,  and  maintains  the  relation- 
ship over  the  years  through  Demo- 
cratic Party  politics,  and  later  the  Fu- 
qua business  school  at  Duke.  Second 
bank:  Fuqua,  in  turn,  introduces 
Hamner  to  his  Fort  Lauderdale  neigh- 
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THE  ROAD  TO  CAREFREE  TRAVEL  IS  PAVED 
WITH  AMERICA'S  LARGEST  NETWORK  OF  HMOs, 

HMOs,  as  you  know,  do  a  good  job  of  providing  health  care  benefits  to  members  while 
they  are  in  their  home  area.  It's  those  occasions  when  they're  away  from  home  that  often  cause 
you  concern. 

That's  why  Blue  Cross  and  Blue  Shield  Plan  HMOs  have  instituted  an  'Away  From  Home 
Care"  program.  Now,  members  of  our  HMOs  traveling  anywhere  throughout  the  HMO-USA 
network  of  over  200  cities  can  receive  help  when  an  unexpected  illness  or  injury  occurs.  The 
member  simply  calls  a  toll-free  number  and  is  directed  to  the  nearest  participating  HMO-USA 
facility  There  won't  be  any  claim  forms  to  fill  out,  or  any  hassles  at  all. 

We  have  even  more  ways  to  help  you  organize  your  HMOs.  All  you  have  to  do  is  follow 
these  simple  directions:  Call  1-800-4-HMO-USA. 

HMO-USA  is  just  one  of  the  many  innovative  products  from  the  nation's  Blue  Cross  and 
Blue  Shield  Plans  designed  to  help  you  effectively  manage  your  health  benefits  program. 

The  'Away  From  Home  Care'  HMO  network 


Carry  the 
Caring  Card® 

The  card  that  cares  for  the  U.S.  Olympic TeamSM 


i  the  Class  of  '96  wante 
ommunications  worke 


Recently,  a  group  of  curious  third  graders 
visited  NEC.  We  showed  them  what  we've 
shown  thousands  of  curious  executives— that 
in  today's  business  world,  increased  produc- 
tivity starts  with  a  concept  called  C&C. 
Computers  and  Communications  working 
together.  C&C  is  an  effective  solution  for  the 
managing  and  moving  of  information. 

C&C  Computers  and  Communications 


In  your  office,  C&C  means  quality  Nl 
products  such  as  advanced  personal  com- 
puters, digital  telephones,  and  high-speed 
facsimile  terminals,  all  working  together 
through  a  powerful  Information  Manager™ 
System  (IMS). 

For  your  corporation,  it  means  local  a 
wide  area  networks,  using  NEC  technology 
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)  learn  how  computers 
)gether,  NEC  showed  them* 


y  voice,  data,  text  and  image  information 
ind  a  building.  Or  around  the  world. 

Today,  NEC  has  an  impressive  record  of 
ing  complicated  networking  problems  for 
tpanies  of  all  sizes.  Whether  it's  creating 
r  first  system,  or  adding  to  an  existing  one, 
e  with  you  every  step  of  the  way. 

If  you'd  like  to  learn  how  Computers  and 


Communications  can  work  together  for  your 
business,  please  write  or  call: 
NEC  America, Inc.,  Corporate  Marketing, 
8  Old  Sod  Farm  Road,  Melville,  NY  11747 
Telephone: 
1-800-626-4952 
(in  New  York 
1-516-293-3015) 


SEC 


F  TAKES  VISION 
TO  REACH  THE  LATIN 
AMERICAN  MARKET 

Major  intl.  advertisers  reach  leaders  of  business,  industry  and 
government  in  Latin  America's  leading  news/business  magazine, 
VISION. 


Lamieva  era 
democratica 


LA  REVISTA  LATINOAMERICANA 


Sales  Offices: 

Seoul  779-1 538/London  (1  )584-8588/Tokyo  (03)546-2231 /Dusseldorf  (211  )5 7-30-26/Madrid - ( 1  )456-2 778 /Paris 
(1)45006608/l\lew  York  (2 1 2)744-91 30/San  Francisco  (4 1 5)42 1  -7950/Los  Angeles  (213)382-6346/Zurich 
(1)720-73  73/Milan  (2)89003 18/Sao  Paulo  (011)853-4133. 


When  a  401  (k)  plan  seems 
more  a  problem  than  a  benefit 


Establishing  and  main-  It'c  *i 

taming  a  401(k)  plan  for  n*  UlDe  fo  falktnQ^  w 

your  employees  should  URnn  :>-»-»  ,  ^W(fer 

be  a  readily  attainable  _      °UU"#3-6JQ5  &yt  ■ 

At  Scudder,  we  deliver 
effective  401  (k)  programs 
which  feature  no-load 
mutual  funds.  We  under- 
stand the  retirement 
planning  needs  of  companies  like  yours 
so  thoroughly,  we  can  make  your  plan  a  virtually  turnkey  operation. 

Scudder,  Stevens  &  Clark  has  been  a  professional  money  manager 
since  1919,  and  now  manages  over  $30  billion.  Call  Scudder  today 
and  turn  our  experience  to  your  benefit.  1  -800-323-61 05  Ext.  404 

For  more  complete  information,  including  management  fees  and  expenses,  call  for  a  current  pro- 
spectus. Read  carefully  before  you  invest  or  send  money.  Scudder  Fund  Distributors,  Inc.,  Underwriter. 

SCUDDER 


bor,  R.  David  Thomas,  founder  of  the 
Wendy's  hamburger  chain  and  now  a 
Montrose  investor.  Third  bank: 
Thomas  introduces  Hamner  to  Robert 
Trent  Jones,  the  renowned  golf  course 
architect,  who  had  an  option  on  the 
land  but  insufficient  capital  and  man- 
agement skill. 

From  all  of  this,  Hamner  has  estab- 
lished some  conservative  investment 
principles.  He  prefers  asset-based  in- 
vestments; 65%  of  his  holdings  are  in 
real  estate,  including  the  5,300-acre 
Treyburn  residential  and  manufactur- 
ing development  north  of  Durham, 
and  the  1,500-acre  Gwinnett  Progress 
Center,  a  research  park  outside  Atlan- 
ta. He  doesn't  leverage  heavily.  Mon- 
trose investors  may  double  or  triple 
their  money  over  time,  but  they're 
unlikely  to  do  much  better.  Montrose 
investors  have,  since  1984,  anted  up  a 

Says  wealthy  Chicagoan 
Alan  Schwartz,  "Clay  could 
be  self-deprecating  about 
his  southern  background, 
but  about  the  time  he  had 
you  believing  he  fell  off  the 
turnip  truck,  you'd  realize 
he's  the  one  who  hit  you  on 
the  head  and  is  driving 
away." 

total  of  about  $300  million  on  a  half- 
dozen  or  so  deals  a  year. 

Not  everything  has  worked.  A  1986 
investment  in  thrift  stocks  lost  11 
cents  on  the  dollar.  A  1985  scheme  to 
take  over  PepsiCo  and  make  it  into  a 
master  limited  partnership  never  got 
off  the  ground. 

Still,  most  projects  have  panned 
out.  Hamner  paid  $105  million  earlier 
this  year  to  buy  Pantry,  a  Sanford, 
N.C. -based  chain  of  480  convenience 
stores  in  North  and  South  Carolina. 
He  wants  to  boost  Pantry's  size  to 
2,000  stores  and  has  bid  on  units  from 
three  other  companies  to  get  there. 
Another  recent  focus:  banking.  Un- 
daunted by  his  earlier  failure,  or  by 
doubts  about  the  region's  economy 
(Forbes,  Sept.  7),  Hamner  plans  a  $120 
million  investment  next  year  in  mi- 
nority stakes  in  New  England  thrifts. 
And  he  and  others  have  started  a 
bank,  Bankers  Trust  of  North  Caroli- 
na, as  a  vehicle  to  acquire  other  small 
banks.  The  aim:  a  $1  billion  asset  base 
for  sale  to  another,  larger  buyer. 

"My  investors  don't  really  need 
me,"  Hamner  says.  "They  look  to  us 
to  diversify  their  portfolio,  and  as  a 
partnership  that's  not  a  'Street'  deal. 
Anybody  who  wants  30  times  their 
money  should  look  someplace  else. 
All  we  want  is  to  get  rich  slowly."  ■ 
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Its  Bayer  USA. 

A  group  of  progressive,  dynamic,  forward-looking  companies  like  Miles  Inc.  and 
Mobay  Corporation. 

Our  businesses  range  from  chemicals  to  health  and  life  sciences  to  imaging 
and  graphic  information  systems. 

And  those  individual  successes  added  up  to  make  us  #1 1 7  in  our  very  first  year! 

Actually,  if  the  sales  of  Agfa-Gevaert,  Inc.  and  Com  pug  raphic  Corporation,  two 
affiliated  companies,  had  been  included,  Bayer  USA  would  have  been  ranked  much 
higher  on  the  Fortune  List. 

Given  our  commitment  to  research  and  development,  our  rise  should  be  steady 
from  here  on.  We  have  access  to  a  worldwide  R&D  budget  of  more  than  $1  billion  - 
one  of  the  largest  in  the  chemical  industry- through  our  parent,  Bayer  AG  of  West 
Germany.  And  we  devoted  $200  million  last  year  to  research  programs  here  in  the 
U.S.  alone. 

So  our  dedication  to  growth  in  the  years  ahead  is  deep.  And  our  perspective 
is  worldwide. 

For  more  information  about  Bayer  USA,  one  of  the  most  potent  new  factors  on 
the  American  industrial  scene,  contact 
Bayer  USA  Inc.,  attn.  Elliot Schreiber,  Dept. 
1D,  One  Mellon  Center,  Pittsburgh,  PA 
15219-2502. 


Bayer  usa  inc. 


MEETING  A  WORLD  OF  NEEDS. 


Statistical  Spotlight 


Suppose  you  want  to  spend  your  income 
without  impairing  your  capital.  What  kind 
of  yield  can  you  allow  yourself  in  .  an 
inflationary  economy? 

Sustainable  yield 


By  William  Baldwin 


Don't  dip  into  capital,"  said 
our  conservative  forebears. 
When  most  capital  took  the 
form  of  land,  that  admonition  was 
easily  heeded.  The  owner  of  an  estate 
lived  off  its  fruits  and  sold  acreage 


only  when  the  sheriff  was  at  the  door. 

The  question  is  a  little  trickier  if 
capital  is  a  portfolio  of  securities.  Giv- 
en inflation — and  inflation  usually  is 
given — some  portion  of  the  total  re- 
turn must  be  reinvested  merely  to 
maintain  the  estate.  Spend  the  entire 
coupon  from  a  bond  and  you  may  find, 


Steady  income 


These  companies  have  kept  payouts  up  with  inflation  since  1977. 


Pet-share  growth2  Ratio  dividends  to 


Company/business 

Yield' 

Price 

earnings 

dividends 

earnings 

cash  flow 

•  New  England  Electric/NE  elec  util 

8.5% 

24% 

10.0% 

7.5% 

64% 

31% 

Providence  Energy/gas  distrib 

7.3 

27 

17.5 

10.5 

63 

40 

Florida  Progress/Fla  elec  util 

7.0 

35% 

7.5 

8.0 

66 

37 

Consolidated  Edison/NYC  elec  util 

6.9 

43% 

9.5 

14.5 

66 

43 

Southern  Indiana  Gas/elec  &.  gas  distnb  6.8 

32  Vi 

8.0 

9.0 

64 

34 

Shell  Transport/oil  production 

6.8 

70% 

7.5 

16.5 

54 

24 

National  Fuel  Gas/gas  distrib 

6.5 

18% 

9.5 

8.0 

64 

34 

UtiliCorp  United/Missouri  elec  util 

6.4 

16 

9.5 

8.5 

59 

29 

foslyn/electric  components 

6.4 

24  Va 

8.5 

10.0 

61 

48 

Am  Bankers  Ins/insurance 

6.3 

7% 

13.5 

10.0 

38 

19 

Questar/gas  distrib,  explor 

6.0 

31% 

8.0 

8.5 

60 

30 

DeSoto/paints,  coatings 

6.0 

23% 

14.0 

11.5 

66 

26 

Louisiana  Gen  Serv/gas  distribution 

5.9 

11  Vi 

9.0 

11.5 

48 

18 

Countrywide  Credit  Ind/mtgage  bnking  5.7 

6'/8 

39.5 

22.0 

20 

17 

Chemed/cleaning  products 

5.3 

30% 

9.0 

16.5 

32 

24 

UST/snuff,  chew  tobacco 

5.2 

24% 

17.5 

18.5 

53 

46 

Aon3/individual  insurance. 

5.2 

23'A 

9.5 

13.0 

40 

NA 

Barry  Wright/computer  furniture 

5.1 

l2Vs 

15.0 

19.0 

72 

37 

Lincoln  Telecomm/Nebr  tele  util 

5.0 

23 

8.5 

9.5 

52 

20 

Federal-Mogul/auto  components 

5.0 

31% 

11.5 

8.0 

71 

30 

American  Brands/cigarettes.  liquor 

5.0 

42% 

12.0 

11.5 

51 

40 

'Based  on  estimated  dividends,  next  12  months.    2Past  10  years.    -'Formerly  Combined  Intl 


Source  Value  Line  Investment  Sendees  via  Lotus  One  Source 


a  decade  later,  that  the  principal's  pur- 
chasing power  is  half  gone.  Or  worse. 

Stocks,  on  the  other  hand,  hold  out 
the  hope  of  keeping  their  owners 
whole,  so  long  as  capital  gains  are 
reinvested  and  only  the  dividends  are 
spent.  Charles  Ellis  of  Greenwich  As- 
sociates, business  strategy  consul- 
tants, gives  an  example:  "You  could 
invest  the  portfolio  and  get  4%  in 
dividend  return.  That  dividend  you 
could  realistically  expect  to  grow  at  i 
6%,  which  would  be  just  about 
enough  to  offset  the  ravages  of  infla- 
tion." The  principal,  presumably, 
would  also  appreciate  at  6%,  keeping 
a  level  value  in  real  terms,  he  says. 

Sounds  reasonable,  but  it's  not  so 
simple  to  do.  It's  not  easy  to  find 
stocks  with  good  yields,  weil  covered 
by  earnings  and  cash  flow,  and  a  histo- 
ry of  keeping  dividends  up  with  the 
cost  of  living.  Indeed,  on  the  Value 
Line  compact  disk  of  1,666  common 
stocks,  we  found  only  21  that  meet 
what  we  feel  are  reasonable  criteria 
for  providing  both  income  and  infla- 
tion protection.  Here  were  our  specif- 
ic criteria: 

Yield  of  5%  or  more. 

Earnings  and  dividends  per  share 
growing  over  the  past  decade  at  least 
as  fast  as  the  price  index. 

Forecast  for  1988  earnings  no  lower 
than  1986  earnings. 

Current  dividend  payout  no  greater 
than  75%  of  earnings  and  no  greater 
than  50%  of  cash  flow,  which  Value 
Line  defines  as  earnings  plus  deprecia- 
tion and  amortization. 

In  short,  the  income  from  this  as- 
sortment of  stocks  should  be  fairly 
safe  for  the  time  being. 

Even  this  basket  of  stocks  wouldn't 
necessarily  do  the  trick:  Alas,  taxes 
must  be  paid  not  only  on  the  dividend 
income  but  also  on  capital  gains. 
Some  or  all  of  those  gains  will  not  be 
true  income  at  all  but  will  merely 
maintain  the  investor's  purchasing 
power.  In  short,  after  taxes  and  infla- 
tion, the  stockholder  who  is  investing 
for  income  may  be  lucky  to  have  as 
much  as  a  4%  spendable  annual  re- 
turn. If  he  takes  more,  he  may  be 
dipping  into  capital. 

A  further  caution  is  in  order.  This 
list,  like  any  list  of  high-yield  stocks, 
contains  a  heavy  dose  of  utilities. 
They  may  not  survive  the  next  bout  of 
inflation  as  well  as  they  have  the  last 
one.  The  tobacco  stocks  don't  have 
that  problem,  but  they  have  lawsuit 
risks.  It's  hard  to  find  a  stock  that  has 
everything  right  with  it. 

Put  it  this  way:  Unless  you've  got 
an  awful  lot  of  capital,  living  well  off 
it  without  penalizing  your  heirs  isn't 
easy.  ■ 


Mr 
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Determination  is  a  powerful  asset 


Total  Assets,  $9.7  Billion.  Revenues,  $3.5  Billion.  Shareholders'  Equity,  $2.7  Billion. 

General 


America's  Largest  Reinsurance  Group 


nancial  data,  twelve  months  ended  September  30,  1987 

387  General  Re  Corporation,  Financial  Centre,  Stamford,  CT 


We  document  dreams. 


It's  only  a  dream  until  it's  seen  on  a  screen,  or  put  doi 
on  paper.  Nothing  in  the  office  Hies  until  it  becomes 
a  document. 

Today's  document  can  be  a  piece  of  paper,  an  electro 
image  on  a  screen  or  both.  And  a  whole  new  general 
of  Xerox  machines  and  systems  are  making  output 
outstanding.  There  are  high-speed  laser  printers  that 
in  hours  what  once  took  days.  Scanners  that  convert 
paper  documents  into  electronic  documents. 
Sophisticated  FAX  machines  to  speed  documents  ov^ 
phone  lines.  And  expert  publishing  systems,  using  w 


XEROX 


'ou-see-is-what-you-get  computer  simulation,  that  bring 
minting  house  capabilities  in-house. 

-low  document  content  can  be  as  exciting  as  document 
reation.  The  result—  whether  it's  a  1,500-page 
tperational  guide  for  the  Space  Shuttle  or  a  5-page 
lown-to-earth  proposal— is  not  only  great-looking 
locuments  produced  faster,  but  information  vital  to  our 
>usinesses  and  to  our  lives  made  more  accessible 
ind  useful. 


heritage,  our  day-to-day  business,  and  our  role  as  a 
leader  in  office  productivity.  For  more  information  about 
document  processing  and  what  it  can  do  for  you,  write  to: 
Xerox  Corporation,  RO.  Box  24,  Rochester,  NY  14644, 
or  call  1-800-TEAM-XRX,  Ext.  290B.  Whether  it's 
printed  on  paper,  seen  on  a  screen,  a  perfect  copy,  or  a 
brilliant  original— what  you  see  is  what  we  do. 


Document  processing  from  Team  Xerox.  It's  our  tyfe  CfOCUffieflf  t/l©  WO  Fid. 


in  Guirlinger  manufactures  housing. 
Finding  buyers  is  no  problem:  His  Cardi- 
nal Industries  buys  most  of  the  stuff.  This  is 
probably  the  most  integrated  housing  out- 
fit in  the  country. 

The  lord 
of  modular 


By  Eric  Schmuckler 


Austin  Guirlinger  wants  to  be 
thought  of  as  the  Henry  Ford  of 
b  housing.  He's  probably  the 
thousandth  American  who  has  been 
bitten  by  that  particular  bug.  But 
Guirlinger  just  might  achieve  his  am- 
bition while  getting  very  rich  in  the 
process. 

Most  of  the  one-bed- 
room apartments  his  Car- 
dinal Industries  develops 
in  cities  throughout  the 
eastern  U.S.  provide  ade- 
quate shelter  at  what  to- 
day passes  for  a  modest 
rent,  generally  $300  to 
$400  a  month.  The  rents 
are  cheap  because  these 
are  modular  units,  assem- 
bly-line-produced in  Car- 
dinal's factories.  Most  of 
the  apartment  complexes 
are  laid  out  barracks-style. 

Health  clubs?  Jacuzzis? 
Fancy  appliances?  Forget 
it.  This  is  strictly  no-frills 
housing.  The  fixtures  are 
ordinary,  the  molding  is 
plastic  and  there  are  no 
trash  compactors  or  mi- 
crowave ovens. 

Responsible  for  over 
10,000  apartment  unit 
starts  last  year,  Cardinal 
is  already  the  nation's  sec- 
ond-largest residential 
builder  (excluding  the  mo- 
bile home  folk),  behind 
Trammell  Crow. 

Guirlinger,  61,  is  a  me- 
thodical, down-to-earth 
kind  of  entrepreneur,  who 
likes  nothing  better  than 
to  go  on  to  the  shop  floor 
and  bend  his  mind  around 
a  problem.  As  a  young  of- 


fice clerk  at  General  Motors  in  1947, 
he  needed  extra  money  and  took  a 
second  job  working  the  night  shift  on 
a  GM  assembly  line.  There  it  dawned 
on  him  that  he  could  apply  mass-pro- 
duction techniques  to  construction. 

He  started  Cardinal  in  his  Colum- 
bus, Ohio  garage  in  1954,  initially 
making  roof  trusses  and  other  hous- 
ing components.  Gradually,  the  pre- 


Cardinal  Industries  founder  Austin  Guirlinger 
"Shelter  has  been  denied  the  benefits  of  manufacturing. 


fab  support  business  prospered.  In 
1970  he  began  making  12-by-24-foot 
modules,  initially  using  them  solely 
as  one-bedroom  apartments.  This 
year  Cardinal  will  churn  out  27,600 
such  modules  from  its  five  plants,  for 
use  as  apartments,  motels,  retirement 
villages  and  single-family  homes. 

Guirlinger  owns  98%  of  the  compa- 
ny, which  is  still  in  Columbus. 

The  beauty  of  assembly-line  con- 
struction is,  of  course,  its  high  effi- 
ciency. There  are  no  weather  delays, 
no  time  lost  waiting  for  inspectors  to 
show  up.  Pipes,  wires,  lumber — all  are 
ordered  to  precise  specifications,  leav- 
ing no  waste.  Sales  and  volume  are  so 
carefully  calibrated  at  Cardinal  that 
the  company  has  been  within  1.3%  of 
its  plan  in  each  of  the  last  five  years. 
This  gives  Cardinal  great  leverage 
with  its  suppliers,  because  it  can  guar- 
antee steady,  growing  demand.  Typi- 
cally, modular  designs  can  be  put  up 
for  about  75%  of  the  cost  of  compara- 
ble conventional  buildings. 

Cardinal  is  integrated  all  the  way 
from  the  factory  to  the  tenant.  Guir- 
linger sells  only  6.5%  of  his  units  to 
other  builders.  The  rest  goes  into  de- 
velopments managed  by  Cardinal  and 
co-owned  with  thousands 
of  limited  partners.  Its 
holdings  include  52,000 
apartments  and  the 
16,000-room  Knights  Inn 
budget  motel  chain.  The 
company  booked  $290 
million  in  sales  last  year 
and  held  a  substantial  part 
of  production  for  its  own 
investment  portfolio.  If 
Cardinal  had  sold  every- 
thing, revenues  would 
have  been  $611  million. 
The  comparable  figure  for 
this  year  will  exceed  $700 
million.  Excess  cash  flow 
will  run  $60  million.  Eq- 
uity: $325  million  on  a 
current  value  basis. 

Cardinal  buys  land,  pre- 
pares the  site,  manufac- 
tures the  module,  puts  it 
in  place,  rents  it  out,  man- 
ages it  and  finances  the 
whole  transaction. 

"The  manufacturing 
side  isn't  the  key,"  says 
Guirlinger.  "It's  all  these 
other  things  that  allow 
the  manufacturing  to  take 
place."  The  development 
side,  too,  is  run  with  an 
eye  to  keeping  down 
costs,  passing  the  savings 
on  to  the  tenants  in  lower 
rents.  Guirlinger  says  Car- 
dinal apartments  usually 
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When  Bell  Atlantic  needed 
space  for  seven  million 

phone  books,  they  knew 

who  to  call. 

In  1985,  with  its  business  crisscrossing  much  of  the 
astern  Seaboard,  Bell  Atlantic  needed  to  concentrate  its 
dephone  book  inventory. 

They  asked  Cushman  &  Wakefield  to  locate  a  central 
ite  where  they  might  conveniently  consolidate  their  entire 
ook  operation  under  one  roof.  We  researched  numerous 
nations  and  prepared  a  detailed  recommendation,  from 
/hich  Bell  Atlantic  chose  an  industrial  park  in  Berkeley 
tounty,  West  Virginia. 

We  then  solicited  competitive  bids  from  site  developers 
nd  made  our  recommendation.  In  addition,  we  advised  Bell 
Atlantic  on  applicable  tax  benefits  and  helped  them  secure 
elow-market  financing. 

But  Cushman  &  Wakefield's  service  didn't  stop  there, 
ve  also  negotiated  the  best  possible  terms  with  the 
eveloper,  giving  Bell  Atlantic  the  benefit  of  a  long-term 
xed-rate  lease  with  an  option  to  buy. 

Which  is  another  way  we've  earned  a  reputation  for 
eing  Business  America's  Real  Estate  Firm. 

And  for  being  the  best  in  the  business. 


A  ROCKEFELLER  GROUP  COMPANY 

business  America's  Real  Estate  Firm. 


■919B7  Cushman  &  Wakelield 


Read  two  at  night, 
Wake  inspired  in  the 
morning 

The  original  volume  of  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of  Life  was  a  bedside 
book,  a  traveling  companion,  an  ideal  birthday 
or  holiday  gift,  even  part  of  the  new  employee 
program  at  a  firm  of  business  consultants. 

Now  in  a  handsome  blue  cloth  slipcase,  the 
expanded  two-volume  edition  of  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
being  offered  to  Forbes  readers. 

The  result  of  patient  culling  month  by  month 
over  a  number  of  years,  each  volume  contains 
some  3,500  polished  gems  of  wisdom  from 
the  great  authors  of  Greece  and  Rome  down 
to  our  own  day. 

The  pages  are  generously  laid  out  on  good 
quality  paper,  a  pleasure  to  browse  through  and 
savor  at  random,  a  Thought  or  two  at  a  time. 
Alternatively,  a  special  index  allows  the  pursuit 
of  themes  such  as  thoughts  on  Courage,  Patriotism, 
Faith,  Romance  and  Taxes. 

The  binding  is  blue  cloth,  matching  the  slipcase,  with  the  lettering  on  the 
spine  imprinted  in  gold. 

The  price  for  the  two  volume  set,  $3 1 .95,  is  a  nice  saving  on  the  per  volume 
price  of  $1 8.50.  To  order,  simply  fill  out  and  mail  the  coupon  below. 


The  original  volume.  500  pages,  approximately 
3,500  Thoughts.  Same  binding  as  two-volume  set. 
Only  $18.50 


Forbes 


DEPT.  T.,  60  FIFTH  AVENUE,  NEW  YORK,  NY  1001 1 

]  Send  me  the  2-volume  boxed  set  of  The  Forbes  Scrapbook  of  Thoughts 
on  the  Business  of  Life.  My  check  for  the  special  price  of  $31 .95  enclosed. 

I    |  Send  me  the  original  one-volume  collection.  My  check  for  $1 8.50  enclosed. 

Send  to 


Address 

(please  print) 

City 

State 

Zip 

All  prices  include  postage  and  handling  charges.  Please  add  appropriate  sales  tax  on  New  York  State 
orders  and  other  states  where  apphc 


fill  up  in  six  months,  half  the  time 
most  developers  plan  on. 

And  then  came  tax  reform,  which 
didn't  help  Cardinal.  By  clamping 
down  on  real  estate  deductions,  it 
stopped  the  flow  of  cheap  tax-shelter 
money,  drying  up  a  major  source  of 
Cardinal's  funding. 

But  Guirlinger  is  nimble.  Cardinal's 
limited  partnerships — like  the  $6.5 
million  public  offering  in  registra- 
tion— are  now  structured  for  income, 
not  writeoffs.  An  equity  REIT  of  $50 
million  to  $100  million  is  in  the 
works  for  next  spring,  and  production 
has  shifted  from  shelter-oriented 
apartments  to  motels  and  retirement 
villages,  which  can  throw  off  a  lot  of 
cash.  In  October  Cardinal  placed  a  $52 
million  mortgage-backed  issue,  un- 
derwritten by  Baltimore's  Alex. 
Brown  &.  Sons,  with  a  half-dozen  in- 


Guirlinger  claims  Cardinal 
can  grow  even  in  a  declining 
housing  market.  "We've 
grown  20%  to  30%  a  year 
since  1970,"  he  says. 
"We've  already  gone 
through  every  building 
cycle  you  could  imagine." 

stitutions.  And  it  plans  to  place  pri- 
vately issues  worth  between  $150 
million  and  $200  million  next  year. 

Early  in  1989  Cardinal  will  open,  at 
a  cost  of  $13  million,  its  sixth  assem- 
bly plant.  Location:  Dallas,  one  of  the 
most  depressed  real  estate  markets  in 
the  country.  Guirlinger  likes  that: 
"There  are  17  million  people  in  Tex- 
as, and  not  all  of  them  are  unem- 
ployed." He  adds  that  he  opened  a 
plant  near  Orlando,  Fla.  in  1976,  in 
the  teeth  of  a  bust.  Guirlinger  expects 
Texas  to  be  on  the  upswing  by  1990. 

After  Texas  will  come  a  plant  in 
California. 

It's  possible  that  a  serious  housing 
downturn  could  severely  hurt  Cardi- 
nal. Guirlinger  insists  that  because  of 
his  strong  emphasis  on  cash  flow,  a 
downturn  would  not  be  lethal.  It  is 
worth  noting,  however,  that  Cardinal 
covers  its  interest  charges  by  a  rather 
skimpy  factor  of  1.6. 

"We've  grown  20%  to  30%  a  year 
since  1970,"  Guirlinger  says.  "We've 
already  gone  through  every  building 
cyck  you  could  imagine."  If  the  apart- 
ment or  motel  segments  of  the  mar- 
ket weaken,  Guirlinger  says  his  mod- 
ular designs  allow  him  to  shift  Car- 
dinal's focus  to  a  stronger  segment — 
retirement  villages,  perhaps,  or  stu- 
dent or  military  housing.  That's  an- 
other nice  thing  about  modular.  One 
basic  box  serves  many  uses.  ■ 
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Thanks  to  modern  medicine, 
he'll  now  be  able  to  outlive  his  savings. 


Advancements  in  medicine  are  helping 
lericans  live  longer.  But  not  everyone 
financially  prepared  for  a  longer  life. 
The  costs  of  retirement  health  care, 
)ecially  long-term  care,  can  seldom  be 
vered  by  personal  savings.  Medicare, 
'dicaid  and  company  retirement  health 
Befits  provide  only  a  partial  solution. 
Unless  additional  ways  are  found  to 
dress  retirement  health  care  costs,  the  issue 
11  ultimately  affect  every  person, 
mpany  and  institution  in  our  country 

A  division  of  Northwestern 
The  Nortli  Atlantic  I 


At  NWNL  Group,  we're  developing  an 
employee  benefit  program  called  LifeScope* 
that  would  provide  for  a  persons  working 
and  retirement  years.  The  LifeScope 
program  is  a  comprehensive  approach  that 
goes  well  beyond  life  insurance  and  nursing 
home  policies. 

Many  elements  of  the  LifeScope  program 
have  already  been  put  into  place  through 
current  NWNL  Group  benefit  programs. 
Using  our  resources  as  the  nation's  10th 
largest  group  insurance  company,  we  will 

National  Life  Insurance  Company,  Minneapolis,  MN  (not  admitted  in  the  State  of  New  York), 
-ife  Insurance  Company  of  America,  Jericho,  NY  (a  member  of  the  NWNI,  Companies). 


soon  be  adding  more  elements. 

To  find  out  more  about  the  LifeScope 
program  contact  Ginny  Patrick,  NWNL 
Group,  Box  20,  Minneapolis,  MN  55440  or 
call  (612)  372-5784. 

Sources  for  Statistics-  National  Underwriter,  Y0>. 


ilii  NWNL  GROUP 

The  right  benefits  for  today. 
Tide  right  ideas  for  the future. 


Numbers  Game 


Give  insurers  a  free  lunch,  and  they  11  com- 
plain that  you  forgot  the  champagne. 


Fresh-start 
blues 


By  Jill  Andresky 

IF  ANYONE  WANTS  PROOF  that 
numbers  can  lie,  he  need  look  no 
further  than  the  rosy  earnings  be- 
ing racked  up  by  property-casualty  in- 
surers this  year:  60%  in  gains  for 
CNA  Financial;  20%  for  Aetna;  a  dra- 
matic $1.50  a  share  turnaround  for 
Orion  Capital,  which  last  year  lost 
$10.77  a  share. 

Those  numbers  are  illusory.  They 
come  not  simply  from  management 
prowess  but  from  a  lobbying  drive  by 
the  insurance  industry  to  recoup  at 
least  part  of  its  losses  from  last  year's 
Tax  Reform  Act.  The  result:  a  mas- 
sive, multibillion-dollar  freebie  called 
the  fresh-start  tax  credit.  Without  it, 
CNA's  earnings  growth  would  be 
only  half  as  impressive  as  it  appears. 
Many  other  big  companies  would  also 
be  hard  hit  (see  table). 

Unfortunately,  because  disclosure 
rules  are  lax,  investors  typically  will 
have  to  hunt  through  annual  report 
footnotes  to  find  any  mention  of  how 
the  tax  credit  has  distorted  earnings 
results.  The  Financial  Accounting 
Standards  Board  is  due  to  release  new 
rules  on  deferred  tax  liabilities  this 
month,  but  these  will  give  companies 
so  many  different  options  about  when 
to  report  fresh-start  credits  that  com- 
paring results  between  insurers  will 
become  next  to  impossible. 

What  exactly  is  fresh  start?  It  all 
goes  back  to  the  industry's  glory  days 
before  tax  reform,  when  property-ca- 
sualty insurers  were  allowed  100% 
tax  deductions  against  current  in- 
come for  loss  reserves  set  aside  that 
year — even  if  the  reserves  might  not 
have  to  be  touched  for  many  years. 


Behind  the  veil 

How  much  will  the  fresh-start  tax 
credit  distort  property-casualty  in- 
surers' performance  results  in 
1987?  Let's  compare  last  year's  re- 
ported operating  earnings  for  eight 
large  insurers  with  this  year's  pro- 
jections— with  and  without  the 
fresh-start  benefit. 

—1987  estimated  EPS — 


1986 

(without 

(with 

Company 

EPS 

fresh  start) 

fresh  start) 

Aetna 

$6.18 

$6.60 

$7.75 

American  Intl 

5.10 

4.04 

4.64 

CNA  Financial 

4.02 

5.15 

6.40 

Continental 

3.32 

4.60 

5.30 

Fireman's  Fund 

2.35 

-0.20 

1.00 

Geico 

6.91 

8.25 

9.15 

St  Paul  Cos 

3.33 

5.80 

7.30 

Transamerica 

2.55 

3.50 

3.80 

Source:  Fox-Pitt,  Kelton 


Under  tax  reform,  companies  now 
must  actuarially  discount  and  carry 
forward  the  remaining  amount  of  the 
deduction  annually  over  the  likely 
life  of  the  loss  payment.  That  means 
higher  taxes  each  year  and  thus  lower 
reported  earnings  than  before  the  en- 
actment of  reform. 

Property-casualty  insurers  fought 
back,  and  the  result  was  fresh  start, 
which  provides  that  companies  that 
have  already  deducted  reserve  funds 
against  income  in  prior  years  now  get 
to  deduct  a  portion  of  those  reserves  a 
second  time — this  time  as  an  actual 
credit  against  taxes  owed.  The  re- 


forms could  have  been  instituted 
without  fresh  start,  but  the  credit 
helped  pacify  the  irate  property-casu- 
alty insurers. 

Companies  have  three  years  in 
which  to  take  advantage  of  the  cred- 
its, and  the  provisions  for  doing  so  are 
numbingly  complex.  But  as  a  basic 
rule  of  thumb,  the  longer  a  company's 
property-casualty  policies  tend  to 
take  to  pay  out,  the  larger  its  fresh- 
start  benefits  will  tend  to  be.  That 
means  companies  like  St.  Paul  Cos., 
one  of  the  country's  largest  property- 
liability  insurers,  which  relies  heavily 
on  medical  malpractice,  will  benefit 
more  than  Geico,  which  writes  quick- 
payout  car  policies. 

But  once  the  credits  are  used  up, 
earnings  of  fresh-start  beneficiaries 
will  drop  to  where  they  otherwise 
would  have  been.  "It's  the  equivalent 
of  eating  a  candy  bar  at  4  in  the  after- 
noon," sniffs  Peter  Burgess,  head  of 
Arthur  Andersen's  insurance  audit 
and  accounting  practice.  "Companies 
get  an  immediate  high  and  then  fall 
into  a  depression  half  an  hour  later." 

What's  an  investor  to  do?  Some  ana- 
lysts have  decided  to  factor  out  fresh 
start  from  their  forecasts  entirely.  By 
contrast,  accounting  rulemakers  have 
decided  to  leave  the  matter  of  how  to 
treat  the  credit's  gains  for  reporting 
purposes  up  to  the  companies  them- 
selves. "Fresh  start  is  just  considered 
another  factor  in  this  year's  tax  calcu- 
lations— not  an  extraordinary  item," 
says  Brian  Zell,  a  senior  manager  in 
the  insurance  practice  of  Ernst  &., 
Whinney.  "It's  really  up  to  companies 
to  decide  if  the  amount  is  'material' 
and  worth  disclosing  somewhere  as  a 
separate  item." 

By  1989  the  credits  will  have 
worked  their  way  through  and  off  the 
industry's  books,  and  insurance  com- 
pany earnings  will  once  again  begin  to 
reflect  the  nature  of  the  business  and 
the  competitive  abilities  of  the  com- 
panies involved.  Meanwhile,  insur- 
ance industry  investors  face  a  familiar 
problem:  groping  for  clues  in  the  dark. 


Behind  the  ESOP  surge 

The  rubble  from  Black  Monday  had 
barely  stopped  bouncing  when  the 
employee  stock  ownership  plan  ad 
Dennison  Manufacturing  set  out  toi 
borrow  $20  million  to  buy  stock  in 
the  Framingham,  Mass. -based  office 
supplier.  With  the  stock  now  at: 
around  23  Vi,  down  from  its  summer 
high  of  35,  the  ESOP  intends  to  buy 
750,000  shares,  boosting  its  owner- 
ship of  Dennison  from  14%  to  19%. 
Dennison's  isn't  the  only  ESOP 
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)ne  of  the  leading  banks  in  the  world. 

)resdner  Bank  AG 

lead  Office:  Jiirgen-Ponto-Platz  1, 6000  Frankfurt/Main, 
ed.  Rep.  of  Germany. 

t  USA:  New  York,  Chicago,  Los  Angeles,  Houston,  Miami. 


Bank  with  imagination 


Honeywell  Bull  is  the  result  of  the  partnership 
of  Honeywell  of  the  United  States,  Groupe  Bull 
of  France  and  NEC  of  Japan. 

Our  credentials  are  impressive:  over  $2  billion 
in  sales;  10,000  customers;  20,500  employees; 
and  a  proven,  international  service  network. 

Now,  you  can  get  the  advanced  electronics 


development  that  made  NEC  a  world  leadei 
computer  technology;  the  networking,  com 
munications,  and  small  systems  know-how  t 
made  Groupe  Bull  Europe's  #1  computer  ah 
pany;  and  the  information  management  capjjei 
ities  that  made  Honeywell  a  dominant  force 
transaction  processing  and  office  automatioi 


Customers  are  more  importar 


EYWELL  BULL  COMPUTERS 
THE  BEST  OF  AMERICAN, 
NO  JAPANESE  TECHNOLOGY. 


Three  proven  sources  of  com- 
puter technology.  One  company. 
It  all  adds  up  to  a  complete  line  of 
patible  products,  from  PCs  to  mainframes 
everything  in-between.  It  also  adds  up  to 
kind  of  experience  it  takes  to  develop  individ- 
Boiutions  to  all  of  your  information  processing 


problems— and  the  commitment  to  do  just  that, 
whatever  it  takes. 

Let  us  put  the  best  technology  the  world  has 
to  offer  to  work  for  you.  For  more  information, 
call  1-800-543-6699,  Dept.  24.  Or  write: 
Honeywell  Bull  Inc.,  MS440, 200  Smith  St., 
Waltham,  MA  02154. 


ian  computers.  Honeywell  Bull 


grabbing  for  stock.  Since  Oct.  19  Kerr- 
McGee  Corp.,  CBI  Industries,  Ray- 
theon and  many  other  companies 
have  formed  ESOPs  to  snatch  up  com- 
pany shares  on  the  cheap.  David 
Binns,  executive  director  of  the  ESOP 
Association,  expects  more  than  1,000 
such  investment  vehicles  to  be 
formed  this  year,  nearly  twice  last 
year's  650  new  plans.  By  the  end  of 
the  year,  assets  owned  by  ESOPs 
could  top  $25  billion,  up  from  $20 
billion  at  the  end  of  1986. 

Why  the  surge?  The  simple  answer 
is  that  a  weak  stock  market  beckons 
money.  But  there  are  two  other  com- 
pelling reasons:  tax  benefits  to  plan 
sponsors,  and  takeover  defenses  for 
company  managers. 

When  ESOPs  borrow  money  to  buy 
stock,  tax  benefits  multiply  for  the 
sponsoring  company  if  it  uses  the  plan 
as  a  financing  tool  for  anything  from  a 
stock  buyback  to  a  leveraged  buyout. 
In  such  cases,  half  the  interest  earned 
on  a  loan  to  an  ESOP  is  tax-free. 

Equally  important,  ever-broadening 
legislation  favoring  ESOPs  lets  com- 
panies use  them  to  shore  up  takeover 
defenses.  Thanks  to  provisions  in  the 
Tax  Reform  Act  of  1986,  companies 
can  also  get  their  hands  on  any  pen- 
sion fund  surplus,  free  of  income  or 
excise  taxes,  simply  by  transferring 
that  surplus  into  an  ESOP. 


And  as  if  that  weren't  enough,  Sena- 
tor Proxmire's  antitakeover  bill 
would  extend  the  tender-offer  period 
from  the  current  20  days  to  95  days  for 
target  companies  where  the  ESOP 
owns  at  least  10%  and  plans  to  make 
a  competing  and  substantially  equiva- 
lent bid. 

With  all  these  advantages,  no  won- 
der employee  stock  ownership  plans 
are  the  trendy  new  thing  in  corporate 
finance.  So  far  this  year,  for  example, 
ESOPs  have  been  the  means  for  five  of 
business'  biggest  buyouts,  including 
Avis  ($1.75  billion)  and  HealthTrust 
($1.7  billion).  Two  more  such  deals 
are  pending. 

But  are  such  megadeals  in  the  best 
interests  of  the  ESOP's  true  intended 
beneficiaries — the  company's  em- 
ployees? Too  often,  no. 

Consider  HealthTrust,  the  ESOP 


that  bought  104  hospital  properties 
HCA  didn't  want.  The  price  paid  ($2.1 
billion)  was  clearly  a  steep  one  for 
such  low-margin  operations.  Or  con- 
sider the  pending  creation  of  an  ESOP 
for  another  health  industry  operator, 
Charter  Medical  Corp.  It  is  being  set 
up  by  people  picked  by  Chairman  Wil- 
liam A.  Fickling  Jr.,  who  is  leading  a 
buyout  of  the  firm  and  wants  to  use 
the  ESOP  as  a  financing  tool. 

Such  situations  trouble  the  Depart- 
ment of  Labor,  which  oversees  ESOP 
plans.  Two  years  ago,  it  scotched  the 
ESOP-led  buyout  of  Scott  &.  Fetzer,  on 
the  grounds  that  the  employees  were 
overpaying  for  the  company. 

Now,  a  Labor  task  force  wants  inde- 
pendent fiduciaries  in  buyouts  to 
make  sure  the  ESOP  is  buying  the 
equity  at  a  fair  price  to  the  employ- 
ees— especially  when  management  is 
a  partner  in  the  deal.  If  the  Depart- 
ment of  Labor  doesn't  like  the  price 
the  ESOP  is  paying,  the  task  force 
recommends  that  the  department  be 
empowered  to  undo  the  deal — even 
after  it  has  been  closed.  The  recom- 
mendations are  now  being  considered 
by  the  Department  of  Labor. 

Yet  whatever  the  department  does, 
there  seems  little  doubt  that  the  pop- 
ularity of  ESOPs  will  continue  to 
grow — all  the  more  so  if  stock  prices 
continue  to  weaken. — Laura  Jereski 


*t**t*lt*tlfttt  It  llltttt       t  t  t  '       t  *  t  I  •       «  «  |.  I. 


You  can  help  put  someone 
in  the  nation's  highest  office. 


Once  again  it's  time  to  choose 
the  person  who  will  be  Air  Force 
Ones  most  important  passenger. 

And  we  at  the  American  Inter- 
national Group  of  insurance 
companies  would  like  you  to  get 
involved  as  soon  as  the  campaign 
gets  off  the  ground. 

That's  why  we're  bringing  you 


"The  Next  President,"  a  historic  13- 
part  series  of  television  interviews 
with  the  leading  presidential  can- 
didates, conducted  by  David  Frost 
and  presented  by  U.  S.  News  & 
World  Report. 

Beginning  in  late  November,  the 
series  will  help  you  get  to  know 
some  of  the  people  seeking  our 


nation's  most  exalted  office. 

Because  at  AIG,  we  believe 
there's  no  more  important  decision 
that  we  make  as  Americans  than 
who  will  captain  our  ship  of  state. 


An  AIG  Corporate 
Citizen  Sponsorship 


AI 


Watch  "The  Next  President."  See  your  local  TV  listings  for  day,  time  and  channel 
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To  you,  it's  The  Johns  Hopkins  University. 
To  us,  it's  creating  a  better  learning 
environment  for  9,500  students. 


"At  The  Johns  Hopkins  University,  decisions  are 
lade  with  careful  thought  and  consideration,  and  an 
/e  to  safeguarding  the  high  standards  of  the  University!' 

This  commitment  to  excellence  has  been  a  tradition 
:  The  Johns  Hopkins  University  for  over  100  years;  a 
adition  the  University  helps  to  support  by  providing 
le  best  possible  environment  for  its  students.  The 
'Stems  that  monitor  and  control  the  heating,  ventilating, 
id  air  conditioning  for  the  29  main  campus  buildings 
ere  designed  and  installed  by  Johnson  Controls.  We 
so  maintain  and  service  these  building  systems  for 
insistent  performance  and  efficient  operation. 

Designing,  installing,  maintaining  and  servicing 


building  systems  is  our  business.  Over  100,000  building 
owners  have  chosen  Alliance™  programs  with  Johnson 
Controls  for  facilities  management,  from  large  installa- 
tions like  The  Johns  Hopkins  University  to  small  local 
office  buildings. 

Why  not  talk  to  us  about 
creating  a  more  comfortable 
and  efficient  environment  in 
your  facility?  Call  us  now  at 
1-800-972-8040  (In  Wisconsin 
1-800-472-6533) 

JQHNSON 
CONTROLS 

Creating  a  better  climate 
for  business. 


A  MACHINE 
THAT'S  GEARED 

FOR  POWER, 
PRECISION  AND 
PROFESSIONALISM. 


THE  XEROX 
FINANCIAL 
MACHINE. 


it  We've  built  a  monetary  mechanism  that 
an  work  for  you.  Today.  It's  Xerox  Financial 
Services;  a  network  of  component  companies 
nown  for  financial  products  and  services 
vith  a  singular  standard  of  excellence. 

We  generate  insurance  protection  for  auto, 
lome  and  business  from  Crum  and  Forster.  A 
iew  generation  of  life  insurance  and  annuities 
rom  Xerox  Financial  Services  Life*  A  pow- 
rful  portfolio  of  mutual  funds  and  unit  in- 
estment  trusts  from  Van  Kampen  Merritt. 
institutional  brokerage,  research  and  invest- 
nent  banking  with  an  equity  expertise  from 


Furman  Selz.  And  the  ability  to  lease  anything 
from  a  Xerox  document  processor  to  a  jumbo 
jet  through  Xerox  Credit  Corporation. 

They're  all  part  of  The  Xerox  Financial 
Machine;  a  machine  designed  to  help  you  get 
where  you're  going.  In  business.  And  in  life. 

The  fact  is,  that's  what  we're  geared  for. 

XEROX 

FINANCIAL  SERVICES 

THE  FINANCIAL  MACHINE 


Locate  In  Scotland. 


THE  CENTRE  OF  EUROPEAN  ACHIEVEMEN 


i 


Scotland  has  always  placed  great  emphasis  on  learning.  It  was  the  first  country 
Europe  to  introduce  an  element  of  compulsory  education,  as  far  back  as  1492.  Scotlai 
continues  as  pioneer,  from  the  introduction  of  computers  in  schools,  to  the  first  acaderr 
seminar  to  be  held  by  satellite.  Schooling  in  Scotland  is  different.  It  reflects  the  belief 
the  value  of  a  broad-based  education.  Biologists  can  speak  French  and  chemists  hai 
heard  Chopin.  Students  are  encouraged  to  qualify  in  both  arts  and  science  subjects 
achieve  a  balanced  view  of  the  world.  Universities  continue  the  emphasis  on  a  bro 
education.  Scotland  produces  more  graduates  per  capita  than  any  other  country 
Western  Europe.  From  arithmetic  to  artificial  intelligence,  there  is  a  quiet  statement 
quality  in  the  Scottish  way  of  learning.  For  Scotland's  people  are  its  best  resource,  ai 
it  is  these  people  who  are  driving  the  high-tech  businesses  of  tomorrow.  Come 
Scotland  and  you'll  never  look  back.  Call  toll-free  1-800  The  Scot. 


Ageno 


THE  SCOTTISH  DEVELOPMFN1  \GENCY  IS  COMMITTED  TO  ASSISTING  U.S.  COMPANIES  TO  TACKLE  THE  EUROPEAN  MARKET  FROM  A  SCOTTI 
BASE.  CALL  TOLL-FREE  1-800  THE  SCOT,  OR  WRITE  TO  1  LANDMARK  SQUARE,  SUITE  810,  STAMFORD,  CONNECTICUT  06901.  TEL:  (203)  32  5  852 

SDA  OFFICES  ALSO  IN  HOUSTON,  CHICAGO  AND  SAN  FRANCISCO. 

This  material  is  published  by  the  Scottish  Development  Agency,  1  Landmark  Square,  Suite  810.  Stamford,  Connecticut  06901.  which  is  registered  under  the  Foreign  Agents  Registration  Act.  as  an  agent  of  the  Scottish  Developme 
Agency,  Glasgow.  Scotland  This  material  is  filed  with  the  Department  of  Justice  where  the  required  registration  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  this  material  by  the  United  States  Governt 
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a  billion-dollar  business,  and  GE  is 
the  leader. 

Instead  of  shooting  for  the  techno- 
logical moon  in  1987,  GE's  new  mis- 
sion is  to  shoot  for  economy:  to  make 
technology  it  already  has  more  afford- 
able. Take  the  mrmax,  a  new  line  of 
magnetic  resonance  imagers,  ma- 
chines that  allow  doctors  to  peer  in- 

a 


With  medical  costs  moving  skyward,  some- 
hing  had  to  give.  It  looks  like  technology        body  without  the  benefit  °f 

VUl  haVe  tO  SlOW  dOWn.  Whereas  scanners  use  computers  to 

enhance  X  rays,  magnetic  resonance 


No  more  shooting 
for  the  moon 


By  Richard  Greene 


r|  he  fast-rising  cost  of  health 
care  that  has  led  the  U.S.  to 
spend  11%  of  its  GNP  on  medi- 
ine  is  having  an  unexpected  side  ef- 
ict:  Technology  is  ceasing  to  advance 
t  its  old  pace.  Hospitals  simply  can't 
fford  the  fanciest  new  gadgets  any- 
lore,  even  if  they  may  ultimately 
ave  lives. 

There's  no  better  illustration  of 
ow  cost  containment  is  beginning  to 
low  the  introduction  of  new  technol- 
gy  than  the  story  of  General  Elec- 
ric's  medical  systems  operation, 
/ith  annual  sales  volume  that  will 
Don  reach  $2.2  billion,  it  is  the  U.S. 
:ader  in  diagnostic  imaging  equip- 
lent  like  X-ray  units,  CT  scanners 
nd  the  new  magnetic  resonance 
nagers. 

Fourteen  years  ago  John  Welch, 
len  an  up-and-coming  GE  executive, 
ow  chairman,  worried  about  what 
le  company  would  do  for 
n  encore  to  its  X-ray 
usiness,  which,  though 
nee  successful,  was  be- 
inning  to  decline.  Welch 
rent  to  research  and  de- 
elopment.  "You  guys 
ave  to  shoot  for  the 
loon,"  said  he.  The 
loon  at  the  time  was 
omputerized  tomogra- 
hy,  or  the  CT  scanner,  a 
ew  device  that  used 
omputers  to  create  pic- 
ares  with  detail  and 
epth  far  beyond  those  of 
raditional  X-ray  shad- 
ws.  R&D  responded.  To- 
ay  the  worldwide  market 
jr  such  scanners  is  nearly 


GE's  Arthur  Glenn  with  magnetic 

resonance  imager 

"We're  protecting  our flanks.' 


Worker  preparing  bousing  for  magnetic  resonance  imager  by 
weaving  fiberglass  fibers 

Has  technology  outgrown  society's  ability  to  pay  for  it? 


imagers  use  immensely  powerful 
magnets  to  portray,  in  great  detail,  the 
internal  structure  of  the  organs  from 
any  conceivable  angle.  The  machines 
easily  outperform  scanners  when  it 
comes  to  taking  pictures  of  things  like 
knees,  shoulders,  the  base  of  the  head, 
parts  of  the  jaw  and  sections  of  the 
brain.  But  scanners  are  still  cheaper  to 
use,  with  a  typical  scan  costing  about 
$300,  compared  with  about  $675  for  a 
portrait  from  a  magnetic  imager. 

So,  to  make  its  new  magnetic  reso- 
nance machines  more  affordable,  GE 
is  pushing  a  cheaper  technology  in  its 
own  imager,  mrmax.  Because  it  uses 
less  powerful  magnets  than  those 
found  in  top-of-the-line  units,  mrmax 
sells  for  $1.4  million,  about  30%  less 
than  higher-priced  models.  But  the 
less  sophisticated  units  are  less  useful 
for  such  diagnostic  functions  as  spot- 
ting the  onset  of  multiple  sclerosis  or 
certain  tumors  in  the  ear. 

The  strategy  makes  sound  business 
sense,  because  if  GE  doesn't  supply 
cheaper  magnetic  imagers,  hospitals 
can  turn  to  eager  foreign  suppliers  like 
Siemens  AG.  of  West  Germany,  Ja- 
pan's Toshiba  Corp.  or  California's 
Diasonics,  Inc.  All  manufacture  top- 
quality  products  for  the  low  end  of  the 
market.  "We're  just  protecting  our 
flanks,"  says  Arthur  Glenn,  general 
manager  of  GE's  magnetic  resonance 
programs  department. 

But  by  protecting  its 
flanks  in  this  way,  GE  is 
devoting  research  money 
toward  supplying  existing 
technologies  more  cheap- 
ly that  in  an  earlier  time 
might  have  gone  toward 
the  development  of  new 
technologies.  This  may  be 
the  wave  of  the  future,  be- 
cause people  everywhere 
are  questioning  whether 
technology  hasn't  out- 
grown society's  ability  to 
pay  for  it.  "It's  clear  that 
the  speed  of  medical  inno- 
vation is  not  as  great  as  it 
would  have  been  under 
the  old  system,"  says  John 
Trani,  42,  head  of  GE's 


Phuius  b\  Kichjrd  Dcrk 
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The  better  to  see  you  with 


agnetic  resonance  imagers  are 
,  the  fastest-growing  line  in 
the  diagnostic  imaging  business, 
with  a  15%  to  20%  annual  growth 
rate.  Hopes  that  this  technology 
may  someday  allow  doctors  to  tell 
the  difference  between  malignant 
and  benign  cancers  without  explor- 
atory surgery  only  add  to  the 
potential. 

But  right  now  four  other  tech- 
nologies make  up  the  bulk  of  the 
$5.2  billion  worldwide  market  for 
imaging  equipment.  They  are: 

•  The  X-ray  business.  It's  worth  $3  billion  a  year  in 
worldwide  sales  but  is  growing  at  only  2%  a  year. 
Recent  forays  into  a  new  kind  of  X-ray  technology 
called  digital  subtraction  angiography,  which  was  sup- 
posed to  use  computers  to  create  a  new  generation  of  X- 
ray  gear,  did  not  pay  off  the  way  GE  and  other  firms  had 
hoped.  "That  was  going  to  be  a  star,  and  it  turned  out 
not  to  be,"  says  Carl  Park,  a  consultant  with  Arthur  D. 
Little,  Inc. 


Magnetic  resonance  imager  head  shot 


•  Computerized  tomography.  At 
$900  million  annually,  this  mar- 
ket, too,  has  matured.  CT  scans 
were  introduced  before  the  crunch 
in  health  care  spending,  and  virtu- 
ally every  institution  that  could 
use  one  bought  one.  With  5,000  CT 
scanners  in  the  U.S.,  the  business 
has  become  largely  one  of  replac- 
ing worn-out  machines. 

•  Nuclear  medicine.  This  tech- 
nology uses  injections  of  radioac- 
tive elements  to  help  illuminate 
bodily  functions.  But  the  business, 

which  looks  to  be  about  $300  million  annually  world- 
wide, is  having  trouble  keeping  up  with  less  invasive 
alternatives  like  CT  and  magnetic  imaging. 

•  Ultrasound.  This  $800  million  business  involves 
machines  that  help  physicians  peer  into  the  body  with- 
out use  of  radiation.  It  is  a  preferred  diagnostic  tool  for 
pregnant  women.  Largely  because  of  safety  and  price — 
an  ultrasound  test  runs  about  $150 — the  business  is 
growing  at  a  5%  to  8%  annual  rate.— R.G. 


Science  & 
Technology 


medical  systems  operation,  which  in- 
cludes a  three-building  facility  out- 
side Milwaukee. 
Who  is  buying  the  lower-priced 


equipment?  Smaller  hospitals  and  spe- 
cialized testing  clinics,  which  do  not 
have  enough  patients  to  afford  fancy 
equipment,  particularly  under  the  flat 
fee  reimbursement  system  that  Medi- 
care and  private  insurers  now  use. 
TME,  Inc.,  a  Houston-based  chain  of 
six  clinics  that  sells  magnetic  reso- 
nance imager  tests  to  patients  who  live 
near  hospitals  that  do  not  have  such 


equipment.  TME  has  bought  about  $  1 
million  worth  of  imagers  over  the  las 
few  years,  but  none  from  GE.  "Thei 
line  is  too  expensive,"  says  Cherril 
Farnsworth,  company  president. 

So  GE  is  doing  what  any  sensibl 
company  would  do.  It  is  going  wher 
the  money  is.  The  day  is  past  whe: 
society  will  give  doctors  a  blan 
check.  ■ 


Researchers  are  beginning  to  unlock  some  of  the 
brains  secrets.  What  they're  finding  could  radically 
expand  the  $5  billion  market  for  psychiatric  drugs. 


The  doors  of 
perception 


By  Gail  Bronson 


For  the  first  13  years  after  Vali- 
um was  introduced  in  1964  by 
Hoffmann-LaRoche,  tens  of  millions 
of  patients  took  the  popular  tranquil- 
izer, even  though  doctors  had  no  idea 
how  the  drug  actually  worked.  It 
wasn't  until  1977  that  researchers  dis- 
covered exactly  whe;.  in  the  brain 
Valium  takes  effect. 
Fact  is,  psychiatric  drugs,  until  very 


recently,  have  been  developed  using  a 
combination  of  black  magic  and 
guesswork.  "Historically,  drugs  used 
in  psychiatry  were  developed  on  the 
basis  of  animal  behavior  models,  on  a 
hit-or-miss  basis,"  says  Dr.  Joseph 
DeVeaugh-Geiss,  director  of  central 
nervous  system  research  at  Ciba- 
Geigy.  "Now  we're  targeting  actual 
mechanisms  in  the  brain." 

Researchers  are  far  from  under- 
standing how  the  brain  functions.  But 


some  important  new  knowledg 
about  the  brain  and  spinal  cord  hai 
pharmaceutical  companies  excite 
over  potential  new  psychiatric  drug 
that  could  blast  open  the  $5  billio: 
worldwide  market.  Four  years  ag 
Merck  &  Co.  wasn't  doing  any  re 
search  in  this  area.  This  year  Merck" 
central  nervous  system  research  la 
in  Terlings  Park,  England  will  spen 
more  than  $15  million  on  basic  re 
search,  or  3%  of  Merck's  $540  millioi 
research  and  development  budgel 
Since  1982  Pfizer  has  more  than  dou 
bled  its  neurological  research  staff 
from  20  to  50. 

Scientists  believe  they  are  on  th 
brink  of  developing  a  cornucopia  a 
new  drugs  for  the  mind.  "Over  th 
next  decade  we  will  make  significant 
progress  in  controlling  Parkinson's 
Alzheimer's,  depression,  stroke  ani 
schizophrenia,"  says  Dr.  Jeff  re 
McKelvy,  Abbott  Labs'  head  of  neuro 
science  research.  "We  will  be  able  t< 
be  much  more  refined  in  interventioi 
in  brain  function  with  chemicals." 

Basically,  researchers  have  founi 
that  nerve  cells  in  the  brain  commu 
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Over  three  million  documents  a  day  start 
with  the  same  two  letters.  HP 


More  businesses  use  HP  laser 
printers  for  spreadsheets,  letters, 
newsletters  and  reports  than  all 
other  laser  printers  combined. 

And  the  newest  of  the  HP  fam- 


ily, the  LaserJet  Series  II  Printer, 
offers  even  more  memory  and 
fonts  than  before. 

It  supports  over  600  software 
products  and  all  popular  PC's,  too. 


HEWLETT 
PACKARD 


No  wonder  more  people  choose 
Hewlett-Packard  over  all  other 
laser  printers  combined. 

For  your  local  dealer  or  a  brochure, 
call  1  800  752-0900,  Ext.  900B. 
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nicate  with  each  other  by  sending  tril- 
lions of  chemical  signals.  When  you 
cut  your  finger,  an  electrical  message 
is  sent  to  your  brain.  Within  the  brain, 
a  chemical  signal  called  a  neurotrans- 
mitter travels  across  a  synapse,  or  mi- 
croscopic gap  between  nerve  cells,  to 
bind  with  a  nerve  cell  known  as  a 
receptor.  When  the  neurotransmitter 
reaches  the  receptor,  the  process  com- 
municates a  sense  of  pain. 

The  number  and  complexity  of  neu- 
rotransmitters are  the  keys  to  unlock- 
ing the  secrets  of  the  brain  and  human 
perception.  Just  15  years  ago  most 
neurologists  believed  communication 
among  brain  cells  involved  only  three 
neurotransmitters.  Then,  as  scientists 
began  combining  chemistry  and  mo- 
lecular biology  with  genetics  and  neu- 
rology, they  found  over  75  neuro- 
transmitters, which  work  as  keys  to 
receptors  that  must  be  unlocked. 

The  lock-and-key  image  is  helping 
researchers  design  new  drugs  that  can 
avoid  nasty  side  effects.  Warner-Lam- 
bert has  been  testing  a  new  painkiller 
in  animals.  The  drug  would  have  the 
effect  of  morphine,  but  works  by  in- 
fluencing a  different  type  of  pain  re- 
ceptor. Until  several  years  ago  there 
was  thought  to  be  only  one  pain  re- 
ceptor. The  new  drug  offers  relief 
without  the  side  effects  associated 
with  narcotics. 

Companies  are  working  feverishly 
to  develop  drugs  that  can  manipulate 
brain  chemicals  known  to  be  involved 
in  untreatable  illnesses,  such  as 
strokes.  For  example,  Ciba-Geigy  has 


found  in  animal  studies  that  blocking 
the  release  of  so-called  excitatory 
amino  acids,  another  type  of  chemical 
messenger,  after  a  stroke  minimizes 
tissue  damage.  Ciba  foresees  starting 
U.S.  clinical  trials  with  these  drugs  by 
the  end  of  1988. 

Merck  is  testing  another  experi- 
mental drug  for  stroke  victims. 
Merck's  MK  801  drug,  now  being  test- 
ed on  animals,  blocks  the  reception  of 
the  message  delivered  by  the  gluta- 
mate  neurotransmitter  to  one  particu- 
lar receptor  for  several  hours  after  a 
stroke  to  limit  structural  brain  dam- 
age. "It's  not  uncommon  to  see  in- 
creasing severity  of  disability  in  the 
first  week  after  a  stroke,"  says  Dr. 
Leslie  Iversen,  executive  director  of 
the  Terlings  Park  lab. 

To  treat  behavioral  disorders,  in- 
cluding depression,  anxiety,  alcohol- 
ism and  obesity,  drug  developers  are 
zeroing  in  on  the  so-called  serotonin 


Shirlev  Kaneda 


neurotransmitters.  Pfizer  has  founc 
in  testing  several  hundred  people  ij( 
the  U.S.,  that  its  new  drug,  Sertraline 
enhances  the  serotonin  signal,  to  all 
low  people  to  eat  slowly  and  to  losi 
weight  consistently.  Pfizer  discovere« 
the  drug  in  1978  and  is  getting  read} 
to  apply  to  the  government  to  selj 
Sertraline  as  an  antidepressant.  Sim: 
larly,  Eli  Lilly  has  been  waiting  sinc< 
1983  for  Food  &  Drug  Administration 
approval  of  Prozac,  a  similar  antide 
pressant  that  keys  on  the  serotonin 
message. 

Further  off  into  the  future  are  learn 
ing  and  memory  drugs.  Alzheimer': 
disease,  or  senile  dementia,  is  conj 
nected  with  loss  of  the  neurotransi 
mitter  acetylcholine.  At  the  Nationa 
Institute  of  Mental  Health,  scientist; 
are  embarking  on  a  two-year  study  o 
40  elderly  patients  using  deprenyl,  j 
chemical  that  slows  the  breakdown  o< 
certain  neurotransmitters.  "We're  no 
looking  for  a  single  magic  bullet,' 
says  Dr.  Trey  Sunderland  at  NIMH 
part  of  the  National  Institutes  Oi 
Health  in  Bethesda,  Md.  "The  treat 
ment  is  more  likely  to  turn  out  to  be  \ 
series  of  drugs." 

Virtually  every  drug  company  frorr 
Pfizer  to  Warner-Lambert  is  at  wori 
on  so-called  cognition  enhancers- 
drugs  to  improve  learning  and  memo 
ry  ability  among  dementia  patients 
Ciba-Geigy,  for  example,  has  seer 
some  positive  results  using  its  Oxira 
cetam  cognition  enhancer  in  demen 
tia  patients  in  Italy.  How  that  drug 
actually  works  remains  a  mystery 
Other  companies  have  similar  mys 
tery-successes  emerging  from  theii 
labs.  But  as  these  drugs  multiply,  the 
1990s  should  explode  with  pharmaco' 
logical  breakthroughs. 


New  drugs  for  the  mind 

The  following  drugs  are  at  various  stages  of  development;  none  has  yet  received  federal  marketing  approval. 

Company 

Drug 

Disease 

Development  status 

Ciby-Geigy 

Anafranil 
Oxiracetam 

obsessive-compulsive  disorders 
cognition  enhancer 

in  human  trials 
in  human  trials 

Eli  Lilly 

Prozac 

pergolide 

tomoxetine 

depression 

Parkinson's 

depression 

pending  federal  marketing  approval 
in  human  trials 
in  human  trials 

Merck 

MK  801" 

stroke  damage 

in  animal  trials 

Pfizer 

Sertraline 
Sertraline 

depression 
appetite  control 

applying  for  federal  marketing  approval  in  1988 
human  trials  planned  for  1988 

Upjohn 

lazaroids* 

stroke  damage 

in  human  trials 

Warner-Lambert 

THA* 

Primiracetam 
CI  943* 
PD  117,302* 

Alzheimer's 
cognition  enhancer 
schizophrenia 
painkiller 

will  resume  human  trials  in  1988 
in  human  trials 
in  human  trials 
in  animal  trials 

Laboratory  label  or  chen  i  i 
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Tandy  Computers: 
Because  there  is 
no  better  value.™ 


The  New  Tandy  4000 
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A  price  breakthrough 
in  high-performance 
80386  technology. 

Put  a  Tandy  4000  on  your  desk  and  unleash  the 
incredible  power  of  the  32-bit,  16-megaherz 
80386  microprocessor.  The  4000  is  so  cost  effec- 
tive you  can  actually  configure  a  386  system  for 
less  than  you'd  pay  for  a  competitor's  286  model. 

The  4000  is  ready  to  run  current  PC  and  AT® 
software  with  incredible  new  speed.  And  when 
new  operating  systems  such  as  OS/2™  become 
available,  the  full  potential  of  80386  can  be  un- 
leashed. When  used  with  the  XENIX®  operating 
system,  your  Tandy  4000  can  become  the  heart  of 
a  multiuser  office  system.  Or  configure  the  Tandy 
4000  with  a  3Com®  workgroup  file  server  to 
achieve  maximum  productivity. 

A  built-in,  high-capacity  3lk"  disk  drive  lets 
you  store  up  to  1.4  million  characters  on  pocket- 
sized  diskettes.  Six  AT  slots  and  two  XT™  slots 
give  you  plenty  of  room  for  system  expansion. 
The  Tandy  4000  also  comes  with  serial  and 
parallel  ports,  a  101 -key  enhanced  key- 
board, and  a  keylock  with  chassis- 
lock  mechanism  for  system 
protection. 

Come  into  a  Radio  Shack 
Computer  Center  and  see 
the  Tandy  4000-only  $2599. 
(25-5000) 


Send  me  a  new 
1988  computer 
catalog. 


Mail  To:  Radio  Shack 
Dept  88-A-835 
300  One  Tandy  Center 
Fort  Worth,  1X76102 


Name . 


Company . 
Address  _ 

City  

ZIP  


.  State . 


Phone . 


  Radio  /hack 

ce  applies  at  Radio  Shack  Computer  Centers  and  participating 
res  and  dealers.  Monitor,  display  adaptet  and  operating  systems  sold 
arately.  AT/Reg.  TM  and  XT/TM  IBM  XENIX/Reg.  TM  and  OS/2/ 
1  Microsoft  Corp.  3Com/Reg.  TM  3Com  Corp. 


COMPUTER  CENTERS 

A  DIVISION  OF  TANDY  CORPORATION 


Marketing 


Edited  by  Jeffrey  A.  Trachtenberg 


Do  consumers  buy  things  because  the  pur- 
chase makes  them  feel  good?  Or  is  it  the 
product  itself  that  interests  them? 

Image  and 
reality 


By  Edward  F.  Cone 

As  the  glistening,  sporty  two-door 
sedan  with  its  distinctively  sloping 
and  rounded  lines  glides  down  the 
highway,  a  voice-over  promises  that 


G.  B.TRUDEAU 


Sable's  aerodynamic  design  holds  the 
road  and  ensures  good  performance. 
This  is  the  latest  television  commer- 
cial for  Mercury's  Sable  automobile. 
The  quality  of  light,  the  angle  of  the 
photography,  the  wet  curving  road 


and  the  gentle,  mellow  music  blen 
carefully  into  an  unmistakable  imag< 
sleek,  sophisticated  styling  and  hai 
nessed  energy. 

Contrast  this  new  Mercury  can 
paign  with  the  one  that  it  replaced.  A 
rock  star  Rod  Stewart  crooned  "Tc 
night's  the  Night,"  a  pretty  blond 
drove  off  down  a  wet  and  smok 
street  in  a  sporty  white  car.  Th 
dreamy  spot  made  no  obvious  refei 
ence  to  design,  performance  or  an 
other  concrete  advantage  this  zi 
might  have  over  another.  The  make  c 
the  automobile  was  camouflaged  un 
til  the  end  of  the  ad,  when  the  viewed 
was  told  with  a  none-too-subtle  erotj 
cism  that  Mercury  is  the  "shape  yoj 
want  to  be  in." 

The  difference  between  the  tw 
commercials,  both  created  by  Youni 
&  Rubicam/Detroit,  represents  tbJ 
cresting  of  a  wave  that  has  come  tj 
dominate  advertising  in  the  1980s 
the  use  of  image  and  emotion  to  se| 
products.  The  trend  now  seems  to  b 
moving  somewhat  the  other  waj 
That  is,  to  blend  powerful  image  adj 
with  the  more  traditional  forrrj 
which  relied  on  specific  selling  point 
to  hammer  home  particular  and  peij 
haps  even  unique  product  benefit^ 


HOklTUXZACH  7?0 
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The  second  fastest  way  to  land  international  business. 


The  fastest  way  to  get  your  business 
where  you  want  it  to  be  isn't  an  SST. 
Not  when  you  ean  travel  186,000  miles 
per  second  on  AT&T  International  Long 
Distance  Service. 

AT&T  Comes  Through,  because 
calling  is  one  of  the  fastest,  most  efficient 
ways  to  get  new  business  relationships  off 
the  ground.  Helping  you  to  get  to  know 
prospective  clients.  Helping  them  get  to 
know  you.  No  matter  where  they  are. 
the  information  necessarv  to  maintain  or 


expand  your  international  business  is 
at  your  fingertips. 

And.  speaking  of  fingertips,  use  yours 
to  dial  1  800  222-0400,  ext.  841. 

Your  Account  Executive  or  an  AT&T 
Sales  Representative  will  be  happy  to  tell 
you  more  about  all  the  ways  AT&T  can 
come  through  for  you.  Your  client.  And 
your  business. 

From  Equipment  to  Networking, 
from  Computers  to  Communications, 
AT&T  is  the  right  choice. 


AT&T 

The  right  choice. 


Marketing 


After  a  move  toward  snappy  photogra- 
phy, flashy  music  and  sharp  visual 
images,  some  folks  on  Madison  Ave- 
nue have  begun  throwing  us  facts 
again.  Consider  these  examples: 

Procter  &.  Gamble's  Bounce  fabric 
softener  commercial  featuring  a  fran- 
tic menagerie  of  happy  young  people 
dancing  around  their  homes  to  the  hit 
song  "Jump"  was  a  finalist  for  the 
prestigious  Clio  Award  in  1986.  The 
message:  Bounce  is  for  clothes  "you 
can't  wait  to  jump  into." 

Today  Procter  &  Gamble's  Bounce 
commercials  feature  a  woman  dis- 
cussing how  and  why  the  product 
makes  her  clothes  feel,  smell  and 
wear  better. 

Sure  the  message  remains  partly 
emotional.  The  woman  discusses  her 
wash  under  puffy  white  clouds  in  a 
bright  and  scenic  outdoor  location, 
which  she  says  is  what  Bounce 
"makes  me  feel  like."  But  this  time 
the  main  selling  point,  "softness  with 
no  static  cling,"  is  also  articulated  for 
the  TV  viewer. 

Most  cereal  advertising  has  fea- 
tured either  jeans-clad  spokesmen 
hiking  in  the  Rockies  or  joking  mid- 
dle-aged couples — selling  lifestyle 
rather  than  cereal.  Bucking  this  trend, 
Kellogg's  All-Bran  is  being  sold  as  a 
possible  deterrent  to  cancer — about  as 
serious  a  benefit  as  one  could  imag- 
ine. In  one  30-second  commercial,  a 
middle-aged  man  at  the  breakfast  ta- 
ble looks  up  from  his  newspaper  and 
says  to  his  wife,  "We've  been  kidding 
ourselves."  How?  By  eating  bran  cere- 
als that  don't  contain  enough  fiber. 
The  faces  are  serious  and  concerned, 
not  playful.  Strong  images?  Certainly, 
but  also  a  commercial  driven  by  pow- 
erful-sounding, even  if  dubious,  con- 
sumer benefits. 

Du  Pont  and  its  advertising  agency, 
BBD&O,  considered  a  dozen  spots  for 
the  introduction  of  Stainmaster  wash- 
able carpets.  The  winner  featured  a 
kid  in  a  highchair  abruptly  throwing 
his  food  onto  the  washable  rug,  while 
a  voice-over  soothes  that  the  carpet 
can  soon  be  clean.  "It's  a  strong  blend 
of  affect  and  product  point,"  says 
Glen  Gilbert,  an  account  supervisor 
at  BBD&O. 

Advertising  can  be  seen  as  occupy- 
ing a  position  along  a  continuum, 
with  straight  product  promises  at  one 
extreme  and  pure  image  ads  at  the 
other.  At  one  extreme  are  ads  for  per- 


Four  scenes  from  a  recent  Du  Pont  TV  commercial 
Tell  a  story  .  .  .  make  a  point. 


fumes,  liquor  and  other  products  that 
sell  sensuality  or  lifestyle.  Calvin 
Klein,  for  example,  successfully  uses 
a  steamy  menage  a  trois  to  promote 
his  Obsession  perfume.  The  ads  do 
not  stress  how  good  it  smells  or  how 
long  the  scent  lasts.  The  selling  mes- 
sage is  how  sexy  and  free  the  custom- 
er will  feel  using  it. 

Image  advertising  like  this  is  not  on 
the  way  out.  It  can  be  effective.  The 
now-abandoned  Mercury  image  spots 
helped  lower  the  median  age  of  cus- 
tomers of  some  models  by  ten  years,  a 
key  objective  for  a  line  long  identified 
with  big,  luxury  automobiles  for  an 
older  market.  But  now  Mercury  is 
pursuing  a  slightly  different  objective: 
trying  to  create  advertising  that  will 
look  different  from  that  of  competing 
products. 

Effective?  It  all  depends.  The  70% 
of  the  population  that  SRI  Interna- 
tional in  Menlo  Park,  Calif,  describes 
as  "outer  directed"  seems  to  respond 
best  to  the  messages  that  suggest  a 
product  will  make  you  feel  better  or 
will  make  you  sexier.  You  know,  inse- 
cure baby  boomers:  I  am  what  I  wear,  I 
am  what  I  buy. 

There  are  limits  to  how  much  of 
this  consumers  will  absorb — and  after 
a  while,  all" the  ads  start  sounding 
alike.  "Everyone's  doing  the  same 
thing,"  complains  Sheldon  Wardwell, 
advertising  manager  for  Lincoln  Mer- 
cury. "We  wanted  to  break  away  from 
the  pack,  and  we  think  we  have  a  car 
here  that  can  be  sold  on  its  merits." 

Wardwell,  in  fact,  is  aiming  at  a 
more  select  group  of  customers  that 


marketers  refer  to  as  "inner  directed. 
These  are  people  who  perceive  thi 
world  through  their  own  needs,  cus 
tomers  who  make  their  buying  deci 
sions  based  on  what  the  product  wil 
do  for  them  rather  than  what  it  make 
them  look  like.  This  is  a  smalle 
group,  but  it  is  the  group  that  adver 
tisers  think  are  leaders  and  trend-set 
ters  for  the  rest  to  follow.  These  con 
sumers  respond  to  specific  produc 
benefits,  such  as  price,  more  miles  pe 
gallon  or  longer  warranties.  Hence 
promises  that  the  new  Sable  holds  th 
road  better  and  not  simply  pretr 
pictures. 

Sometimes,  of  course,  a  combina 
tion  of  image  and  product  points  ar 
most  successful.  Listen  to  Rick  An 
nett,  marketing  manager  for  Stoul 
fer's  Lean  Cuisine  diet  frozen  dinners 
which  went  from  a  standing  start  t' 
dominating  an  $800  million  busines 
in  two  years.  "Image  was  very  impoi 
tant  in  positioning  the  product  as 
lifestyle,  stay-fit-and-feel-good  iterq 
We  blew  away  the  competition,  wh< 
were  hammering  at  a  guilt-orientc 
message." 

Nobody  thinks  that  image  advertis 
ing  is  finished — demonstrably  i 
works.  But  like  any  good  idea,  it  ma 
become  overdone.  "Some  categorie 
are  already  saturated  with  image  ads 
and  many  others  are  getting  there, 
says  Gary  Stibel,  a  management  con 
sultant  with  the  New  England  Con 
suiting  Group.  "There's  too  mucl 
puff,  not  enough  substance,  in  a  lot  c 
advertising." 

Amen.  ■ 
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Being  tough  on  the  outside  has 
always  been  good  protection. 


e  hard  surface  of  his  chitin  coat  protects  Pre-stressed  glass  tubes  from  Schott  with  an  outer  diameter  of 
s  rhinoceros  beetle  from  hard  blows.  100  mm  and  a  wall  thickness  of  5  mm,  for  example,  can  even 

withstand  the  impact  of  a  steel  ball  weighing  more  than  half  a 
pound,  dropped  from  a  height  of  approximately  5  feet  -  some- 
thing ordinary  glass  cannot  do. 


The  rhinoceros  beetle's  tough 
chitin  "coat  of  armor"  is  com- 
posed of  several  layers.  The 
outer  layer  is  the  toughest  one.  It 
gives  the  thin  coat  incredible 
strength  and  resilience,  pro- 
tecting the  beetle  from  the  hard 
knocks  life  holds  in  store. 

 In  hazardous  areas,  such 

as  mines,  light  fixtures  need  a 
tough  shield  to  survive  heavy 
blows,  just  as  the  rhinoceros 
beetle  does.  Naturally  the  shield 
must  be  transparent  and  as  thin 
as  possible. 

 International  regulations 

require  that  such  explosion 
proof  tubular  shields  have  a 
resistance  to  impact  beyond 
that  of  glass.  That's  why  Schott 
developed  a  technology  for  pre- 
stressing  the  surface  of  heat 
resistant,  special  glass  tubes  to 
give  them  a  tough  outer  surface. 

 Special    glass  tubes, 

available  from  Schott  America, 
are  just  one  example  of  Schott's 
R&D  achievements.  Today's 
emerging  technologies  depend 
on  special  glass  from  Schott. 

 Meet  Schott  worldwide: 

50,000  products,  40  production 
facilities,  represented  in  more 
than  100  countries,  with  $  1 
billion  in  sales. 

 Schott  in  the  USA:  8 

companies  employing  more 
than  1,200  people. 

 Want  to  know  more  about 

our  special  glass?  Write  to: 
Schott  Corporation,  Department 
F4,  3  Odell  Plaza,  Yonkers,  NY 
10701. 

O  SCHOTT 

Nobody  knows  more  about  glass. 


Marketing 


Rubbing  elbows  with  the  allegedly  avant- 
garde  leaves  a  lot  of  advertisers  feeling 
ultrachic,  and  very  satisfied. 


Making  the  scene 


By  Barbara  Kallen 


W'lTH  ITS  WHIMSICAL  Stories, 
unorthodox  graphics  and  un- 
coated  paper,  Details,  the  New 
York-based  magazine,  looks  like  it 
was  written,  laid  out  and  published  in 
one  night.  The  November  1987  issue 
reports  on  such  significant  social 
events  as  the  wedding  of 
"Limelight's  Claire 
O'Connor  and  rocker 
Adam  Bomb."  It  tracks 
fast-breaking  fashion 
trends  like  "The  Rasta- 
Victorians,"  a  photo  essay 
revealing  that  people 
sporting  hairstyles  resem- 
bling palm  trees  are  now 
wearing  vintage  vests, 
Fair  Isle  sweaters  and  lace 
slip  dresses. 

Intentionally  provoca- 
tive, deliberately  obscure, 
relentlessly  hip,  Details  is 
one  of  a  spate  of  avant- 
garde  magazines.  They  in- 
clude Interview,  Spy,  LA. 
Style  (an  oversize  fashion/ 
arts  monthly),  Paper  (a 
flimsy  guide  to  the  New 
York  scene),  Metro  (a  new  Chicago 
fashion/personality  tabloid),  Bomb  (a 
New  York-based  arts  and  literature 
quarterly),  Splash  (the  five-times-a- 
year  art/fashion/photography  journal 
that  moved  from  Sarasota,  Fla.  to 
New  York),  Equator  (San  Francisco's 
bimonthly  guide  to  the  arts  scene), 
Zelo  (a  Florida  quarterly  about  music, 
film  and  art  events)  and  Manipulator  (a 
predominantly  English-language  fash- 
ion quarterly  the  size  of  a  wallpaper 
roll,  printed  in  West  Germany  by  Brit- 
ish editors).  This  specialized  segment 
is  getting  notice  and  dollars  from  a 
surprisingly  wide  range  of  advertisers. 
Why  so?  Because  these  publications 


appeal  to  that  phenomenon  known  as 
yuppies.  Self-indulgent,  semi-educat- 
ed, easily  swayed  by  fads,  big  consum- 
ers of  quiche  and  clothes,  and  quaffers 
of  wine,  these  impressionable  young- 
ish Americans  have  plenty  of  dispos- 
able income. 

"Our  readers  are  the  ones  their 
friends  turn  to  if  they  want  to  know 


Photos  bv  kitjrdu  Salas 


Oversize  Manipulator  and  (top)  other  hip 
magazines 

For  trendies  .  .  .  and  trendsetters. 


where  the  cool  places  are  to  shop,  ea 
or  hang  out,"  says  Sunny  Bates,  De 
tails'  associate  publisher  and  advertis 
ing  director.  Details,  for  example,  wai 
the  first  magazine  to  write  up  fashior 
designers  Azzedine  Alaia,  Marc  Ja 
cobs  and  Stephen  Sprouse  and  to  no 
tice  such  Manhattan  clubs  of  the  mo 
ment  as  the  World  and  Siberia. 

The  cliquish  underground  club 
were  the  first  to  recognize  the  value  o 
advertising  in  avant-garde  magazines 
Today,  specialty  fashion  retailers  sell 
ing  casual  and  outlandishly  expensiv« 
wares  have  become  the  biggest  adver 
tisers  in  new  wave  books.  Traditiona 
retailers  such  as  Saks  Fifth  Avenue 
Bergdorf  Goodman,  Neiman-Marcus 
I.  Magnin,  Bloomingdale's  and  Macy': 
are  catching  on,  too.  Tiffany  &  Co. 
for  example,  ran  its  first  ad  in  Detail 
in  September  for  a  sterling  silver  lea 
choker,  with  a  matching  brooch  anc 
earclips  with  pearls.  Prici 
for  the  ensemble:  $2,00C 
But  then,  Tiffany  has  ad 
vertised  in  Interview  to 
ten  years.  "These  book: 
have  the  young,  affluen 
readers  Tiffany  wants  to 
reach,"  says  Suzanne  Mc 
Millan,  marketing  vio 
president  at  Tiffany. 

Advertising  to  yuppie 
dom  also  offers  the  oppor 
tunity  for  the  advertiser 
to  change  their  image 
Consider  J&B  Scotch 
with  its  declining  sale 
since  1980.  The  brand  ha 
poured  from  $400,000  tc 
$500,000  this  year  into  Spj 
for  four  elaborate  promo 
tional  inserts  written  in 
Spy's  irreverent  style  b 
the  magazine's  own  staffers.  The  lat 
est  insert,  "The  J&B  Scotch-Sp 
Route  88  Campaign  Manual,"  is  an 
eight-page  spoof  of  1988  Presidentia 
candidates,  with  multiple  choio 
items  such  as:  "Pete  du  Pont  won' 
get  my  vote  for  president  because  (a 
like  him  fine  as  a  governor  (b)  I  lik 
him  fine  as  an  heir  (c)  his  nickname  i 
the  Duper  (d)  I  can't  get  this  stain  ou 
of  my  Fortrel  pants." 

Will  this  provoke  all  those  b 
spending,  relentlessly  hip,  fashioi 
devotees  to  switch  from  sipping  whit 
wine  to  guzzling  scotch?  Who  knows 
But  you  can't  blame  advertisers  fo 
wanting  to  try.  ■ 
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"J.B  Morgan  is  changing  the  way 
M&A  business  is  doner 


.E  Morgan  differs  fundamentally  from  firms  that  view 
he  M&A  business  only  as  a  series  of  deals.  Our  goal  is  to 
mild  long-term  relationships.  We  do  not  initiate  or 
ecommend  transactions  simply  to  generate  merchant 
mnking  or  advisory  fees.  Our  compensation  is  tied 
lirectly  to  the  successful  implementation  of  your  long- 
erm  strategies.  We  offer  a  full  range  of  M&A  services, 
extraordinary  global  research,  and  a  strong  presence  in 
ill  of  the  world  s  key  markets.  But  the  biggest  differ- 
ence is  the  way  we  bring  a  relation- 
hip  approach  to  a  transaction 
msiness. 


Kulstnn  Purina  < >.innany 
Drake  Bakeries.  Inc. 


Hock  Capital  Partners  L.P. 


u  Hula™  Purina  Campu 


JPMorgan 


This  tombstone  announcement  provides  one 
example  among  many  of  J.R  Morgan's  commit- 
ment to  helping  quality  clients  meet  their 
M&A  objectives. 


987  J.R  Morgan  &  Co  Incorporated. 
Morgan  is  the  worldwide  marketing  name  for 
Morgan  A  Co.  Incorporated  and  for  Morgan  Guaranty 
at  Company,  Morgan  Guaranty  i.td.  and 
erJ.R  Morgan  subsidiaries. 


JPMorgan 


t  island  condos  overlooking  Biscaytie  Bay  and  the  Miami  skyline 
Never  out  of  sight,  but  often  out  of  mind. 


j  B  DiederidvCoima 


Fisher  Island,  a  former  Vanderbilt  estate  in 
the  middle  ofBiscayne  Bay,  is  going  condo 
in  a  big  way.  Will  it  be  a  $500  million 
crown  jewel  addition  to  Miami,  or  another 
embarrassing  white  elephant? 

Fortress  Fisher 


T1  ou're  met  at  the  private  ferry 
slip  to  Fisher  Island  by  a  person- 
able, chesty,  egg-bald  man  of  44 
named  John  Riordan,  president  of 
sales  for  Fisher  Island.  As  he  carefully 
feels  you  out,  you  get  the  impression 
that  he  has  been  selling  quality  real 
estate,  very  successfully,  for  a  long 
time.  You  begin  to  suspect  that  if  you 
really  do  like  what  you  have  come  to 
see,  you  may  not  get  off  the  island 
without  reaching  for  your  check- 
book— even  though  your  wife  isn't 
along,  and  she'll  kill  you  if  you  buy 
anything  before  she  sees  it. 

But  you  wouldn't  be  here  to  begin 
with  if  you  weren't  looking  for  a  hide- 


away in  South  Florida,  and  willing  to 
part  with  important  money,  from  sev- 
eral hundred  thousand  to  a  million, 
for  the  right  one.  You  have  a  big  boat, 
your  wife  plays  a  lot  of  tennis,  and 
you  both  like  the  idea  of  being  on  a 
secure  island  with  the  water  at  your 
doorstep — yet  with  downtown  Mi- 
ami, Miami  Beach  and  the  airport 
only  minutes  away.  But  with  so  much 
for  sale  at  distressed  prices  in  Mi- 
ami— the  city  is  now  56%  Latin 
American,  "white  flight"  is  rampant 
and  the  new,  pastel-lit  towers  of  the 
city  are  largely  empty — is  Fisher  Is- 
land right? 
You  are  now  in  the  hands  of  a  real 


Personal 
Affairs 


Edited  by  William  G.  Flanagan 

pro,  all  right.  John  Riordan,  a  forme 
halfback  at  Western  Illinois,  began  i 
real  estate  years  ago  peddling  undeve! 
oped  lots  in  North  Carolina — at  tha 
time  he  could  have  been  a  character  i 
the  play  Glengarry,  Glen  Ross.  Most  re 
cently,  as  sales  director  with  the  gian 
Arvida  Corp.,  he  was  responsible  fc 
selling  about  $250  million  worth  c 
property  at  Boca  West.  In  all,  over  th 
years,  Riordan  figures  he  has  sold  clos 
to  a  half  billion  dollars'  worth  of  resi 
dential  property,  and  now  personall 
handles  about  three-quarters  of  all  th 
sales  at  Fisher  Island. 

The  ferry  ride  across  to  Fisher  Is 
land  takes  only  a  few  minutes — yd 
don't  even  get  out  of  your  car.  Yoi 
must  traverse  Government  Cut, 
deep  channel  dredged  in  1905.  In  faci 
the  cut  created  Fisher  Island  in  tb 
first  place — it  was  originally  th 
southernmost  tip  of  Miami  Beacfc 
Riordan  asks  how  long  it  took  you  t 
get  from  the  airport  to  the  Fisher  Is 
land  ferry  slip  on  the  MacArthu 
Causeway  (about  15  minutes).  He  i 
making  a  point  about  ease  of  access 
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Stolichnaya 

For  the  Holidays 


Patrol  boat  making  the  rounds  at  the  island's  guest  marina 
A  Secret  Service  manfound  it  easier  to  get  into  the  White  House. 


He  tells  you  about  the  frequent,  pri- 
vate, 24-hour  ferry  service  and  of  the 
motor  launches  that  can  transport 
residents  to  downtown  Miami  in  15 
minutes.  Then  he  tells  you  about  se- 
curity on  Fortress  Fisher. 

Talk  about  security!  You  can't  even 
get  on  the  island  unless 
your  name  is  on  the  secu- 
rity officer's  list,  which 
includes  property  owners, 
club  members  and  ap- 
proved visitors,  including, 
of  course,  construction 
workers  and  staff.  The  is- 
land also  boasts  its  own 
army  and  navy — 40 
strong — ranging  over  the 
grounds  and  manning  pa- 
trol boats  to  ward  off  in- 
truders. The  latest  elec- 
tronic security  systems 
are  built  into  all  the  con- 
dos.  Recently  a  Secret  Ser- 
vice man,  sent  to  check 
out  the  island  before  the 
visit  of  the  president  of 
Venezuela,  had  to  cool  his 


heels  for  hours  before  getting  clear- 
ance to  land  on  the  island.  He  was 
quoted  as  saying  it  was  easier  to  get 
into  the  White  House. 

The  ferry  nestles  into  the  island 
slip,  and  you  drive  off  slowly — the 
posted  speed  limit  is  19mph — across 


Model  apartment  in  Bayside  Villa  complex 
Units  range  from  $435,000  to  $950,000. 


the  belly  of  the  island.  The  landscap- 
ing is  impressive — tropical  plants  and 
palm  and  black  olive  trees  abound. 
Soon,  Miami  seems  miles  away. 
There  is  plenty  of  open  green  space  at 
the  island's  center,  soon  destined, 
Riordan  tells  you,  to  become  a  cham- 
pionship-level nine-hole 
golf  course.  You  see  lots  i 
golf  carts  already.  "When 
you  buy  a  unit,  you  get 
two  parking  spaces  fori 
your  cars  and  a  free  golf 
cart — it's  really  the  best 
way  to  get  around,"  Rior- 
dan explains.  You  pull  up 
in  front  of  the  main  house 
of  the  former  Vanderbilt 
estate,  done  in  Spanish 
Mediterranean  style,  as1 
are  all  the  new  additions. 
At  a  distance,  it  is  diffi- 
cult to  tell  new  construc- 
tion from  old.  As  you 
stroll  through  the  court- 
yard, a  dozen  or  so  pea-  . 
hens  and  peacocks  prance 
about.  Toucans  and  ma- 
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:aws  and  cockatoos  peer  at  you  from 
arge  cages  around  the  courtyard. 
'Watch  where  you  walk,"  Riordan 
vams.  You  smile.  Is  he  trying  to  tell 
'ou  the  only  thing  you  have  to  worry 
ibout  on  the  island  is  treading  on  pea- 
:ock  droppings?  Then  you're  given  a 
>rief,  name-studded  histo- 
y  of  the  island. 
Legend  has  it  that  in 
925  Carl  Fisher,  the  fa- 
her  of  Miami  Beach,  cov- 
:ted  the  250-foot  yacht 
lagle,  owned  by  William 
Cissam  Vanderbilt  II,  a 
jeat-grandson  of  the  fam- 
ous Commodore.  Fisher 
wapped  his  acreage  on 
he  island  for  the  yacht, 
Jid  Vanderbilt  construct- 
d  a  winter  estate.  It  now 
orms  the  nucleus  of  the 
;isher  Island  Club.  The 
nain  house  (restored  at  a 
ost  of  $5.5  million)  now 
louses  the  club's  main 
lining  room,  bar  and  pri- 
ate  dining  and  meeting 


rooms.  Edwin  S.  Moore,  scion  of  one 
of  the  founders  of  U.S.  Steel,  acquired 
it  from  Fisher  in  1943.  Gar  Wood,  the 
inventor  and  speedboat  racer,  bought 
it  in  1947.  Wood  lived  and  tinkered 
there  until  1975,  when  it  fell  into  the 
hands  of  a  group  of  developers  who 
included  Charles  (Bebe)  Rebozo  and 
Richard  Nixon.  But  little  was  done 
until  the  current  developers  (who  in- 
clude a  nephew  of  Rebozo,  Bill)  enlist- 
ed the  financial  support  of  Mutual 
Benefit  Life  Insurance  of  Newark,  N.J. 

You  are  carted  around  to  the  main 
marina,  passing  the  17  tennis  and  4 
paddle  tennis  courts,  presided  over  by 
the  resident  pro,  Gardnar  Mulloy. 
(There  are  even  three  grass  courts — 
she'll  love  it.)  You  love  the  marina.  Its 
86  slips  are  deep,  well  protected  and 
well  equipped  (water,  power,  tele- 
phone, cable  TV  hookups)  and  can 
accommodate  yachts  up  to  140  feet. 
(Will  you  feel  out  of  place  with  your 
36-foot  sports  fisherman?)  Adjacent  to 
the  marina  is  a  shopping  mall,  also 
done  in  the  Spanish  Mediterranean 
style.  There  is  a  guest  marina  nearby. 
You  are  told  that  the  main  marina  is 
for  the  exclusive  use  of  residents  and 
.  lub  members. 

There  are  some  800  nonresident 
members  now,  mostly  Miamians,  but 
eventually  the  club  will  be  restricted 
to  property  owners. 

The  club  currently  generates  some 
income  and  also  helps  put  some  life 
into  the  island.  Only  165  or  so  of  the 
total  number  of  1,000  planned  condos 
have  been  built,  and  most  of  their 
owners  are  now  absent — it's  a  bit  be- 
fore the  winter  season.  There  are  also 
several  guest  cottages  on  the  grounds, 
part  of  the  original  estate,  which  can 
be  rented  by  the  public.  Some  small 
corporate  groups  use  them  on  occa- 
sion. They  currently  rent  for  $350  a 
day  and  up.  (To  make  reservations  for 


Miami  Beach 


Virginia  Key 


Key  Biscayne 


Atlantic 
Ocean 


Lounging  at  club  pool — originally  put  in  by  Vanderbilt 
Eventually,  club  membership  will  be  limited  to  owners 


these  cottages,  as  well  as  seaside  con- 
dos, which  will  also  be  available  as 
rentals,  contact  Ron  Wayne  at  305- 
535-6020.) 

Riordan  takes  you  on  a  tour  of  the 
Bayside  Villas,  the  one  completed 
phase  of  the  project,  which  is  nearly 
sold  out.  Two-bedroom,  2'/2-bath 
units,  1,912  square  feet  in  size,  start  at 
$435,000.  The  three-bedroom,  3,265- 
square-foot  apartments  are  currently 
offered  at  $950,000.  The  furnished 
models  are  right  out  of  Architectural 
Digest.  The  spacious  balconies  and  ter- 
races offer  breathtaking  views  of  Bis- 
cayne Bay,  the  Atlantic  and  the  Mi- 
ami skyline  (lit  up  like  a  neon  rain- 
bow at  night).  All  the  units  include 
such  frills  as  subzero  refrigerators,  Ja- 
cuzzi baths  and  fireplaces.  And  even 
though  the  buildings  are  low  profile 
and  no  more  than  four  stories  high, 
there  are  wood-paneled  elevators  ev- 
erywhere. You  know  she's  going  to 
love  it.  "Freddy  Laker  owns  that 
unit,"  says  Riordan  in  passing.  "Quite 
a  few  Europeans  have  been  buying,  in 
fact.  About  25%,  I'd  say." 

You  can't  help  thinking:  Do  they 
know  something  we  don't?  Are  they 
more  sophisticated  and  less  spooked 
by  Miami's  current  problems? 
Now  to  the  Seaside  Villas,  built 
smack  on  a  mile-long 
beach.  These  units  are 
smaller  and  cheaper  than 
the  Bayside  Villas,  ranging 
in  size  from  789  square 
feet  (one  bedroom,  from 
$245,000)  to  1,683  square 
feet  (two  bedrooms,  from 
$635,000).  As  you  step 
over  the  construction  ma- 
terials trying  to  picture 
the  finished  apartments, 
all  of  which  have  their 
own  private,  outdoor  hot 
tubs,  Riordan  points  out 
that  you  can  put  your 
condo  unit  (your  unit!) 
into  a  rental  pool  when 
you're  not  using  it;  pro- 
ceeds are  split  50-50  with 
the  club  management. 
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After  a  brief  visit  to  the  sales  center, 
kvfoere  you're  shown  renderings  and 
models  of  future  units,  it's  off  to 
lunch  in  the  clubhouse.  The  sales 
pressure,  gentle  but  persuasive,  con- 
tinues in  the  formal  dining  room. 
(There  is  another,  casual  restaurant  at 
che  water's  edge.)  There  in  the  middle 
of  Biscayne  Bay,  where  delectable  fin- 
fish  are  inches  away,  you  are  served 
fresh,  imported  turbot.  Other  princi- 
pals of  the  company  stop  by  to  chat. 
They  find  out  you  like  to  snorkel  and 
dive,  and  point  out  the  line  of  break- 


Loose  ends 

Shopping  for  a  mortgage?  Every  week, 
New  Jersey-based  HSH  Associates 
compiles  the  latest  mortgage  data 
from  some  2,000  mortgage  lenders  na- 
tionwide and  sends  the  information 
along  to  consumers  (and  alert  real  es- 
tate agents)  via  computer  diskettes. 

PC  Mortgage  Update  provides  rates 
and  terms  being  offered  by  as  many  as 
80  lenders  in  your  area — if  there  are 
that  many.  The  program  runs  on  any 
IBM  or  IBM-compatible  personal 
computer.  Subscription  cost:  $39  a 
month,  which  includes  four  weekly 
updates. 

For  the  first-time  home  buyer  HSH 
also  produces  the  Home  Buyers  Mort- 
gage Kit,  a  print  version  of  the  same 
information  the  disk  contains.  A  four- 
week  subscription:  $29. 

For  additional  information  on 
mortgages,  call  1-800-updates  or,  in 
New  Jersey,  201-831-0550.  Or  write 
HSH  Associates,  10  Mead  Avenue, 
Riverdale,  N.J.  07457. 

Do  you  trust  your  bank  to  bill  you 
properly  on  your  adjustable  rate  mort- 
gage? Miscalculations  occur,  and  as 
little  as  a  half-percent  error  can  cost 
you  $45  extra  a  month — $540  a  year — 
on  an  $80,000  mortgage.  To  make 
sure  your  ARM  monthly  payments 
are  being  calculated  correctly,  run  the 
numbers  through  Armcheck,  a  com- 
puter program  devised  by  Loantech, 
Inc.,  which  checks  the  accuracy  of 
your  lenders'  ARM  adjustments. 

You  simply  call  Armcheck  and  pro- 
vide such  data  as  your  original  inter- 
est rate,  term,  caps  and  the  index  your 
ARM  is  tied  to.  Armcheck  then  tracks 
and  verifies  the  lender's  payment  ad- 
justments. You  also  receive  a  comput- 
erized printout  showing  what  your  fu- 
ture payments  will  be,  based  on  three 
hypothetical  interest  rate  scenarios. 
Cost  for  single  printout:  $18. 

For  more  information  on  Arm- 
check,  call  301-330-0777.  Or  write 


ing  surf  about  a  mile  offshore,  part  of 
the  barrier  reef  that  runs  clear  down 
past  Key  West.  They  talk  of  the  mana- 
tees that  come  into  the  guest  marina 
in  summer  to  munch  heads  of  lettuce 
fed  to  them  by  the  staff.  You  are  being 
fed  all  their  best  convincers.  But 
there's  no  high  pressure  to  close,  no 
palaver  about  having  to  commit  right 
away,  or  else.  But  do,  they  insist, 
bring  your  wife  next  time. 

You  love  the  club,  the  condos  and 
the  amenities,  and  the  prices  are  with- 
in your  budget.  But  what  about  boom- 


Jean -Francois  Allaux 

Loantech,  Inc.,  P.O.  Box  3635,  Gaith- 
ersburg,  Md.  20878. 


Whittling  your  mortgage  down  by 

making  one  "extra"  mortgage  pay- 
ment each  year  is  really  catching  on 
(Forbes,  Nov.  30).  The  idea  is  to  pay 
half  a  monthly  mortgage  payment  ev- 
ery two  weeks.  That  way  you  will 
make  a  total  of  26  half-payments  an- 
nually or  13  monthly  installments. 
How  much  can  you  save?  On  a 
$100,000,  10'/2%,  30-year  mortgage 
the  extra  payments  will  cut  your  in- 
terest bill  by  $81,000  and  will  reduce 
the  term  by  about  10  years. 

Now  a  Sacramento-based  company 
called  Equitymax  has  come  up  with  a 
scheme  to  help  homeowners  make 
such  prepayments.  Equitymax  will  do 
some  of  the  paperwork  for  you  and 
grease  the  skids  should  your  lender 
balk  at  the  prepayment  plan.  It  will 
automatically  debit  your  designated 
savings  or  checking  account  every 
two  weeks  and  see  that  your  mortgage 


bust  Miami  and  the  future?  You  trie 
to  read  Joan  Didion's  new  book,  M 
ami,  on  the  way  down  to  deepen  yot 
understanding  of  the  roiling  metropc 
lis.  It  was  no  help.  You  realize  it  a| 
boils  down  to  this:  You  would  be  bui 
ing  into  an  affluent,  protected  and  nc 
unpleasantly  snooty  community,  an 
the  value  of  what  you  buy  might  nc 
change  much  for  years,  until  Miami 
next  boom  cycle — which  some  say  : 
under  way  already.  That's  not  a  lot  < 
downside  risk.  Hell,  it  didn't  sta 
Vanderbilt.— W.G.F. 


lender  gets  the  13  annual  paymeni 
on  time.  But  at  a  hefty  cost.  You'll  pa 
from  $395  and  up  to  originate  th 
service,  plus  another  $2.40  for  har 
dling  each  biweekly  payment.  Fc 
more  information  call  1-800-346-513 
or  1-800-262-6062  in  California. 

An  alternative,  of  course,  is  simpl 
to  make  that  extra  annual  paymer 
yourself — without  using  any  servio 
The  results  will  be  the  same.  Chec 
with  your  lender  first,  however,  t 
make  sure  the  payment  will  get  proi 
erly  credited  against  principal — an 
isn't  just  credited  as  the  next  month 
normal  payment. 

Looking  to  cruise  the  Caribbean 

There  are  some  76  ships  to  choos 
from,  and  countless  itineraries.  Carii 
bean  Ports  of  Call,  by  Kay  Showkt 
(Globe  Pequot,  $14.95),  will  help  yo 
narrow  down  which  ships  to  choos 
among  and  which  islands  to  visit.  B« 
sides  descriptions  of  the  crews,  cu 
sine,  entertainment,  accommod; 
tions  and  other  facilities  on  the  liner 
there's  plenty  of  information  on  whs 
to  do  ashore,  too. 

College  financial  guides  come  and  go 
but  each  year  the  inexpensive  pan 
phlet-size  books  published  by  Octa 
meron  Associates  get  better  and  be 
ter.  The  1988-89  crop  now  totals  1 
titles,  ranging  in  price  from  $2.75  (fc 
Campus  Pursuit)  to  $4.50  (for  the  mos 
popular  of  the  guides,  Don 't  Miss  Out 
They  cover  everything  from  source 
of  financial  aid  to  how  to  calculat 
your  "family  contribution"  to  colleg 
costs;  from  the  benefits  and  availabi 
ity  of  co-op  education  programs  t 
how  to  improve  your  kids'  chances  c 
getting  into  top-tier  schools. 

Suggestion:  Almost  everyone  neec 
Don't  Miss  Out;  send  or  call  for  ths 
one.  Along  with  it  you'll  receive  lite: 
ature  describing  the  other  guides,  a 
well  as  order  forms.  Octameron  Assc 
ciates,  P.O.  Box  3437,  Alexandria,  V; 
(703-823-1882). 
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Nissan  builds 
cars  and  trucks 
for  the  most 
important  race 

of  all. 


When  you  open 
voi  irg,vnge  dt  >o;  it  i 
the  morning,  vou 
should  like what 
vvusee 


You should  hivt 
plentvol good  thing 
to  say  about  vow 
ikwi'ji  01  thick 

All  the  engi- 
neering in  the 
world isn't worth 
,1  thing  it  the 
result  isn't.) 
vehicle  that 
nukes  vou  leel 
good  inside. 


A  well-engineeii 
nukes  vou  feel  1 
limns;  bought  it 


When  you 
put  vourtoot 
down  on  die 
gtspedal,  yout 
eyes  should 
light  up. 


When  you  grab 
thewheel.  vou 
should  teehi 
sense  ol  tool 
control 


If  cars  were  simply  about  coming  and 
going,  we  suspect  buses  and  streetcars  would 
be  a  lot  more  crowded. 

But  the  fact  is,  whether  you  dnve  because 
you  want  to,  or  because  you  need  to,  your 

car  is  as  much  a  part  of 
who  you  are  and  how 
you  live,  as  the  place  that 
you  call  home. 

It's  the  onlypnvacy 
you  get  at  times. 
A  less  than  terrific,  but  often  necessary 
place  to  eat  breakfast.  Or  a  place  to  sing  out 
loud  to  your  hearts  content. 

Nissan"  manufactures  and  assembles  cars 


and  truck  in  21  countries.  From  Amenca  to 
Australia.  From  Peru  to  Portugal. 

And  if  we've  learned  anything  from  the 
millions  of  people  around  the  world  who  are 
dnving  Nissans,  it's  that  there  are  some  univer- 
sally desirable  things  a  car  or  truck  should  be. 

It  should  be  functional,  without  looking 
it.  It  should  be  sophisticated,  without  being 
complicated.  It  should  be  reliable,  without 
being  boring. 

It  should  be  able  to  take  on  the  jungles  of 
Peru.  And  the  jungle  of  NewYork.  Summer 
in  the  Sahara.  And  winter  in  Minneapolis. 


nRace. 

But  above  all,  it  should  feel  as  if  it  were 
om-built  for  you.  At  Nissan,  we  call  this 
onal  approach  to  automotive  design 
nan  Engineering.™ 

And  it  means  a  lot  more  than  just  radio 
bs  that  are  an  arm's  reach  away 
It  means  everything  about  the  vehicle 
ks  for  you.  From  the  way  the  mirrors 
st,  to  the  way  the  transmission  shifts,  to 


Way  the  jack  works. 

So  no  matter  who  you  are,  or  how  you 
/our  Nissan,  the  end  result  is  always  the 
e.  You  feel  good  about  your  car  or  truck 
what  it  does  for  you. 
In  stnving  to  build  these  kinds  of  vehi- 
Nissan  faces  some  diverse  and  difficult 
leering  challenges. 


building  a  car  that's  actually  more  cars  than 
you  ever  thought  possible. 

Yet,  of  all  the  things  engineered  into  Nissan 


The  heritage  of  the  famous  Nissan  Z-Car  lives  on  in  all  its  curbocharged.  fuel-injected 
splendor  with  the  new.  sleeker-than-ever 300ZX. 


Why  pay  a  fortune  for  a  performance  sedan  when  the  Nissan  Maxima®  lets  you  have  your 
power  Your  luxury.  And  your  bank  account 


In  the  case  of  the  Newman-Sharp  300ZX 
)0,  it's  building  the  fastest  car  possible. 
In  the  case  of  the  Sentra™  it's  building  the 
t  economical  car  possible. 
In  the  case  of  the  modular  Pulsar*  NX,  its 


Nissan's  Pathhndcf"  blends  the  famous  4x4  Hardbody"  performance  with  sleek  styling, 
exceptional  comhnand  uncommon  practicality 

vehicles,  we're  most  proud  of  the  one  thing  that 
we  haven't  engineered  out  of  them. 
The  pure  pleasure  of  dnving  one. 
Because  at  Nissan,  we  never  forget  why  we 
build  cars  and  trucks. 

Or,  who  we  build  them  for 


NISSAN 


Built  for  the  Human  Race: 


Careers 


By  Dyan  Machan 


It  is  hard  to  have  a  successful  marriage,  but 
doubly  so  when  your  spouse  is  also 
your  business  partner. 


My  partner, 
my  spouse 


Portia  Isaacson  Wright  founder  of  Future  Computing 
Vowing  not  to  mix  work  and  marriage. 


Iaura  Pomerantz  says  she  mu 
_  step  especially  nimbly  whene 
I  er  she  disagrees  with  her  bos 
Pomerantz,  40,  is  chairman  of  tt 
Breckenridge  division  of  Leslie  Fa 
Cos.,  New  York's  $550  million  (sale 
women's  apparel  manufacturer 
Laura's  boss  is  Leslie  Fay  Chairma 
John  Pomerantz,  54,  who  also  ha 
pens  to  be  her  husband. 

She  must  take  care  that  what  ha] 
pens  in  the  boardroom  doesn't  spi 
over  into  the  living  room  and  the  be 
room.  "I'm  sensitive  to  how  I  presei 
criticism  to  John,"  says  Mrs.  Pome 
antz.  No  telling  him,  "That's  tr 
dumbest  idea  I  ever  heard."  Instea 
"It's  usually  in  the  form  of  questioi 
ing  his  rationale." 

For  the  Pomerantzes  it  seems 
work.  They  have  happily  worked  ti 
gether  and  been  married  for  12  year 
Another  example  is  Phoenix'  Man 
Klar,  48,  and  her  husband,  Jules,  |J 
The  Klars  have  been  married  for  1 
years — during  1 1  years  of  which  the 
have  owned  and  run  a  successful  re 
estate  syndication  firm  and  a  trav 
business. 

"It's  still  a  love  affair,"  says  Jule 
Klar  of  the  partnership. 

Obviously,  not  all  such  partne 
ships  work.  Consider  Colorac 
Springs'  Portia  Isaacson  Wright.  No 
45,  Isaacson  Wright  has  been  marrie 
and  divorced  five  times;  of  her  fi 
former  husbands,  she  has  worke 
with  three.  With  her  fifth,  Egil  Juliu 
sen,  she  founded  Future  Computin; 
Inc.,  a  market  research  and  consultir 
firm  that  they  sold  in  1984 
McGraw-Hill  for  $8  million.  One  ye; 
later  they  dissolved  their  life  partne 
ship,  too. 

Isaacson  Wright  says  she  general] 
liked  and  respected  her  former  hu 
bands  as  businessmen,  but  not  as  hu 
bands.  Now  married  for  the  sixt) 
time,  to  a  computer  software  develoj 
er,  she  says  for  now  she'll  keep  h« 
working  and  personal  lives  separat 
somehow  making  adequate  time  fd 
both.  Vows  she:  "I  won't  fetter  it 
days  doing  business  and  let  this  reL 
tionship  slide." 

Yet  despite  such  problems,  increa 
ingly  American  men  and  women  a] 
teaming  up  in  business  as  well  as  i 
marriage.  There  are  no  precise  figure 
but  the  National  Family  Busine; 
Council  estimates  that  at  least  1  mi 
lion  couples  have  set  up  shop  togetl 
er.  The  number  is  likely  to  grow  £ 
the  economy  downsizes  and  as  moc 
ern  technology  makes  it  easier  to  e: 
tablish  mom-and-pop  (he-and-she 
businesses. 
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^.  Would  you  buy 
i  pair  of  shoes 
rom  this  man? 

\.  Thousands  of 
^ands'  End 
customers  do, 
or  reasons 
his  interview 
nakes  clear. 


bove  is  a  rare  photo  of  Jim 
innings,  the  "old  shoe  dog"  who 
werns  the  buying  and  selling  of 
ands'  End  shoes.  Rare,  because 
m  is  seldom  caught  in  repose, 
ut  Carol  Sadtler,  one  of  our 
:sourceful  creative  people, 
>rnered  him  one  day,  and  what 
Hows  are  excerpts  from  an 
iterview  that  may  lead  you  to 
ithink  whatever  prejudice  you 
ay  have  against  ordering  shoes 
om  a  catalog.  Even  ours. 

iarol:  How  long  have  you  been  in  the 
Vsiness,  Jim?  And  how  does  that  affect 
\ur  buying  shoes  for  your  customers? 
m:  Let's  see. . .  about  20  years,  1 
tess.  When  you've  been  around  that 
rig,  you  see  a  lot  of  companies  come 
id  go.  You  get  to  know  the  good, 
i  liable  ones.  The  ones  that  make  the 
hnds'  End  kind  of  shoe. 


Carol:  And  what  kind  of  shoe  is  that? 
Jim:  The  kind  of  shoe  that  goes  with 
the  clothing  we  sell.  Not  "high  fashion", 
or  a  "hot  seller".  But  classic.  We  offer 
casual  shoes,  as  you  know,  and  a  very 
controlled  line  of  dress  shoes.  Always 
in  style.  And  as  well  made  as  possible. 

Carol:  What  steps  do  you  take  togetfhat 
kind  of  quality? 

Jim:  Extra  steps,  frankly.  When  we 
look  at  a  shoe,  we'll  see  what  we  can 
add  to  it  to  give  it  more  quality.  Like  a 
leather  lining  instead  of  vinyl,  so  the 
shoe  wears  longer  and  breathes  better. 
Or  a  wool  lining  instead  of  acrylic  in  a 
pair  of  slippers.  Or  we'll  add  a  better 
sole. 

(JIM PAUSES,  RUMMAGING 
AROUND  IN  SOME  SHOE  BOXES 
AND  COMES  UP  WITH  A  PAIR  OF 
LANDS' END  "DUSTY BUCKS".) 
Here's  a  perfect  example.  We  took 
these  traditional  Bucks.  Nice  suede 
leather,  but  the  rubber  soles  wore  out 
in  a  big  hurry.  And  they  were  heavy. 
So  we  added  a  lightweight  Vibram"  sole, 
with  a  real  tough  skin  to  make  it  long- 
lasting.  Now,  instead  of  a  Buck,  we  give 
you  a  Buck-and-a-quarter. 

Carol:  They  warned  me  about  your 
puns,  Jim.  Let's  get  serious  again.  I'm 
told  you  visit  manufacturers  quite  often. 
Right?  What  do  you  look  for? 
Jim:  Actually,  as  a  company  we 
probably  do  make  more  factory  visits 
than  most.  That's  really  the  only  way  to 
maintain  quality.  You  just  can't  run  our 
business  from  an  "ivory  tower". 
And  when  we  do  visit,  we  look  to  see 
how  things  are  organized.  And  at  how 
many  points  the  shoes  are  inspected. 
After  a  while,  you  can  tell  how  neat  and 
careful  the  work  is  at  every  step. 

Carol:  Do  you  literally  look  over  a 
handsewer's  shoulder? 
Jim:  You  bet.  You  look  to  see  how  neat 
and  even  the  stitches  are. 

Carol:  That  kind  of  quality  control  must 
take  a  lot  of  travel. 

Jim:  It  does.  But  we're  fortunate  in 
having  built  up  a  very  strong  domestic 
structure  of  suppliers.  Which  means 
for  the  customer  that  we  can  keep  an 
eagle  eye  on  quality,  and  keep  the 
shoes  they  want  in  stock  too. 


ggjlB1 

Carol:  But  you  buy  shoes  overseas,  too? 
Jim:  Yes,  indeed.  We  go  where  we  can 
get  the  best  shoe.  Italy,  for  example, 
for  the  fine  leathers  and  excellent  crafts- 
manship for  some  of  our  dressier  shoes. 

Carol:  How  do  you  do  all  these  extra 
things  and  still  keep  prices  as  low  as 
they  are? 

Jim:  We  have  several  things  going  for 
us.  We  don't  operate  on  the  normal  50% 
retail  mark-up.  We're  direct  merchants, 
with  no  middlemen  to  raise  costs.  Also, 
we  order  in  large  quantities.  And  we 
have  long-standing  relationships  with 
our  suppliers,  which  helps. 

Carol:  What  wouldyou  say  to  the  person 
who  hesitates  to  order  shoes  from  a 
catalog  because  of  fit? 
Jim:  We  make  an  extra  effort  to 
standardize  sizes  within  our  offerings. 
We've  used  the  same  lasts — which 
determine  fit— for  ten  years  or  more  in 
many  of  our  shoes.  And  we  fit-test  a 
shoe  on  20  to  25  people  before  we  offer  it. 

Carol:  Gee,  you  seem  to  have  things  all 
worked  out.  Don't  you  have  any  problems? 
(LONG  PAUSE.  JIM  LAUGHS  A 
LITTLE  NERVOUSLY.  FINALLY, 
HE  ANSWERS.) 

Jim:  Frankly,  the  hardest  thing  to  do  is 
managing  the  variety  of  sizes  and  colors 
we  offer  in  each  style.  We  try  our 
darndest  to  fit  everybody,  and  that 
means  we  have  to  keep  track  of 
something  like  1,863  offerings. 

Carol:  That  ought  to  keep  you  busy. 

And  your  customers  happy. 

Jim:  Well,  Carol. . .  that's  the  idea! 


It  is,  indeed.  Whether  it's  Lands'  End 
shoes  you're  buying,  or  any  one  of  our 
other  catalog  items.  All  quality  offer- 
ings, all  priced  to  reflect  remarkable 
value,  all  GUARANTEED.  PERIOD/ 
Call  our  toll-free  number  for  a  free 
catalog.  Or  send  in  the  coupon  below. 
We'll  tell  Jim  Jennings  he  can  expect  to 
hear  from  you.  Okay? 


Please  send  free  catalog. 
Lands' End  Dept.H-71 
Dodgeville,  WI 53595 

Name  


Address . 


City. 


Slate 


Zip 


Or  call  Toll-free: 

1-800-356-4444 


Dangers  iurk,  as  they  did 
for  Egyptian-born  chemical 
engineer  Asma  Abou  Heif, 
38,  or  Gaithersburg,  Md. 
She  and  her  first  husband, 
in  partnership  with  two  of 
his  relatives  and  a  friend, 
started  a  printed  circuit 
board  company  in  Reston, 
Va.  in  1975.  As  executive 
vice  president,  she  super- 
vised the  firm's  manufac- 
turing operations  and  200 
employees.  Her  husband, 
the  company's  president, 
looked  after  the  company's 
finances.  "I  put  my  blood 
into  that  company,"  Abou 
Heif  recalls  bitterly. 

By  1982  the  business  was 
doing  well,  but  the  mar- 
riage was  not.  According  to 
Asma,  they  decided  to  split 
up,  and,  the  following  day, 
her  husband  and  his  rela- 
tives fired  her.  Their  di- 
vorce became  final  six 
months  later.  Her  husband, 
Mohamed  El  Ezaby,  and  his 
family  got  the  business  and 
continue  to  run  it  out  of  Sterling,  Va. 

Abou  Heif  quickly  rebounded.  She 
remarried  and,  in  1984,  started  her 
own  circuit  board  company,  Spectra 
Inc.  of  Clarksburg,  Md.,  which  she 
says  is  now  profitable  on  sales  of  $3.5 
million.  She  started  Spectra  with  the 
assistance  of  her  second  husband  (he 
has  since  sold  off  his  stake 
in  the  company  and  left  to 
resume  his  post  in  the  fed- 
eral government),  but  this 
time  Abou  Heif  made  sure 
to  maintain  control  of  her 
company. 

Clearly,  husband-wife 
business  teams  face  double 
hurdles.  Not  only  must 
they  adjust  their  egos  to 
each  other  at  home  but  at 
business  as  well.  And  both 
parties,  the  women  in  par- 
ticular, risk  the  suspicion 
that  they  are  where  they  are 
because  of  who  they  are. 

Leslie  Fay  Cos.'  Laura 
Pomerantz,  successful  in 
business  before  her  mar- 
riage, says  she  had  to  strug- 
gle when  she  first  joined 
Leslie  Fay  to  prove  to  busi- 
ness associates  and  subordi- 
nates that  she  was  not 
where  she  was  in  business 
because  of  where  she  was  in 
marriage. 

Successful  business  and 
life  partners  say  it  is  impor- 
tant for  each  partm 


Jules  and  Marita  Klar,  ofKlar  and  Learned  Investments 
Working  together  and  "it's  still  a  love  affair." 


fine  different  areas  of  expertise  within 
the  business  partnership,  and  stick  to 
those  areas.  That  way  their  business 
becomes  a  cooperative  rather  than  a 
competitive  affair. 

Living  proof  are  Barry  and  Susan 
Wine,  who  have  been  married  for  20 
years  and  have  built  New  York's  The 


Leslie  Fay  Cos. '  Laura  and  John  Pomerantz 
It's  who  you  are,  not  who  your  spouse  is. 


Quilted  Giraffe  from  a  Ne\ 
Paltz,  N.Y. -based  countr 
restaurant  into  one  of  Man 
hattan's  prestige  restau 
rants.  Susan  Wine  runs  th 
restaurant — the  dinin 
room  end  of  things.  Sh 
says  husband  Barry,  th 
chef,  is  "an  irritant"  whei 
he  wanders  out  of  th 
kitchen.  Likewise,  Susai 
has  learned  to  stay  clear  c 
the  kitchen.  "I  had  to  re 
spect  her  turf  and  learn  tha 
we  were  both  good  at  cei 
tain  things,"  says  Barry. 

Part  of  a  business-mai 
riage  is  that  both  parts  c 
the  relationship  become  24 
hour  things.  That's  oftei 
fine  for  the  business.  But  i 
does  tend  to  make  both  pai 
ties  into  workaholics. 

In  the  late  Seventies  Car 
DeSantis  (then  a  consultan 
and  entertainment  lawyei 
and  his  wife  Phyllis  Came 
sano  (a  magazine  editoi 
quit  their  jobs  to  cowrit 
film  scripts.  They  wrot 
full  time  in  their  apartment,  stayed  u 
all  night  to  meet  deadlines  and  fough 
over  whose  name  would  get  top  bill 
ing.  The  intensity  finally  proved  to  b 
overpowering,  and  the  couple  decide 
to  terminate  the  writing  partnership 
"It  was  circuit  overload,"  says  Phylh 
Camesano.  "There  was  no  other  in 
put." 

To  avoid  such  overloac 
Caroline  and  David  Eager  c 
Louisville-based  marke 
consultant  Eager  Assc 
ciates  formally  institute 
what  they  call  a  "wor 
blackout,"  certain  evening 
a  month  during  which  a] 
shop  talk  is  forbidden. 

Last  year  Sharon  Nelto: 
wrote  In  Lore  and  In  Bust 
ness  (published  by  John  Wi 
ley  &  Sons),  a  study  of  hus 
bands  and  wives  who  hav 
been  able  to  launch  sue 
cessful  businesses  togethei 
Nelton's  conclusior 
Spouses  in  business  togetfc 
er  should  never  compet 
against  each  other,  bu 
work  as  a  team  against  th 
world. 

The  Quilted  Giraffe' 
Barry  Wine  agrees.  "W 
were  totally  committed  t 
making  them  work,"  say 
Wine  of  their  marriage  an 
their  business.  "We  neve 
gave  ourselves  the  option  t 
fail."  ■ 
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Individualistic,  the  Esquire  Collection  is  Swiss  crafted. 
Water-resistant,  quartz  accurate,  a  contemporary  concept  of  a  classic  that  re-defines  tradition.  $265. 

Models  not  shown  from  $195. 

Movado  Watch  Corporation,  650  Fifth  Ave.,  N.Y.,  N.Y.  10019 


FREE  INFORMATION  FOR  READERS  OF  FORBES 


The  advertisers  listed  here  want  to  make  information  available  to  readers  of 
FORBES.  For  the  type  of  information  available,  see  the  categories  below.  To  obtair 
information,  see  the  adjoining  page. 


Products/Services  Information 


1 .  AEG  Corporation 

2.  Anacomp 

3.  The  Boston  Company 

4.  Broken  Hill  Proprietary  Co.,  Ltd. 

5.  Brunswick  Corporation 

6.  CFM  International 

7.  Cadillac  Motor  Division 

8.  Canon  U.S.A.,  Inc. 
Facsimile  Division 

9.  Chubb  Group  of  Insurance 
Companies 

*10.  CIGNA  Corporation 

11.  Comex — Moody's  Investment- 
Grade  Corporate  Bond  Index 
Futures 

12.  DataTimes 

13.  Dodge  Truck 

14.  Eagle's  Nest  Homes 


15.  Fansteel 

16.  Robert  Half  International  Inc. 

17.  Hazel,  Inc.* 

18.  Hewlett-Packard 

19.  Johnson  Controls,  Inc. 

20.  MCI  Telecommunications  Corp. 

21 .  Mead  Paper 

22.  NCR  Corporate 

23.  NYNEX  Corporation 

24.  The  New  England 

25.  Ohio  State  University 

26.  Olympia  USA  Inc. 

27.  Olympic  Sales  Co. 

28.  Professional  Coin  Grading 
Service 

29.  Range  Rover  of  North  America, 
Inc. 

30.  Raytheon  Company 


31 .  Ricoh  of  America 

32.  Samsung  Group 

33.  San  Francisco  Embroidery 
Works 

34.  Schott  Corporation 

35.  Scudder  401 K  Plan 

36.  Sharp  Electronics — Facsirr 

37.  The  Sharper  Image — Amef 
Catalog  of  Innovation 

38.  Steelcase 

39.  Strong  Total  Return  Fund 

40.  TWA 

41 .  Tandy/Radio  Shack 

42.  Toshiba  America,  Inc. — 
Copier  Division 

43.  Twentieth  Century  Investor 
Inc. 


Annual  Reports 

44.  AMETEK,  Inc. 

45.  Brunswick  Corporation 


46.  PPG  Industries,  Inc. 

47.  Parker  Hannifin  Corporation 


48.  Phillips  Petroleum  Compar 

49.  Silverado  Mines  Ltd. 


Area  Development 

50.  Discover  Columbus  53.  Mississippi  Department  of  54.  Netherlands  Foreign 

51.  Fisher  Island  Economic  Development  Investment  Agency 


52.  Landfall  Associates,  Inc. 


].  Peter  Grace 


Chairman  &  CEO,  WR.  Grace  &  Co.. 
Insight  reader 


Among  Insight  readers,  uncommon 
people  are  commonplace. 

Some,  like  Peter  Grace,  run  multi- 
billion  dollar  corporations.  Others 
influence  national  policy.  They  all  make 
weighty  decisions  and  have  the  means 
to  carry  them  out. 

According  to  a  Simmons  survey, 
Insight  reaches  the  highest  concentra- 
tion of  affluent  readers  of  any  national 
newsweekly. 

And  it  doesn't  get  lost  in  the  in-box.  It 
gets  read.  Circulation  is  over  a  million. 
And  readership  is  nearly  four  times  that 
high. 

Peter  Grace  says  this  about  Insight: 
"The  news  is  hardhitting.  It's  truthful... 
It's  not  baloney.  I  read  it  regularly  every 
time  it  comes  in,  right  off  the  bat." 

If  you  want  uncommon  results  from 
your  advertising,  ask  your  agency  about 
Insight.  Or,  if  you're  with  an  agency, 
call  us. 

In  New  York,  our  representative  is  Jack 
Mandable  at  212/599-1730.  In  Chicago, 
call  DickWeithas  at  312/346-8810.  In 
Detroit,  call  Jon  Stitle  at  313/651-2770. 
In  Los  Angeles,  call  Bill  Bauer  at 
213/820-1550.  And  in  Washington,  D.C., 
call  Tim  Hutchens  at  202/636-8870. 


Insight 

Talk  to  the 
powers  that  be. 


0 


Faces 

Behind  the  Figures 


Alex  QuesaUa  M. 


Edited  by  Lisa  Gubernick 


Family  fun 

Quarrels  are  as  old  as  families. 
"You're  supposed  to  keep  things 
like  this  inside  the  house,"  says  Lau- 
rence Price,  41,  and  he  should  know. 
Last  month,  in  the  latest  move  in  a 
two-year  legal  battle,  Laurence  Price 
sued  Sol  Price,  his  father,  retailing 
innovator  and  founder  of  the  $3.3  bil- 
lion (fiscal  1987  revenues)  Price  Club 
chain  of  discount  warehouses,  along 
with  his  brother  Robert  and  the  Price 
Club,  for  $100  million. 

Laurence  says  the  trouble  began 
brewing  in  1976,  when  the  chain  was 
just  getting  started.  "I  was  just  too 
independent,"  says  Laurence.  "We 
were  all  in  the  same  office  and  things 
got  very  difficult.  I  thought  the  best 
thing  was  to  leave  and  start  my  own 
business." 

Sol  helped  his  son  to  open  up  tire- 
mounting  stores  adjacent  to  the  Price 
warehouses.  At  $4.25  a  tire,  that 
doesn't  sound  like  much,  but  Price 
sells  a  lot  of  tires.  Laurence  says  the 
business  did  $5.2  million  in  sales  in 
1985.  "The  bigger  it  got,"  says  Lau- 
rence, "the  worse  my  relationship 
with  my  father  got." 

That  relationship  reached  its  nadir 
when  Laurence  left  his  wife  in  the 
early  1980s.  Says  Laurence:  Sol  or- 
dered him  not  to  move  near  her  home 


Sol's  son,  Laurence  Price 
Suing  Dad  for  $100  million.. 


and  to  give  his  wife  custody  of  the  two 
kids.  When  the  boys  moved  in  with 
Dad,  Sol  told  Laurence  to  send  them 
back.  He  refused  to  obey,  and  his  fa- 
ther retaliated  by  grabbing  control  of 
the  tire  business.  After  all,  Sol  still 
held  the  lease  on  the  stores. 

Laurence  sued.  First,  father  and  son 
tried  to  settle  their  disputes  in  arbitra- 
tion. Earlier  this  year  Laurence  got  a 
$3.7  million  arbitration  award,  but  he 
considers  that  more  of  a  defeat  than  a 
victory,  considering  taxes,  the  busi- 
ness debts  he  has  to  pay,  lawyer  bills 
and  some  damages.  Now  his  lawyer, 
mighty  Marvin  Mitchelson  of  pali- 
mony  fame,  is  asking  for  additional 
money  for  Laurence's  suffering.  (Dare 
we  call  it  solimony?) 

What  does  Dad  have  to  say?  The 
company  lawyer  says  Sol  will  do  his 
talking  in  court. — Jerry  Flint 


Out  of  Africa 

For  Babacar  N'Diaye  (pronounced 
en-jAi),  the  stock  market  crash 
couldn't  have  come  at  a  better  time. 
Just  as  the  Dow  dropped  508  points  on 
Oct.  19,  N'Diaye  and  his  staff  at  the 
African  Development  Bank  (assets, 
$18  billion)  were  readying  a  $200  mil- 
lion bond  offer.  With  U.S.  investors 
suddenly  scrambling  for  safety  and 
high  yields,  the  bonds  sold  as  fast  as 
Coca-Cola  in  Khartoum. 

The  ADB  bonds,  secured  by  the 
bank's  75  member  nations,  were  sold 
through  lead  underwriter  Kidder,  Pea- 
body.  Some  were  sold  in  denomina- 
tions as  small  as  $1,000.  The  selling 
pitch?  A  10%  coupon  and  a  triple-A 
rating  from  Moody's. 

"The  stock  market  shock,  if  it  leads 
to  worldwide  economic  slowdown, 
could  eventually  affect  African  coun- 
tries," says  N'Diaye,  51 -year-old  pres- 
ident of  the  ADB.  "But  for  now  the 
slowdown  seems  to  be  keeping  the 
level  of  interest  rates  low,  and  that 
helps  Africa's  indebted  countries." 

Americans  don't  hear  much  about 
Africa's  debt  crisis.  That's  largely  be- 
cause commercial  banks  hold  less 
than  40%  of  Africa's  foreign  debt,  as 
against  nearly  70%  of  Latin  Ameri- 
ca's. The  bulk  of  African  debt,  by  con- 


African  banker  Babacar  N'Diaye 
Benefiting  from  Black  Monday. 


trast,  is  on  the  books  of  a  handful  d 
official  lenders,  such  as  the  Africai 
Development  Bank,  the  World  Banl 
and  foreign  governments. 

That  could  prove  an  advantage 
N'Diaye  is  currently  crafting  his  owi 
debt-relief  plan,  calling  for  much  c 
Africa's  $160  billion  foreign  debt  to  b 
collateralized  into  long-term  bond 
that  could  be  sold  to  the  public  o 
traded  among  institutional  investors 
Arranging  the  bond  program  wit] 
Africa's  handful  of  major  creditor 
will  be  a  lot  easier  than  getting  a  simi 
lar  agreement  from  the  500  or  so  com 
mercial  banks  with  loans  out  to  Lati: 
America.  Moreover,  N'Diaye  has  fig 
ured  out  that  what  private  investor 
want  is  a  solid  rating  and  a  fat  re 
turn. — Edwin  A.  Finn  Jr. 


Will  Britannia  rule? 

Babacar  N'Diaye  isn't  the  only  on 
reaping  benefits  from  Black  Mor 
day.  David  Snell,  finance  director  c 
the  British  Royal  Mint,  couldn't  b 
happier  about  the  weakening  stoc 
market.  Snell,  47,  was  in  Los  Angele 
and  New  York  City  early  last  mont 
to  launch  the  mint's  new  gold  coir 
the  Britannia.  Snell  hopes  shaken  it 
vestors  will  put  more  of  their  assets  i: 
gold — coins  in  particular. 

Britain  is  no  newcomer  to  the  mai 
ket.  Its  gold  sovereign,  first  minted  i. 
1489,  was  the  world's  most  widel 
held  gold  coin  until  the  late  I960: 
Then  South  Africa's  Krugerranc 
minted  in  a  convenient  one-ounc 
weight,  came  along.  The  traditioni 
sovereign,  a  tedious  .2354  ounce: 
makes  quick  calculations  of  value  di: 
ficult.  The  new  Britannia  will  weig; 
in  at  one,  one-half,  one-quarter  an 
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3UT  ALSO  TECHNICAL  EXCELLENCE... 


THIS  IS  THE  NETHERLANDS.  From  tulips  to 
technology,  the  Dutch  bring  creativity  to  all  that 
they  do.  That's  just  one  reason  why  hundreds 
of  U.S.  companies  have  made  the  Netherlands 
their  base  to  tap  the  $3  trillion  European  market. 
A  few  examples: 

•  3M— Holland's  unsurpassed  infrastructure 
led  this  diversified  producer  of  industrial  and 
consumer  goods  to  open  its  own  computerized 
European  distribution  center  there  in  1979. 

•  POLAROID— This  renowned  manufacturer  of 
film  products  relies  on  the  technological  talent  and 
foreign-language  proficiency  of  the  850  employees 
at  its  factory /distribution  complex  in  Enschede. 

•  AVERY— This  billion-dollar  maker  of  pressure- 
sensitive  materials,  labels  and  specialty  chemicals 
values  the  accommodating  attitude  of  the  900 
workers  at  its  Dutch  subsidiaries . 


The  Netherlands  34.4 

■HB  Belgium  25.7 
France  25.1 
West  Germany  24.9 


H  United  Kingdom  9.0 

1986  RATES  OF  RETURN  (%)  ON  U.S.  INVESTMENT 


And,  the  average  rate  of  return  on  U.S.  direct 
investment  in  the  Netherlands  has  been  higher  than 
the  European  norm  throughout  the  1980s. 

Over  1,200  U.S. -based  corporations  have  invested 
profitably  in  the  Netherlands. 

ARE  YOU  IN  THE  NETHERLANDS  YET? 
If  not,  please  contact: 

Mr.  Pierre  Dobbelmann,  Executive  Director 
Netherlands  Foreign  Investment  Agency 
One  Rockefeller  Plaza 
New  York,  N.Y.  10020 
(212)  246-1434 


The  Netherlands 

Right 
un  the 
Center 

For  Investment 


SAN  FRANCISCO  (415)  981-1468      •      LOS  ANGELES  (213)  477-8288      •      THE  HAGUE  (70)  79  72  36      •      TOKYO  (03)  403  4263 


This  material  is  published  by  Gavtn  Anderson  &  Company,  which  is  registered  as  an  agent  of  the  Government  of  the  Netherlands.  It  is  filed  with  the 
Department  of  Justice,  where  the  required  registration  statement  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 
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British  Royal  Mint's  David  Snell 
Will  a  pretty  face  sell  coins? 

one-tenth  ounce. 

The  mint  plans  to  turn  out  between 
350,000  and  400,000  of  the  coins  in 
the  first  year,  or  5%  to  10%  of  expect- 
ed world  demand.  To  that  end,  the 
mint,  which  earned  $12.8  million  on 
revenues  of  $1 1 1  million  last  year,  has 
earmarked  $4  million  for  a  marketing 
and  promotion  campaign  to  cultivate 
the  most  promising  overseas  markets: 
Switzerland,  West  Germany,  Hong 
Kong,  Japan  and  the  U.S. 

What  will  make  investors,  collec- 
tors and  jewelers  choose  Britannia 
over  the  competition?  Design,  con- 
tends Snell.  On  the  coin's  face  is  an 
elegant,  windswept  Britannia,  trident 
in  hand. 

A  pretty  face,  to  be  sure.  But  the 
Britannia  is  going  up  against  well- 
heeled  competition.  With  the  Kruger- 
rand  banned  by  the  U.S.  and  several 
other  countries,  the  Canadian  Maple 
Leaf  became  the  world's  most  popular 
gold  bullion  coin.  The  year-old  Amer- 
ican Eagle,  given  a  lift  by  a  $10  mil- 
lion advertising  budget,  is  now  a  close 
second. — Marc  Beauchamp 


Republic 
flies  again 

At  first  blush,  Russell  Goldsmith, 
37,  looks  like  one  smart  guy.  He 
left  as  Lorimar  Inc.'s  chief  operating 
officer  in  1985,  selling  his  60,000 
shares  in  early  1986,  which  were  then 
trading  in  the  20s  (now  at  9Vi).  But  his 
good  fortune  hasn't  held.  In  August 
1986  Goldsmith-led  investors  paid 
$8.7  million  for  a  13%  stake  in  Re- 
public Pictures  at  $14.50  per  share. 
Recent  price:  5.  "I  still  think  the  li- 
brary alone  is  worth  what  we  paid," 
says  Goldsmith. 

As  Republic's  chief  executive, 
Goldsmith  is  doing  ev  ■rything  he  can 


to  leverage  that  library's  value,  which 
includes  classics  like  High  Noon  and 
Sands  of  Iwo  Jima.  The  library  also 
contains  TV  series  like  Bonanza  and 
Get  Smart.  This  year  Goldsmith 
launched  an  aggressive  marketing 
campaign,  repackaging  Republic's 
videocassettes  into  more  colorful 
cases  and  creating  stand-alone  floor 
displays.  Results?  Sales  have  quadru- 
pled over  1986,  to  over  $1.5  million. 

For  the  first  time  in  30  years,  Re- 
public is  once  again  producing  mov- 
ies. But  the  studio's  bald  eagle  logo 
will  no  longer  adorn  westerns  and  Sat- 
urday afternoon  two-reelers  as  it  did 
in  years  past.  Now  the  eagle  will  grace 
made-for-television  movies  and  tele- 
vision series.  Goldsmith's  biggest 
success:  Beaut)'  and  the  Beast,  a  new  hit 
on  CBS.  The  show,  an  updated  version 
of  the  fairy  tale,  set  in  Manhattan,  has 
been  number  one  in  its  8  p.m.  Friday 
time  slot,  garnering  a  24  share. 

Even  if  Beauty  stumbles,  Republic 


Steve  Smittv'Wheeler  Pictures 


Republic  Pictures'  Russell  Goldsmith 
From  westerns  to  prime  time. 

shouldn't  suffer  much.  Goldsmith  is 
sharing  the  $l-million-per-episode 
series'  financial  risk  with  coproducer 
Witt/Thomas/Harris  (of  Golden  Girls). 
Says  Goldsmith:  "We're  not  interest- 
ed in  betting  the  ranch." 

Indeed,  Goldsmith  has  carefully 
husbanded  Republic's  funds — $3  mil- 
lion in  cash  on  hand  and  an  untapped 
$15  million  in  credit.  "If  there  are 
choppy  waters  out  there,  we  want  to 
stay  afloat,"  he  says.  And  in  Holly- 
wood, survival  is  half  the  battle. — L.G. 


Beyond  the 
people  meter 

If  Roger  Percy's  data  are  to  be  be- 
lieved, another  shakeup  could  be 
coming  in  the  $17  billion  TV  com- 
mercial industry.  Percy's  Seattle- 
based  ratings  firm  has  preliminary  fig- 
ures showing  that  the  number  of  peo- 
ple watching  a  TV  commercial  rarely 


Ratings  maven  Roger  Percy 
Charting  the  channel-flippers. 

equals  the  number  watching  the  sho^ 
the  commercial  interrupts. 

Unlike  services  such  as  A.C.  Nie 
sen,  which  monitor  only  prograr 
viewership,  Percy's  tracks  second-b) 
second  audience  share,  thus  measu: 
ing  commercial  viewership.  The  sy: 
tern,  now  being  installed  in  1,20 
homes  in  New  York  City  (with  plar 
to  begin  wiring  a  similar  number  c 
households  in  Los  Angeles  and  Chicj 
go  next  year),  indicates  that  on  pre 
grams  like  ABC's  Sledge  Hamrm 
viewership  drops  as  much  as  30%  du 
ing  commercial  breaks. 

How  did  Percy  get  into  the  bus 
ness?  After  spending  four  years  1 
McCann-Erickson's  London  offic 
working  his  way  up  to  account  supe 
visor  for  Unilever,  Percy  decide 
there  had  to  be  a  better  way  to  me; 
sure  television  audiences.  Percy's  fir; 
investors  were  his  father,  former  111 
nois  Senator  Charles  Percy,  an 
brother-in-law,  West  Virginia  Senate 
Jay  Rockefeller,  who  together  put  $ 
million  into  the  operation.  Then  Me 
rill  Lynch  raised  $20  million  throug 
three  private  stock  offerings.  In  198 
Percy  started  marketing  his  systen 
which  uses  hand-held  monitors  alorl 
with  infrared  scanners  mounted  ate 
televisions  to  verify  that  viewers  ai 
watching  what  the  monitors  indicat 

R.D.  Percy  6c  Co.'s  subscribers  ij 
elude  five  of  Madison  Avenue's  td 
largest  advertising  agencies,  Coc; 
Cola,  General  Foods,  Kraft,  Ralstc 
Purina,  as  well  as  CBS,  NBC  and  Fo: 
"Many  times  advertisers  panic  whe 
their  brand  share  starts  to  slide  ar. 
increase  a  commercial's  frequenc 
not  realizing  that  they  could  actual' 
be  throwing  good  money  after  bad 
says  Percy.  "We  remove  the  gues 
work." — Michael  Fritz 
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IRic  Sharbaugh  does  one  thing: 
solve  problems  for  banks.  He's 
I  an  important  part  of  today's 
>etitive  financial  world.  He's  one 
e  1,500  Unisys  banking 
ultants  who  can  help  you  improve 
hing  from 
ill 


data  processing  to  teller  efficiency 

Unisys  makes  the  fastest 
document  processor  in  the  world— it 
handles  2,600  checks  and  receipts 
per  minute  with  a  reject  rate  of  less 
than  1%.  And  the  modular  Unisys 
Financial  System  Architecture  that 
gives  platform  officers  complete  on-line 


"I  dorft  just 

sell  computers. 
I  bring  in  problem 

solvers!' 


customer  profiles  at  every  branch. 

Half  the  checks  processed  in  the 
U.S.  every  day  are  handled  by  Unisys 
equipment.  And  30  of  the  world's  top 
50  banks  work  with  people  like  Eric 
to  meet  their  needs  with  Unisys 
Financial  Systems. 
Unisys  and  banking.  The  power  of 2. 


Eric  Sharbaugh, 
Branch  Sales  Manager,  Unisys. 


UNISYS 

The  power  of 2 


Whatyou  can  do  when  you  retire 
depends  on  whatyou  do  now. 
And  on  who  helps  you  do  it . 


Lets  be  realistic  about  retirement 
planning.  To  live  the  way  you'd  like  to 
live,  you  know  it's  probably  going  to 
take  more  than  your  social  security, 
your  IRA  and  your  company  pension 
plan  combined. 

You  need  your  own  plan-very  spe- 
cific steps  to  help  make  sure  you  have 
precisely  what  you  need  precisely 
when  you  need  it. 

And  you  should  have  someone  to 
help  you  design  a  program-someone 
like  a  Merrill  Lynch  Financial  Consul- 
tant. A  professional  who  can  help  you 
determine  what's  practical,  what's 
possible  and  what  fits  your  needs. 

With  our  Retirement  Builder™  pro- 
gram, a  Merrill  Lynch  Financial 
Consultant  can  help  you  systemati- 
cally determine  how  much  to  save  to 
reach  your  retirement  goals.  Then  we 


can  help  you  select  from  a  wide 
range  of  investments  to  reach  your 
objectives,  including  retirement 
accounts,  insurance  plans  and 
annuities. 

And  keeping  your  retirement  goals 
in  mind,  we  can  help  you  develop  a 
long-range  strategy  for  your  invest- 
ment portfolio. 

But  it's  up  to  you  to  get  things  going 
now,  so  you  won't  have  to  depend  on 
anyone  else  later  on.  A  good  way  to 
start  is  by  reading  The  Smart  Inves- 
tor's Guide  to  Successful  Money 
Management.  For  your  free  copy  call 
1-800-637-7455,  Ext.  6277,  or  your 
local  Merrill  Lynch  office. 


Merrill  Lynch 


Merrill  Lynch  Financial  Consultants  li 
Jim  Perez  understand  your  changing 
financial  needs,  and  have  access  to 
unmatched  resources  to  help  you  reat 
your  goals. 

©1987  Merrill  Lynch,  Pierce.  Fenner  &  Smith  Inc 
Member  SIPC 
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The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Market  value  of  Wilshire  5000: 
$2,386.4  billion  as  of  11/19/87 


Wilshire  5000  equity  index1 

The  total  price  of  all  stocks  for 
which  daily  quotations  are 
available,  weighted  by  market  value 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks," 
adjusted  to  reflect  splits. 


32  month  cicscup 


2250 


■  2000 


Dow  Jones 
P/E":  15.3  " 


1750 


'Capitalization  weighted  

•O  O  Percent  change  in  last  two  weeks. 
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More  fallout.  Efforts  to  fix  the  damage  from  Meltdown 
Monday  went  for  naught  during  the  last  two  weeks.  The 
Dverall  market,  as  measured  by  the  Wilshire  index,  lost 
$122  billion,  or  5%.  Investors,  still  smarting  from  the 
October  decline,  were  put  off  by  continued  weakness  in 
the  dollar  and  lack  of  firm  progress  on  the  budget  deficit. 

Although  prices  moved  lower,  daily  price  swings  and 
trading  volume  returned  to  more  normal  levels.  The  mar- 
ket cooled  down  despite  the  resumption  of  programmed 


trading  and  the  return  to  normal-length  trading  sessions. 
The  cash  in  money  market  funds  hit  a  record  $306  billion, 
according  to  the  Money  Fund  Report,  a  Holliston,  Mass.- 
based  newsletter  that  tracks  money  market  funds.  Will 
this  money  go  back  into  stocks?  Perhaps.  Although  ana- 
lysts have  slashed  1988  earnings  estimates,  the  Forbes 
Sales  500,  for  example,  are  priced  at  a  relatively  low  9.6 
multiple  of  estimated  1988  earnings.  The  risk  is  that  the 
forecast  may  be  too  high. 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
5002 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-4.3 

-3.4 

-2.8 

-3.4 

-10.1 

-6.6 

in  last  52  weeks 

-4.2 

-2.3 

1.9 

-3.1 

-7.6 

-10.9 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility3 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share 

price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-2.8 

-5.3 

-6.7 

-3.3 

-7.2 

-4.9 

-2.5 

-6.5 

-5.9 

-2.8 

-2.9 

-7.7 

in  last  52  weeks 

-3.4 

8.8 

13.5 

3.8 

-10.5 

-9.0 

-6.0 

20.0 

15.0 

-3.9 

-2.9 

3.2 

.  stock's  sensitivity  to  overall  market  movement  High- 
awth  image,  determined  by  Wilshire  Associates. 


ote:  All  data  for  periods  ending  11/19/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
ORBES,  DECEMBER  14,  1987 


251 


ll 


Losers  everywhere.  Compared  with  Oct.  19,  the  recent 
two-week  decline  looks  mild.  Nevertheless,  a  broad  group 
of  stocks  suffered  significant  losses.  Three  sectors  did 
miserably:  technology,  energy  and  transportation.  Tech- 
nology saw  Prime  Computer,  General  Instrument,  Tek- 
tronix, Texas  Instruments  and  Intel  suffer  losses  ranging 
from  17%  to  24%.  The  sector's  fourth-best-performing 


stock  was  Thomas  &.  Betts,  which  was  off  0.5%. 

Energy  and  transportation  also  had  losers  among  their 
top  performers.  Laidlaw  Transportation  and  Federal  Ex- 
press, the  fourth-  and  fifth-best  performers  in  transporta- 
tion, were  off  1%.  The  largest  losses  were  racked  up  by 
AMR,  Ogden,  Roadway  Services,  Yellow  Freight  and  Tex- 
as Air. 


Percent  change  in  last  52  weeks  "O-O-  Percent  charrge  in  last  2  weeks 


Capital  goods 


+  50 
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Consumer  durables 
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Consumer  nondurables  and  services 
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Energy 


+  50 
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Finance 


+  50 


-25 
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Raw  materials 
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Technology 


+  50 
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Transportation 


+  50 
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Utilities 


+  50 
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What  the  Analysts  Think 


Last  hurrah?  In  the  last  two  weeks  analysts  raised  their 
1987  earnings  estimates  for  the  consumer  durables  sector 
by  2.4%.  General  Motors,  B.F.  Goodrich,  Ford  and  Good- 


year show  higher  1987  forecasts.  For  1988,  however,  ans 
lysts  are  now  cutting  about  two  consumer  durables  est] 
mates  for  every  one  they  increase. 


Forecasting  the  Forbes  Sales  500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.33 

15.4 

1987  estimates 

2.86 

12.6 

1988  estimates 

3.75 

9.6 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

1 

Consumer  durables 

S4.75 

10.4 

2.43% 

3.02% 

2 

Raw  materials 

2.44 

12.5 

1.27 

1.19 

3 

Utilities 

2.38 

9.7 

0.21 

0.21 

4 

Technology 

2.46 

13.2 

-0.16 

-0.57 

5 

Consumer  nondurables 

2.34  • 

13.4 

-0.33 

-0.59 

6 

Capital  goods 

2.18 

16.3 

-0.61 

-0.64 

Energy 

2.35 

14.1 

-0.81 

-0.55 

8  Transportation 

2.03 

12.8 

-1.95 

-2.30 

9 

Finance 

1.43 

17.7 

-5.68 

-7.38 

Earnings  projections  are  capitah:.ji;on-weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continually  by  the  Institutional  Brokei 
Estimate  System  |IBES|,  a  service  ol  l  ynch,  [ones  &  Ryan,  a  New  York-based  brokerage  firm 
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252  FORBES,  DECEMBER  14,  198, 


hi 
tec 


I  century  ago  Edison  gave  us  his  name 
md  his  patents. 

t  turned  into  one  of  his  brightest  ideas. 


las  Alva  Edison,  a  true  American  genius,  did  more  for  the  world  than  turn  on  the  lights.  As  an  originator  of  the  light  bulb,  microphone,  phonograph  and  movie  camera, 
uld  be  called  The  Father  of  Modern  Technology.  ( Photograph:  German  Museum,  Munich) 


EG.  More  than  100  years  of  ingenuity  behind  us. 


i\  AEG  owe  Thomas 
on  our  gratitude  as 
The  firm  he  helped 
d,  the  German  Edison 
lpany  for  Applied 
tricity,  became  AEG  in 
of  1887. 

hile  it  was  a  good  start, 
jven  Mr.  Edison  with  his 
picacious  vision  could 


have  foreseen  the  wonders 
yet  to  come.  Today  AEG 
ranks  among  the  most 
advanced  technology  com- 
panies in  the  modern  world. 

Here  in  the  U.S.,  AEG 
has  already  become  part 
of  your  daily  life.  While 
our  name  is  not  every- 
where evident,  our  stamp 


is.The  average  American 
each  day  comes  into 
contact,  directly  or  in- 
directly, with  something 
we're  part  of.  From 
electronic  typewriters  and 
word  processors  from 
Olympia  down  at  the  office, 
to  satellite  TV  shows 
transmitted  from  space. 


nformation  write  AEG  Corp.,  Dept.1,  Route  22-Orr  Drive,  PO.  Box  3800,  Somerville,  NJ  08876 


AEG 


THIS  COULD 
BE  THE  MOST 
VALUABLE 

BOND COUPOM 

YOU'LL 
EVER  CUR 


If  you're  interested  in  bonds,  or  simply  exciting 
new  investments,  we  have  some  very  valuable 
news  for  you. 

Because  a  futures  contract  based  on  the 
Moody's  Investment-Grade  Corporate  Bond  Index 
has  begun  trading  on  the  floor  of  COM  EX. 

The  contract  gives  investors  an  opportunity  to 
get  in  on  all  the  action  of  the  corporate  bond 
market,  without  having  to  buy  a  single  bond.  And 
it'll  open  a  whole  new  world  of  trading  strategies 
for  portfolio  managers. 

COM  EX  has  created  a  range  of  materials  to 
explain  the  contract  in  detail. 

Clip  and  mail  the  coupon,  or  call  and  we'll  give 
you  all  the  rewarding  facts.  QQj^jg^^ 

The  Market  of  Choice 


©  1987  COMEX 


Capital  Markets 


MONEY  &  INVESTMENTS 

The  overworked  SEC  has  left  truth-in- 
advertising  enforcement  in  the  securities 
industry's  hands.  And  the  industry  isnt 
very  tough  on  itself. 

THE  HONOR 
SYSTEM 


By  Ben  Weberman 


You've  seen  some  of  these  ads  when 
you  read  the  financial  pages  of 
newspapers:  The  "U.S.  government 
securities"  fund  that  boasts  a  yield 
of  10.25%  at  a  time  when  no  U.S. 
government  security  yields  more 
than  9.4%  to  maturity.  The  Ginnie 
Mae  trust  that  talks  about  a  16.7% 
return,  when  Ginnie  Maes  are  yield- 
ing about  10%  to  maturity. 

Where  are  the  cops  when  you 
need  them?  The  Securities  &  Ex- 
change Commission  has  jurisdic- 
tion over  advertisements  by  securi- 
ties firms  and  mutual  funds.  The 
agency  has  in  turn  delegated  a  lot  of 
authority  to  the  National  Associa- 
tion of  Securities  Dealers,  the  bro- 
kers' trade  association.  Fair  enough. 
The  SEC's  budget  is  tight  and  it 
can't  possibly  do  all  the  legwork 
itself. 

But  there  is  a  little  problem  with 
self-regulation  in  the  investment 
industry — the  same  problem  as 
when  doctors  or  undertakers  regu- 
late themselves:  Enforcers  are  a  lit- 
tle too  kind.  To  put  it  bluntly,  trade 
associations  sometimes  put  self-in- 
terest ahead  of  public  interest. 

Let  me  say,  in  defense  of  the  bro- 
kers, that  the  problem  of  exaggerat- 
ed or  even  fraudulent  yield  advertis- 


Ben  Weberman  is  a  senior  editor  of  Foriies 
magazine. 


ing  isn't  as  bad  as  it  was  two  years 
ago.  But  a  few  bad  apples  remain. 
This  was  called  to  mind  when 
NASD  member  Mooney's  Securi- 
ties Inc.  of  La  Jolla,  Calif,  advertised 
in  the  San  Diego  Union  on  Oct.  25  a 
16.7%  "anticipated"  yield  from 
Ginnie  Maes.  When  Forbes  called 
the  NASD  for  a  comment,  President 
Joseph  Hardiman  said,  "We  can't 
comment  on  that.  We  are  looking 
into  your  complaint." 

Where  does  that  16.7%  come 
from?  The  Mooney's  ad  offers  a 
murky,  small-type  explanation: 
"These  bonds,  the  GNMA  Trust  1 
PO,  are  subject  to  prior  sale  and/or 
change  in  price." 

Suddenly  a  bell  rang.  Remember 
when  Merrill  Lynch  reported  a  $377 
million  loss  earlier  this  year?  One 
big  contributor  to  the  loss  was  a 
position  in  these  "principal  only" 
mortgage-backed  securities — the 
"PO"  mentioned  in  the  ad.  These 
trust  units  give  the  holder  the  right 
to  principal  payments  from  a  pool  of 
Ginnie  Maes,  which  are  them- 
selves, of  course,  pools  of  home 
mortgages. 

Because  of  the  uncertain  timing 
of  homeowner  prepayments,  PO 
units  are  extremely  risky,  as  Merrill 
Lynch's  experience  shows.  You 
know  you  will  get  your  principal 
back  someday  but  you  don't  know 
when.  Never  mind  the  failure  of  the 
advertisement  to  warn  of  the  risks. 
The  big  problem  is  the  absurdity  of 
the  16.7%  "yield."  If  that  were  any- 
thing like  a  fair  estimate  of  the  like- 
ly return  on  these  securities,  inves- 
tors would  rush  to  buy  them.  The 
fact  that  investors  are  not  rushing  to 
buy  POs  and  bidding  up  the  price 
suggests  that  there  is  something 
fishy  about  the  assumptions  used  in 


calculating  the  return. 

A  caller  to  Mooney's  Securities  is 
solemnly  informed  that  the  average 
life  of  the  principal  in  this  PO  pool 
of  11%  Ginnie  Maes  is  4.37  years. 
Hogwash.  Some  11%  Ginnie  Maes 
may  have  been  repaying  at  such  a 
rapid  pace  earlier  this  year,  when 
mortgage  rates  were  lower.  But 
now,  Merrill  Lynch  projects  an  8.3- 
year  life  for  this  pool.  Figure  the 
return  using  this  number,  says  Gary 
Peters,  a  Ginnie  Mae  expert  at  Ex- 
change National  Bank  of  Chicago, 
and  you  get  8.4%,  not  16.7%.  The 
return  could  be  better  than  8.4%,  or 
it  could  turn  out  worse. 

It  may  be  impossible  for  the  ad 
police  ever  to  catch  up  with  this 
mischief.  After  all,  the  actual  return 
on  these  risky  POs  will  not  be 
known  until  the  last  mortgage  is 
repaid,  and  reasonable  investors 
may  differ  in  their  assumptions. 

How,  then,  can  you  evaluate 
claims  like  Mooney's,  if  you  don't 
have  a  bank  of  computers  to  calcu- 
late repayment  rates?  Use  a  little 
common  sense.  If  four-year  Trea- 
sury paper  is  yielding  8.3%  to  matu- 
rity, then  the  chances  are  slim  that 
four-year  government-backed  mort- 
gage-pool principal  repayments  will 
yield  16.7%. 

The  fund  with  the  10.25%  yield 
on  government  bonds  doesn't  pass 
the  common-sense  test,  either.  This 
fund,  Value  Line  U.S.  Government 
Securities,  owns  a  mix  of  Ginnie 
Maes  and  Treasurys.  Ginnie  Maes 
(which  aren't,  by  the  way,  govern- 
ment bonds,  although  they  carry 
government  guarantees)  return 
about  10%  to  maturity,  using  realis- 
tic repayment  assumptions.  Trea- 
surys yield  5.8%  to  9.4%,  depend- 
ing on  maturity.  So  Value  Line's 
portfolio  has  an  expected  yield  to 
maturity  that  is  probably  less  than 
10%.  Subtract  0.8%  for  overhead, 
and  the  fund's  true  yield  is  about 
9.2%,  tops. 

If  the  dividends  come  out  higher 
than  9.2%,  that  is  because  the  port- 
folio manager  is  buying  some  high- 
coupon  issues  at  a  premium,  count- 
ing the  full  coupon  while  ignoring 
the  amortization  of  that  premium 
in  calculating  his  yield.  (The  even- 
tual writeoff  of  the  premium,  of 
course,  takes  a  bite  out  of  the  fund's 
net  asset  value.)  I  don't  know  how 
long  it  will  take  the  NASD  to  come 
up  with  rules  on  amortizing  bond 
premiums.  Until  then,  investors 
had  better  use  some  common 
sense.  ■ 
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The  Big  Portfolios 


MONEY  &  INVESTMENTS 

Money  managers,  at  least  the  very  big 
ones,  have  taken  off  their  fright  wigs  and 
are  sighing . . . 

PLAY  IT  AGAIN,  SAM 


By  Susan  Lee 


Talk  about  business  as  usual.  The 
paralyzing  panic  generated  by  the 
Oct.  19  debacle  has  disappeared  al- 
most without  a  trace.  The  money 
movers  I  talked  with  recently  sound 
much  as  they  did  pre-October.  Why 
so  calm?  Despite  October,  most  big, 
big  managers  are  still  ahead  for  the 
year.  And  all  they've  lost  is  paper 
profits;  they  have  still  outperformed 
the  minority  who  sat  out  the  bull 
market  and  missed  those  glorious 
1986  and  early  1987  moves. 

The  answer  to  the  primo  ques- 
tion, will  there  be  a  recession,  is 
still  no.  Most  money  movers  agree 
with  Gary  Yalen  at  Irving  Trust, 
who  thinks  that  the  economy  will 
continue  to  grow  through  next  year, 
mostly  because  the  Fed  has  eased 
and  interest  rates  have  gone  lower. 
And  pessimism,  when  it  surfaces,  is 
mild.  For  example,  Gary  Helms  at 
Criterion  says  his  best  guess  is  slow 
growth  but  no  recession.  "I  hear 
compelling  arguments  on  both 
sides:  The  economy  will  swoon,  the 
economy  will  shrug  it  off,"  says 
Helms.  "But  this  is  not  a  time  for 
panic,  just  for  caution." 

An  interesting  note:  While  the 
media  endlessly  bemoan  the  budget 
deficit  as  the  cause  of  the  crash,  the 
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deficit  doesn't  figure  into  most 
managers'  thoughts  on  the  econo- 
my. In  fact,  there  was  hardly  any 
anxiety  about  the  deficit  before  the 
crash,  and  there  is  even  less  now. 
Money  movers  just  don't  think  it 
matters  much  if  the  deficit  is  $150 
billion  or  $170  billion,  what  mat- 
ters is  the  perception  of  whether  it 
is  under  control. 

But  perhaps  the  surest  sign  that 
money  managers  are  feeling  chipper 
again  is  the  rather  strong  consensus 
that  the  market  will  rally  to  2300 — 
easy.  Barton  Biggs  of  Morgan  Stan- 
ley is  forecasting  2200  to  2500  on 
the  Dow  over  the  next  few  months. 
"So  far,"  says  Biggs,  "that  has  been 
the  unfailing  pattern  after  every  fi- 
nancial panic  in  200  years." 

Too,  I  haven't  heard  any  unpleas- 
ant noises  about  a  bear  market. 
While  nobody  is  betting  on  the 
Dow's  hitting  2700  again  soon,  and 
most  figure  that  the  index  could 
revisit  its  lows,  they  expect  the 
market  to  bounce  around  between 
1700  and  2300. 

Money  managers  are  still  focused 
on  the  two  wild  cards  that  have 
been  troubling  them  since  the  sum- 
mer: the  dollar  and  the  Japanese 
market.  Most  blame  the  market  de- 
bacle on  the  falling  dollar,  and  think 
that  the  market  will  not  improve 
much  unless  the  dollar  firms. 

As  for  Tokyo,  the  major  concern 
is  that  the  Japanese  market  didn't 
come  down  far  enough  in  October. 
Not  that  money  managers  aren't 
grateful  that  the  Japanese  contained 
their  market  losses,  thereby  stop- 
ping the  U.S.  panic.  They  are.  None- 
theless, they  continue  to  be  anxious 
lest  the  Japanese  market  crash  and 
bring  the  U.S.'  down  with  it. 

The  stocks  of  choice  seem  to  be 


drugs.  Helms  says  that  drug  stocks 
are  tailor-made  for  this  market  be- 
cause "They  have  unit  growth,  low 
labor  content  and  are  almost  imper- 
vious to  business  cycles."  Of  the 
drug  stocks,  the  company  of  choice 
is — hands  down — Merck,  because  of 
its  many  strong  new  products.  After 
Merck,  I  hear  the  usual  assortment 
of  names  like  Warner-Lambert, 
Schering-Plough,  Pfizer,  Squibb  and 
Johnson  &  Johnson. 

Mike  Sassi  at  Chemical  Bank  is 
among  the  drug-boosters,  reporting 
that  his  single  largest  commitment 
is  health  care — biotech,  drugs  and 
medical  equipment.  "They  are  all 
export  plays,  foreign  earnings  plays, 
new  product  plays  and  defensive 
plays,"  he  says.  He  likes  Syntex,  a 
drug  company;  Life  Technologies,  a 
maker  of  products  used  in  life  sci- 
ences research;  Millipore,  a  maker 
of  precision  separation  systems;  and 
Westmark  International,  a  1986 
spinoff  from  Squibb. 

A  second  favorite  is  export-ori- 
ented stocks,  because  the  weaker 
dollar  should  generate  a  nice  boom 
in  exports.  Here,  managers  are  up 
for  chemicals  and  forest  products. 

As  for  no-no  stocks,  managers 
have  been  unloading  business  ser- 
vices (Dun  &  Bradstreet),  semicon- 
ductors (Texas  Instruments),  and 
defense-related  firms  (Northrup). 

Most  big  money  movers  are  run- 
ning normal  cash  positions — any- 
where from  10%  to  20%— though 
some  of  the  conservatives  are  up 
around  30% .  But  again,  that  doesn't 
represent  much  of  a  change  from 
late  last  summer. 

Yes,  there  are  some  pessimists 
around.  Gordon  Fines  at  IDS  is  one. 
While  he  isn't  betting  on  a  reces- 
sion, he  is  less  optimistic  about  eco- 
nomic growth  than  he  was  before 
Oct.  19.  "Now  we  are  on  a  knife's 
edge;  it  has  become  a  close  call,"  he 
says.  As  for  the  market,  Fines  says 
that  the  consensus  of  a  near-term 
rally  might  be  "fantasy  land  be- 
cause everybody  wishes  the  market 
would  go  back  to  2200  so  they  can 
do  a  whole  lot  of  selling." 

Fines,  who  outperformed  the 
market  during  October  and  is  ahead 
for  the  year,  is  holding  20%  cash, 
although  he  wants  to  get  that  up  to 
25%.  Nonetheless,  even  Fines  is 
hedging  his  anxieties  by  buying  ag- 
gressive growth  stocks  in  technol- 
ogy, cyclicals  and  drugs.  As  I  said:  If 
you  are  looking  for  panic  and  de- 
pression, the  big  money  movers 
isn't  the  place  to  look.  ■ 
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Is  the  bear  market  finished?  No.  Is  the 
market  headed  straight  down?  No  again. 


THE  2%  RULE 


By  Kenneth  L.  Fisher 


As  history  is  my  guide,  stock  prices 
should  move  higher  through  the 
spring.  Then  they  should  drift  lower 
for  a  very  long  time.  In  this  predic- 
tion I  differ  from  most  money  man- 
agers. Since  Meltdown  Monday 
most  forecasts  call  for  either 
straight  down  or  a  rebound  to  new 
highs  in  1988  or  1989.  To  me,  both 
possibilities  are  unlikely.  Why? 

My  views  owe  much  to  my  child- 
hood hero,  Yogi  Berra,  the  alltime 
best  big-league  catcher  and  great 
folk  philosopher.  "Sometimes  you 
can  see  a  lot  just  by  looking,"  he 
once  said.  Just  looking  at  what  has 
happened  in  the  past  has  convinced 
me  that  markets  follow  similar  pat- 
terns. Nothing  new  of  any  real  im- 
portance has  happened  in  the  mar- 
ket for  centuries.  So,  if  financial  his- 
tory doesn't  include  a  type  of  event, 
it  probably  won't  happen. 

That's  why  I  think  the  market 
won't  free-fall.  We've  never  done 
that — ever — where  you  had  a  sud- 
den huge  collapse  rear-ended  by  a 
second  collapse.  You  can  see  that 
via  something  my  second  book 
called  "the  2%  rule."  The  2%  rule 
says  that  from  absolute  peak  to 
trough,  major  bear  markets  tend  to 


Kenneth  L.  Fis/ier  is  a  Woodside,  Calif  -based 
money  manager  He  has  written  two  books. 
The  Wall  Street  Waltz  and  Super  Stocks. 


fall  at  predictable  average  monthly 
rates  of  about  2%.  For  example,  the 
famed  Panic  of  1907  was  a  49%  drop 
spread  out  over  22  months.  That's 
2.2%  per  month,  with  lots  of  big 
bounces  and  jiggles  en  route. 

The  1987  Dow  dropped  36%  to  its 
October  low.  That's  a  bear  by  any- 
body's standards — lots  more  than  a 
"correction."  According  to  the  2% 
rule,  that's  about  18  months'  action 
compressed  into  two  months. 

My  2%  rule  meets  Yogi's  test.  If 
you  extend  the  2%  rule  to  consider 
average  monthly  declines  of  be- 
tween 1.5%  and  3%,  then  you  in- 
clude virtually  every  major  bear 
market  (except  for  1937  and  1962). 
My  point  is  that  duration  is  just  as 
important  to  bear  markets  as  is 
magnitude.  A  bear  market  not  only 
scares  bulls  with  short,  sharp  drops 
but  also  wears  them  out  with  suck- 
er rallies  followed  by  prolonged, 
Chinese-water- torture-like  declines 
that  eventually  cause  most  folks  to 
believe  that  stocks  will  never  again 
see  a  big  bull. 

Put  it  this  way:  Bear  markets 
don't  just  suddenly  turn  into  bulls. 
Dismalness  and  dullness  are  the 
stuff  of  which  market  bottoms  are 
made.  When  the  optimists  can't  re- 
member why  they  were  optimistic, 
the  selling  is  complete. 

When  the  selling  is  over,  stocks 
have  gone  from  selling  at  above- 
average  valuations  to  below-average 
valuations.  What  does  that  mean? 
During  the  last  75  years,  average 
P/Es  were  about  13.  Average  price- 
to-book  ratios  were  about  1.75, 
price-to-dividends  were  22,  price-to- 
cash-flow  averaged  7,  and  price-to- 
replacement-cost-of-assets  were 
about  90% . 

If  these  averages  were  applied  to 


the  current  Dow,  the  market  should 
sell  somewhere  between  1500  and 
1700.  So  the  market  should  fall  to 
below  1500  or  even  to  1200  before 
the  bear  is  over.  But  it  will,  if  histo- 
ry is  a  good  guide,  take  a  long  time 
to  get  there — at  least  15  months. 

In  between  we  should  see  some 
sharp  minibull  rises  that  give  the 
bulls  cause  to  hope  and  the  bears  a 
rally  to  sell  into.  Through  year-end 
I'd  expect  more  volatility,  some  of 
which  will  be  fueled  by  tax-loss  sell- 
ing in  the  most  beat-up  stocks.  But 
starting  in  January  prices  should 
rise,  just  as  they  did  in  early  1930. 
The  economy  won't  have  started  to 
weaken — yet.  And  folks  will  begin 
to  think  maybe  October  really  was 
what  President  Reagan  called  it — 
"just  a  stock  market  thing."  Inter- 
est rates  will  be  falling  as  the  Fed 
tries  to  pump  money.  Reports  of 
Christmas  sales  won't  be  great,  but 
they  will  exceed  November's  expec- 
tations. The  new  year  won't  look 
too  bad. 

Folks  who  missed  the  1982-87 
rise  will  jump  in,  as  will  those  who 
waited  in  1986-87  for  "a  correc- 
tion." Maybe  the  Dow  will  hit  2250 
by  June.  That  would  realign  us  with 
the  2%  rule's  average  trendline.  But 
after  that  begins  the  Chinese-water- 
torture-like  bear  market  that  takes 
a  very  long  time  and  drops  today's 
Dow  equivalent  index  to  well  below 
1500.  In  the  long  term  prices  want 
to  fall  because,  even  now,  they're 
still  too  high  and  because  we've  got 
a  big  economic  decline  coming, 
which  I'll  discuss  next  month. 

What  about  the  exceptions  to  the 
2%  rule?  In  1937  and  1962  we  had 
short,  sharp  major  bear  markets  at 
rates  much  faster  than  2%  per 
month.  Those  two  drops  were  fol- 
lowed by  fast  bounce-backs.  This 
strengthens  rather  than  weakens 
my  case  for  expecting  a  rally  in  this 
bear  market.  If  you  want  to  partici- 
pate in  the  1988  bounce-back  rally, 
do  it  with  stocks  that  are  liquid,  too 
cheap  and  terribly  beaten  up. 

For  example,  the  meltdown  halved 
Zenith  (14),  and  it  was  already  too 
cheap.  Folks  focus  on  its  TVs  and 
import  fears,  but  few  see  Zenith  as 
among  America's  largest  and  fastest- 
growing  microcomputer  makers,  be- 
hind only  IBM  and  Apple.  At  75%  of 
book  value,  Zenith  is  too  cheap. 

Other  comparable  cheapies  in- 
clude Pulte Homes  (7),  Grumman  (22), 
Ames  Department  Stores  (11)  and 
Nacco  Industries  (21 ).  But  be  prepared 
to  sell  early  next  spring.  ■ 
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>PG  Is  Taking  Steps  To  Ensure 

Quality  Growth. 


Growth  doesn't  just  happen 
chance.  It  comes  about  through 
reful,  long-term  planning.  Planning 
at  enables  us  at  PPG  to  respond 
Actively  to  the  ever-changing 
eds  of  an  ever-expanding  market. 
We're  planning  ways  to  perform 
tter  for  you.  Step  by  step. 

GLOBALIZATION. 


Step# 


We  are 
committed 
to  strength- 
■  ening  our 
9  domestic  core 
businesses.  But 
e  also  recognize  that  many  of  our 
ajor  markets  have  become  global 
scope.  So  we  have,  too. 

In  Europe,  for  instance,  we've 
>ne  from  nine  manufacturing  farili- 
s  in  1975  to  22  today.  In  Asia,  from 
le  to  five,  with  more  on  the  way. 

As  a  result,  we  expect  our 
•n-U.S.  business  to  grow  from  one- 
jrth  of  our  total  sales  in  1986  to 
e-third  by  1995. 


in  value-added  products.  By  1995, 
value-added  products  should  account 
for  more  than  70  percent  of  our  total 
sales  volume. 

Technology  is  the  key  to  this 
change.  A  perfect  example  is  in 
the  area  of  coatings  and  glass  tech- 
nology, where  we  are  developing 
exciting  new  products  for  tomorrow's 


world  cars. 


Step# 


NEW  BUSINESS. 


tep 


TECHNOLOGY. 
Ten  years  ago,  less 
!in  40  percent  of  our  business  was 


Economic 
condi- 
tions are 
changing.  Our  goal 
is  to  anticipate 
these  changes  and 
then  capitalize  on 
them  as  quickly  as  possible. 

Thaf  s  why  we  established  our 
new  Instrument  and  Systems  Group. 
We  believe  that  this  new  business 
unit  will  help  us  reach  our  four  per- 
cent annual  real  growth  goal.  Our 
recent  acquisitions  into  the  bio- 
medical systems  market  are  just 
the  beginning. 

We  call  our  strategy  Quality 
Growth.  And  we've  been 
doing  it  successfully  for 
years.  To  find  out  more,  call 
James  F.  Compton,  Director, 
Investor  Relations,  at  (412) 
434-2120.  Or  write  to  him  at: 
PPG  Industries,  Inc.,  One     m  m^ 
PPG  Place,  Dept.  LCM15,    L  L  f 
Pittsburgh,  PA  15272. 


Observations 

MONEY  &  INVESTMENTS 

Mondale  said  we  should  pay  more  taxes 
and  was  beaten  for  his  honesty.  So  much 
for  that  solution. 


A  QUIZ  FOR 
THE  CANDIDATES 


By  Ashby  Bladen 


In  less  than  a  year  we  Americans 
will  elect  a  new  President,  and  from 
now  on  our  foreign  creditors  will  be 
watching  carefully  to  see  how  our 
political  parties  pick  their  candi- 
dates. Unless  the  parties  do  a  better 
job  than  they  have  the  last  seven 
times,  our  financial  troubles  will 
get  much  worse  very  fast. 

Since  the  American  presidency  is 
probably  the  most  important  job  in 
the  world,  you  would  think  that 
both  parties  would  try  hard  to  nomi- 
nate the  best  possible  candidate. 
But  the  last  time  I  was  confident 
that  either  candidate  would  make  a 
good  President  was  in  1956,  when 
the  choices  were  Dwight  Eisenhow- 
er and  Adlai  Stevenson.  Since  then, 
I  have  been  confident  that  either 
one  would  botch  it,  and  they  have 
not  disappointed  me. 

Nowadays  we  nominate  and  elect 
candidates  for  their  good  looks, 
their  charm  or  because  they  are  nice 
guys;  but  we  no  longer  demand  sen- 
sible policies,  or  even  logical  consis- 
tency. You  may  recall  that  Senator 
John  Anderson,  campaigning 
against  Governor  Reagan  for  the  Re- 
publican nomination  in  1980,  asked 
him  how  it  would  be  possible  to  cut 
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taxes,  to  increase  military  spending 
and  to  balance  the  budget — all  at 
the  same  time.  It  was  a  good  ques- 
tion. Reagan  never  answered  it.  Sev- 
en years  later  we  have  learned  that 
indeed  it  was  not  possible. 

During  those  seven  years  I  have 
been  using  this  column  to  point  out 
that  we  Americans  have  been  mov- 
ing toward  national  financial  trou- 
ble for  a  quarter  of  a  century.  Presi- 
dent Kennedy  had  good  looks  and 
charm,  but  he  also  had  the  New 
Economists  for  advisers.  They 
promised  to  banish  all  economic 
downturns  from  our  shores  by  a  ju- 
dicious mixture  of  fiscal  policy, 
which  means  federal  government 
borrowing  and  spending,  and  mone- 
tary policy,  which  means  easy  cred- 
it for  all  the  rest  of  us. 

Common  sense  and  logic  told  us 
long  ago  that  we  could  not  go  on 
forever  borrowing  and  spending  our- 
selves rich.  But  the  New  Econo- 
mists told  us  that  their  recommen- 
dations were  based  upon  a  scientific 
analysis  that  was  beyond  the  grasp 
of  the  rest  of  us  poor  mortals.  Unfor- 
tunately, we  took  their  word  for  it, 
and  we  have  been  enthusiastically 
borrowing  and  spending  ourselves 
into  trouble  ever  since.  Now  the 
rest  of  the  world  is  visibly  becoming 
unwilling  to  send  us  real  things  in 
exchange  for  our  IOUs  so  that  we 
can  go  on  enjoying  a  higher  standard 
of  living  than  we  are  earning  by  our 
own  efforts. 

And  we  no  longer  need  common 
sense  or  logic  to  show  us  that  we  are 
heading  for  trouble.  All  we  have  to 
do  is  look  at  the  experiences  of  Ar- 
gentina, Brazil,  Israel  and  Mexico. 
They  are  all  once-promising  coun- 
tries that  got  themselves  into  trou- 
ble by  borrowing  and  spending  until 


their  creditors'  patience  ran  out. 
Our  presidential  candidates  would 
naturally  prefer  to  keep  quiet  until 
they  are  safely  elected  about  the 
sacrifices  we  will  have  to  make  to 
stop  borrowing  and  start  earning 
our  way,  but  this  time  we  can't  af- 
ford to  let  them  get  away  with  it. 

Make  no  mistake,  the  next  Presi- 
dent must  face  up  to  the  fact  that 
we,  the  people,  have  demanded 
more  from  our  federal  government 
than  we  are  willing  to  pay  for  in 
taxes,  and  that  acceding  to  these 
demands  can  lead  only  to  accelerat- 
ing inflation.  These  are  not  easy 
facts  to  face:  Candidate  Fritz  Mon- 
dale was  honest  enough  to  say  that 
he  thought  we  should  pay  more  tax- 
es and  was  soundly  beaten  for  his 
honesty.  So  much  for  that  solution. 

Any  candidate  who  believes  (as  I 
do)  that  we  must  cut  the  federal 
goodies  to  fit  the  taxes  we  are  will- 
ing to  pay  should  be  as  honest  as 
Mondale.  If  he  thinks  we  should 
stop  subsidizing  the  growing  of  to- 
bacco, let  him  say  so — and  stay  out 
of  the  Carolinas.  If  he  thinks  we 
should  spend  less  on  submarines,  he 
should  say  so — and  stay  out  of  my 
state,  Connecticut.  The  challenge 
will  be  to  demonstrate  to  the  voters 
the  true,  but  obscure,  point  that  we 
will  all  gain  more  as  consumers, 
savers  and  taxpayers  by  such  moves 
than  we  will  lose. 

Now  for  a  tough  question.  One 
reason  the  U.S.  is  losing  its  interna- 
tional competitiveness  is  that  for 
many  years  our  government's  tax 
and  subsidy  policies  have  favored 
borrowers  and  buyers  of  houses  at 
the  expense  of  savers  and  investors 
in  productive  assets.  The  result  is 
that  we  Americans  live  in  elegant 
houses  but  work  in  crummy  fac- 
tories, while  the  Japanese  live  in 
paper  houses  but  work  in  efficient 
factories.  I  am  exaggerating  a  little, 
but  you  get  the  picture. 

The  supplysiders  have  persuaded 
us  to  drop  many  of  the  disincentives 
to  save  and  invest,  but  the  tax  subsi- 
dy for  borrowing  and  spending  on 
houses  remains.  Should  we  phase 
out  the  tax  deductibility  of  mort- 
gage interest  along  with  the  other 
personal  interest  deductions?  The 
candidate  who  answers  yes  to  that 
one  gets  my  vote,  but  probably  no 
other  homeowner's.  So  my  conclu- 
sion is  that  until  our  politicians  are 
willing  to  face  up  to  those  hard 
questions,  we  are  in  for  rising  infla- 
tion and  interest  rates,  and  a  falling 
standard  of  living.  ■ 
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TED  PUBLICATIONS,  INC.  N 

ON,  MA. — November  5,  1987— Affiliated  Publica- 
c.  and  McCaw  Cellular  Communications,  Inc.  an- 
today  that  an  agreement  has  been  reached  to 
e  Affiliated's  cellular  portion  of  its  joint  venture 
Caw  Cellular  Communications,  Inc.,  representing 
lately  4,800,000  1986  "pops,"  for  17,000,000 
if  McCaw  Cellular  Communications,  Inc.'s  unregis- 
mmon  stock.  This  transaction  will  increase  Affili- 
lirect  and  indirect  interests  in  McCaw  Cellular 
lications,  Inc.  to  46.5%.  The  acquisition  increases 
;  ownership  positions  in  the  following  top  90  mar- 
ich  it  already  managed  through  the  Joint  Venture 
nt  with  Affiliated. 

Pro  Forma  Ownership 
McCaw's  After  Acquisition 

Current  ot  Joint 

Ownership  Venture  Interests 


lis  50.00% 
ity  47.59% 
ito  49.69% 
City  50.00% 
lio  46.93% 
City  47.59% 
50.00% 
50.00% 
47.59% 
4.17% 


100  00% 
95.18% 
99.37% 

100  00% 
93.86% 
95.18% 

100  00% 

100.00% 
95.18% 
8.33% 


,800,000  "pops"  represented  by  this  transaction, 
Ided  to  the  37,700,000  that  McCaw  Cellular  Corn- 
ions,  Inc.  either  owned  or  had  the  right  or  obligation 
ire  at  the  time  of  its  initial  public  offering  last 
md  approximately  3,400,000  additional  "pops"  that 
Cellular  Communications,  Inc.  has  obtained  the 
l/or  obligation  to  acquire  since  that  time  in  unrelat- 
actions,  will  increase  McCaw  Cellular  Communica- 
;.'s  total  "pops"  to  approximately  46,000,000  upon 
Dletion  of  all  pending  acquisitions, 
r.  Giuggio,  Affiliated's  president,  emphasized  that 
I  intends  to  continue  as  a  long-term  owner  of  its 
in  McCaw. 

;  this  exchange  is  of  essentially  equivalent  values, 
ally  it  is  an  important  move  for  both  Affiliated  and 
lellular  Communications,  Inc.,"  he  said.  "For  Aff ili- 
epresents  the  first  step  towards  simplifying  the 
of  our  McCaw  Investment — an  effort  we  continue 

>  " 

:Caw  Cellular  Communications,  Inc.,  this  transac- 
the  unrelated  acquisitions  represents  a  contmua- 
:Caw's  strategy  of  expanding  its  regional  operating 
while  at  the  same  time  simplifying  the  ownership 
s  of  such  clusters. 

i  mmation  of  the  transaction  is  subject  to  regulatury 
and  the  fulfillment  of  certain  contractual  condi- 

*  ted  Publications,  Inc.  is  the  parent  company  of 
iwspaper  Company,  publisher  of  The  Boston  Globe. 
i  owns  45%  of  the  voting  stock  of  McCaw  Commu- 
i  Companies,  Inc.,  Kirkland,  Washington,  the  parent 


company  of  McCaw  Cellular  Communications,  Inc.  The 
remaining  55%  of  the  voting  stock  is  owned  by  the  McCaw 
family. 

Affiliated  is  also  the  parent  company  of  Billboard  Publi- 
cations, Inc.,  a  leading  publisher  of  specialty  magazines 
and  books  for  the  arts,  design,  photography,  music  and 
entertainment  markets.  In  addition,  Affiliated  owns  The 
Globe  Pequot  Press  Inc.,  publisher  and  retailer  of  books. 

McCaw  Cellular  Communications,  Inc.  is  the  largest 
cellular  telephone  company  in  the  United  States,  based  on 
the  number  of  "pops"  represented  by  the  interests  it  either 
owns  or  has  the  right  or  obligation  to  acquire. 

(Contact:  Daniel  Orr,  Vice  President,  Affiliated  Publica- 
tions, Inc.  135  Morrissey  Boulevard,  Boston,  MA  02107. 
Phone:  (617)  929-3035) 


AMETEK,  INC.  N 
AMETEK  BUYS  DUPONT  PRODUCT  LINE 
AND  WEST  COAST  ELECTRONICS  FIRM 

Paoh,  PA  (November  12,  1987)— AMETEK,  Inc.  (nyse/pse- 
AME)  announced  today  that  it  had  purchased  the  DuPont 
Company's  leak  detector  instrument  business,  including  the 
gas-detecting  instrument  technology,  Diatron  trademark, 
inventory  and  certain  production  and  calibration  equipment, 
for  an  undisclosed  amount  of  cash. 

AMETEK  said  that  production,  distribution  and  service 
activities  relating  to  these  instrument  systems  and  their 
spare  parts,  marketed  worldwide,  are  being  moved  to  its 
Thermox  Instrument  division  plant  in  Pittsburgh.  Pennsylva- 
nia, where  the  company  produces  three  other  lines  of  gas 
detection  and  analysis  instrument  systems. 

The  Diatron"3,  line  of  gas  detection  instruments  is  known 
for  its  reliability  and  rugged  construction,  according  to 
Thomas  Mangold,  general  manager  of  AMETEK's  Thermox 
Instruments  division.  He  said  these  specialized  mass  spec- 
trometer instruments  are  used  to  test  for  leaks  in  the 
production  of  vacuum  and  pressure  systems,  ordnance  and 
medical  equipment. 

Earlier,  AMETEK  said  that  it  had  purchased  the  assets  of 
Sensor  Labs,  Inc.,  a  closely-held  Orange,  California  manu- 
facturer of  electronic  components,  for  an  undisclosed 
amount  of  cash. 

Sensor  Labs  developed  and  produces  a  line  of  thermis- 
tors, electric  current-controlling  solid  state  components 
which  are  built  into  many  products  such  as  consumer 
electronics  and  electric  motors,  according  to  AMETEK  senior 
vice  president  Walter  E.  Blankley.  Sensor  Labs  has  special- 
ized in  Positive  Temperature  Coefficient  (PTC)  thermistors 
which,  Blankley  said,  function  as  temperature  sensors  or 
operate  like  a  resettable  fuse  to  protect  motors  and  elec- 
tronic circuits  from  over-current  conditions. 

AMETEK  also  produces  thermistors — primarily  Negative 
Temperature  Coeffieicnt  or  NTC  type,  used  in  electrical 
power  supplies  and  computers — at  its  Rodan  division 
nearby  in  Anaheim.  Blankley  said  that  the  company  plans 
eventually  to  combine  the  Sensor  Lab  and  Rodan  operations 


at  its  Blue  Star  Street  plant  in  Anaheim,  under  the  direction 
of  Rodan's  general  manager  Bruce  L.  Wilson. 

AMETEK,  a  FORTUNE  500  industrial  manufacturer  with 
annual  sales  of  more  than  $500  million,  has  forty  manufac- 
turing and  research  operations  worldwide. 

(Contact:  Darrah  Ribble,  AMETEK,  Inc.  Station  Square 
Two,  Paoh,  PA.  19301  Phone:  (215)  647-2121.) 


SILVERADO  MINES  LTD.  O 

Vancouver,  B.C.  November  18  (Nasdaq:  SLVRF) — Silver- 
ado under  present  mangement  since  1972,  is  engaged  in 
the  acquisition  and  exploration  of  gold/silver  related  re- 
source properties  in  Alaska  and  British  Columbia. 

In  Alaska,  Silverado  has  completed  work  that  will  bring 
its  Grant  Gold  Mine  into  production  in  early  December. 
Sufficient  near-surface  gold  ore  has  now  been  outlined  to 
warrant  the  December  300  tons  per  day  production.  Three 
separate  ore  zones  have  been  successfully  tested  for  sur- 
face mining.  These  zones  are  open  to  extension  and  there- 
fore show  potential  for  additional  reserves.  Operations  on 
the  Ester  Dome  for  the  first  six  months  of  the  1987  season 
were  primarily  for  ongoing  maintenance,  assessment  work, 
site  reclamation  and  preparation  for  the  summer  work 
program.  A  $535,000  exploration  and  production  program 
on  Ester  Dome  commenced  in  June  and  has  brought  the 
company  to  their  production  decision.  The  Grant  Mine  is 
100%  owned  and  permitted.  The  mill  has  Deen  proven 
efficient,  with  high  rates  of  recovery  and  the  production  of 
99.6%  precious  metal  (73%  gold)  dore  bars.  The  first 
months  ore  is  at  mill  head  and  is  being  prepared  for 
production  All  facilities  are  winterized  and  are  capable  of 
running  through  Alaska  winter  months.  The  mine  is  located 
ten  miles  northwest  of  Fairbanks,  Alaska  and  is  accessible 
by  paved  and  grave!  road.  The  Grant  Gold  Mine  is  one  of 
many  mines  which  lie  within  the  fourteen  square  miles  of 
claims  held  by  Silverado. 

A  premliminary  operating  analysis  in  U.S.  funds  is  as 
follows: 

Projected  Operations — 

First  six  months  of  production  45,000  short  tons 

Rate  per  day  250  short  tons 

Grade  0.13  ounces  per  ton 

Recovery  90  percent 

Gold  price  $450 
Cost  $30  per  ton 

Monthly  Revenues — 
Sales  of  878  ounces  per  month  $395,000 
Cost  of  production  $225,000 
Net  revenue  per  month  $170,000 
or  43% 

(Investor  Contact:  David  E.  Chowen,  B.  Comm.,  Vice 
President  Administration,  Secretary  &  Director,  Silverado 
Mines  Ltd.,  Box  12542,  Suite  2580,  25th  Floor  Oceanic 
Plaza,  1066  West  Hastings  St.,  Vancouver,  BC  Canada, 
V6E  3X2.  Phone:  (604)  689-1535) 


For  further  advertising  information,  call  Sarah  Madison  (505)  275-1282/3 
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MONEY  &  INVESTMENTS 


Even  after  losing  60%  of  his  money  in  the 
October  crash,  Al  Frank  still  beats  the 
averages.  And  now? 

REGRESSING  TO 
THE  MEAN? 


By  Mark  Hulbert 


It  is  widely  known  that  Al  Frank's 
Prudent  Speculator  and  its  clients 
took  a  particularly  cold  bath  when 
the  stock  market  collapsed.  By  my 
estimate,  his  model  portfolio — 
which  is  also  his  personal  portfo- 
lio— lost  a  heart-freezing  57.2%  in 
October.  By  comparison,  the  divi- 
dend-adjusted S&P  500  lost  a  mere 
21.5%.  Until  that  point,  Frank's 
record  had  been  by  far  the  best  of 
any  letter  followed  by  the  Hulbert 
Financial  Digest:  up  sixfold  in  seven 
years,  almost  double  the  total  re- 
turn on  the  S&P  500. 

Less  widely  known,  however,  is 
that  Frank  is  still  a  winner  overall. 
His  strategy  since  1980  was  so  prof- 
itable that  he  is  still  ahead  of  the 
market  even  after  October's  losses. 
Frank's  post-crash  portfolio  edged 
out  the  dividend-adjusted  S&P  500 
by  213.6%  to  204.7%. 

Which  may  not  sound  much — but 
only  a  handful  of  investment  letters 
(or  professional  money  managers  for 
that  matter)  have  been  able  to  do  it. 

Frank  and  his  clients  have  had 
quite  a  roller-coaster  ride.  The  ride 
was  especially  rough  for  those  in- 
vestors who  started  following  him 
in  the  last  several  years  and  who 
thus  did  not  have  as  large  a  profit 

Mark  Hulbert  is  the  editor  of  the  Washing- 
ton, D.C.-based  Hulbert  Financial  Digest. 


margin  going  into  the  crash.  But  the 
point  of  studying  investment  letter 
performance  is  not,  alas,  to  console 
losers.  It  is  to  gain  insight  into 
whether  strategies  like  Frank's 
should  be  pursued  now. 

Frank's  approach  involves  a  com- 
bination of  Ben  Graham-style  fun- 
damental analysis  of  individual 
stocks,  which  looks  at  underlying 
assets  and  earning  power,  and  the 
aggressive  use  of  margin.  Frank  ex- 
pects to  hold  a  new  stock  pick  for  a 
number  of  years.  He  never  trades 
and  rarely  even  sells  stocks  volun- 
tarily, giving  them  up  only  when 
forced  to  by  margin  calls.  His  model 
portfolio  has  been  fully  invested 
and  fully  margined  in  a  diversified 
group  of  his  stock  picks  for  most  of 
this  decade.  Whenever  the  apprecia- 
tion of  his  stocks  has  generated  buy- 
ing power  in  his  portfolio,  he  has 
used  it  to  buy  more. 

It  would  be  difficult  to  imagine  a 
period  of  time  as  hospitable  to  this 
approach  as  the  1980s.  Neverthe- 
less, Frank  and  his  clients  have  been 
beaten  up  before.  At  the  bottom  of 
the  1984  correction,  for  example, 
his  portfolio  was  nearly  43%  below 
where  it  had  been  some  ten  months 
earlier — by  a  coincidence,  exactly 
what  it  lost  in  the  first  ten  months 
of  this  year.  At  that  time,  many  of 
Frank's  followers  were  sorely 
tempted  to  throw  in  the  towel.  But 
they  would  have  been  wrong.  As  the 
market  got  under  way  again,  his 
portfolio  surged  upward  to  new 
heights  of  profitability. 

Will  1988  witness  a  repeat  of 
Frank's  post- 1984  experience?  Is 
this  the  time  for  patience?  Partly, 
the  answer  depends  on  Frank's 
stock-picking  abilities.  If  his  selec- 
tions outperform  the  market,  his  ag- 


gressive use  of  margin  is  likely  to 
work  in  his  favor,  otherwise  not. 

The  Hulbert  Financial  Digest's  per- 
formance data  are  not  totally  en- 
couraging in  this  regard.  If  Frank's 
track  record  is  adjusted  for  the  in- 
creased risk  of  his  margined  portfo- 
lio, he  has  been  underperforming; 
the  market  as  a  whole  for  several 
years  now.  In  short,  his  big  gains 
came  from  leverage  in  a  rising  mar- 
ket, not  from  skillful  stock-picking. 
This  is  in  marked  contrast  to  his 
performance  earlier  in  the  decade, 
when  even  on  a  risk-adjusted  basis 
his  stock  selections  outperformed 
the  market. 

The  answer  to  the  question  of 
whether  Frank  can  recoup  also  de- 
pends on  his  market  timing.  For 
much  of  the  last  seven  years,  Frank 
eschewed  any  attempt  to  outguess 
the  overall  market.  This  is  the  clas- 
sic position  of  the  Ben  Graham 
school:  Buy  stocks  only  when  they 
are  cheap  in  terms  of  fundamental 
value,  and  market  timing  will  look 
after  itself.  And  much  of  Frank's 
gain  over  this  period  was  the  result 
of  his  refusal  to  time.  Many  other 
advisers  prematurely  sold  out  along 
the  way  to  a  2700  DJIA  and  thus  are 
still  behind  Frank  even  after  his 
devastating  October  loss. 

But  the  post-crash  Frank  has  indi- 
cated that  he  will  begin  to  time  the 
market  more  vigorously.  In  his 
Nov.  5  newsletter,  for  example,  he 
wrote,  "We  are  planning  more 
closely  and  quickly  applied  defen- 
sive adjustments  for  vulnerable 
markets."  Unfortunately  there  is 
little  history  on  which  to  base  a 
prediction  about  Frank's  success  at 
market  timing,  except  the  negative 
point  that  he  was  fully  margined 
going  into  the  October  Massacre. 

For  those  who  think  Frank's 
stock-picking  prowess  is  intact, 
these  stocks  led  the  list  of  124  with 
which  he  reentered  the  market  in 
the  wake  of  the  crash:  Far  West  Fi- 
nancial, Gibraltar  Financial,  Great 
American  First,  all  California  savings 
and  loan  associations,  and  General 
Development,  a  Florida  real  estate 
company — all  NYSE;  American  In- 
tegrity, a  health  insurance  supplier, 
and  Robeson  Industries,  a  home  appli- 
ance manufacturer — both  o-t-c. 

Frank  says  his  measures  of  funda- 
mental value  cause  him  to  believe 
that  these  stocks  should  ultimately 
exceed  their  current  prices  by  at 
least  200% .  If  they  do,  The  Prudent 
Speculator  may  yet  recover  its  top 
ranking.  ■ 
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China's  first  international 
business  magazine. 


Jointly  published  by 
Business  Week,  International 
Management,  and 
he  People's  Republi 
of  China 


Ik  with  25,000  Chinese 
isiness,  trade  and  govem- 
snt  officials  -  in  their  own 
iguage. 

As  China's  first  -  and  only  - 
ernational  business  magazine, 
rERNATIONAL  BUSINESS  AND 
WVjEMENT  offers  a  unique 
portunity  to  sell  directly  to  senior 
siness  and  government  officials 
sponsible  for  trade  planning. 
Ads  are  translated  into  Chinese, 
quiries  are  translated  into  English.  All 
no  additional  cost. 
Articles  come  directly  from  BUSINESS  WEEK, 
SINESS  WEEK  INTERNATIONAL,  and  INTERNATIONAL 
iNAQEMENT  -  all  McGraw-Hill  publications  - 


and  cover  a  broad  range 
of  business  and  economic  news. 
Financial  trends.  Management 
techniques.  Product  and  marketing 
development.  Start  speaking  the 
language  of  new  opportunity. 
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London:  Keith  Mantle  ( 1 )  493- 1451 
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Tokyo:  Paul  Ishii  (3)  581-9811. 
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MONEY  &  INVESTMENTS 


In  seeking  a  villain  for  the  stock  market 
debacle,  the  politicians  have  been  look- 
ing in  the  wrong  places. 

A  NEW  KIND 
OF  FREE  SPEECH 


By  Walter  Wriston 


While  the  political  posses  are  out 
rounding  up  the  usual  suspects  for 
causing  the  stock  market  slide,  it  is 
time  to  wonder  whether  we  aren't 
looking  in  the  wrong  places  for  the 
wrong  things.  The  fact  is  that  to- 
day's world  markets  are  fundamen- 
tally different  from  yesterday's. 
Technology  has  made  them  so. 

It  was  30  years  ago  that  we  awoke 
to  learn  that  the  Soviet  Union  had 
orbited  a  satellite  called  Sputnik. 
Rear  Admiral  Rawson  Bennett  said 
in  a  television  interview  that  Sput- 
nik was  "a  hunk  of  iron  almost  any- 
one could  launch,"  but  most  people 
knew  that  our  world  had  changed, 
even  though  the  shape,  severity  or 
direction  of  that  change  was  un- 
known. Breakthrough  technology 
always  alters  societies. 

Our  seeming  inability  to  isolate 
what  went  wrong  in  the  stock  mar- 
ket and  elsewhere  in  our  financial 
system — and  what  to  do  about  it- 
rests  on  this  mismatch  between 
technological  progress  and  political 
understanding.  Today's  interna- 
tional financial  system  was  not 
built  by  finance  ministers  or  central 
bankers  or  economists:  It  was  built 
by  technology.  The  marriage  of 
computers    and  telecommunica- 


Walter  Wriston  was  chairman  of  Citicorp/ 
Citibank  from  1970  to  1984- 


tions  has  constructed  an  electronic 
infrastructure  that  melds  the  world 
into  one  global  market  for  ideas, 
data  and  capital,  all  moving  at  al- 
most the  speed  of  light  to  any  part  of 
this  planet.  There  are  few  compara- 
ble events  in  history.  Such  a  global 
network  simply  has  not  existed. 
While  many  people  talk  about  glob- 
al markets,  the  financial  and  politi- 
cal reality  has  not  yet  gotten 
through. 

Today  there  are  more  than 
200,000  computer  screens  in  hun- 
dreds of  trading  rooms,  in  dozens  of 
countries,  which  light  up  to  display 
an  unending  flow  of  news.  It  takes 
about  two  minutes  between  the 
time  the  President  or  prime  minis- 
ter reads  a  statement  and  the  time 
traders  buy  or  sell  currency,  stocks 
or  bonds  based  on  their  evaluation 
of  the  effect  of  that  policy  on  the 
market.  This  system,  which  oper- 
ates on  the  information  standard,  is 
far  more  draconian  than  one  using 
the  gold  standard  or  the  Bretton 
Woods  agreement. 

It  is  more  draconian  because  no 
government  can  opt  out  of  it.  If  a 
government  did  not  like  the  effect 
on  its  country  of  the  operation  of 
the  gold  standard,  the  political  lead- 
er called  a  press  conference  and  re- 
signed from  the  arrangement.  His- 
tory is  replete  with  examples.  Now, 
no  matter  what  action  is  taken  in  an 
effort  to  leave  the  system,  the 
200,000  screens  will  continue  to 
light  up,  traders  will  buy  or  sell  and 
currencies  will  rise  and  fall. 

U.S.  politicians  accept  universal 
suffrage  as  the  final  determinant  of 
who  holds  office  and  who  does  not, 
but  they  have  not  yet  fully  under- 
stood that  the  continual  global  ref- 
erendum on  a  nation's  economic 


policies  is  the  final  determinant  of 
the  value  of  its  currency.  Just  as  we 
learn  from  TV  the  winner  of  our 
presidential  election  weeks  before 
the  Electoral  College  even  assem- 
bles, so  also  we  learn  instantly  from 
the  foreign  exchange  markets  what 
the  world  thinks  of  our  announced 
economic  policies  even  before  they 
are  implemented. 

Since  all  technological  advances 
are  an  attack  on  the  power  struc- 
ture, the  information  standard  has 
not  been  greeted  with  great  enthusi- 
asm by  the  establishment.  Journal- 
ists write  or  speak  about  the  govern- 
ment's "letting  the  dollar  fall,"  as  if 
government  intervention  in  ex- 
change markets  was  not  already 
doomed  to  expensive  failure.  The 
size  and  the  speed  of  the  market  has 
long  since  overwhelmed  the  re- 
sources of  central  banks.  The  new 
global  electronic  infrastructure  has 
doomed  the  effectiveness  of  a  cos- 
metic political  fix. 

Global  markets  are  a  kind  of  eco- 
nomic free  speech,  and  many  gov- 
ernments don't  like  what  they  are 
saying. 

There  is  good  in  all  this.  In  the 
end  the  major  powers  will  have  to 
coordinate  their  economic  policies. 
The  danger  is  too  great  and  the 
world  too  intertwined  to  do  any 
thing  else. 

Getting  to  this  point  will  not  be 
easy.  The  cooperation  that  will  be 
forced  by  the  information  standard 
will  alter  the  traditional  concept  of 
sovereignty.  This  attacks  the  very 
core  of  national  power.  Some  may 
wish  they  could  turn  back  the 
clock,  but  it  is  too  late.  The  technol 
ogy  on  which  the  market  is  based 
will  not  go  away — indeed  it  will  get 
even  faster,  less  expensive  and  more 
sophisticated. 

National  borders  have  already  be- 
come porous — news,  data  and  capi- 
tal move  across  them  on  fiber-optic 
cables,  satellite  transponders  and 
via  channels  all  across  the  electro 
magnetic  spectrum. 

Whether  we  like  it  or  not,  every 
government  in  the  world  is  filing  a 
kind  of  continually  updated  global 
10-K  about  the  economic  health  of 
its  country.  The  market  knows  that 
there  are  no  miracle  drugs  that  can 
replace  sound  fiscal  and  monetary 
policy — there  never  were,  but  today 
there  is  no  place  to  hide.  If  this  isi 
true,  perhaps  the  old  political  max- 
im "If  all  else  fails,  do  the  right  Jf,n» 
thing"  will  save  us  all.  That  is  the 
real  reason  for  optimism.  ■ 
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orbes  Market/  toss 


WINE  CELLARS 


WINE  CELLARS 


ISINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.00 /sq.  ft. 


Modem  technology,  excellent  craftsmanship,  and  Amen- 
can  ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price. 


Fully  Insulated  •  Built-in  Computer  Canter 

Thermo  Pane  Window*  which  allow*  the  home 

Cathedral  Celling*  to  perform  many  func- 

Exterlor  Decks  Hon*  for  the  occupants. 

[AGLE'S  NEST  HOMES  is  seeking  district  representatives  to  establish  retail  sales 
Defined  Territory  No  Real  Estate  License  Required 

Factory  Training  Investment  Secured  by  Model  Home 

Unlimited  Income  Potential 

ndividual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home 

4ome  may  be  lived  in  or  used  as  an  office 

Call  Mr.  Farb 
Phone  #  (404)  479-9700 
R0.  Drawer  1569,  Canton,  GA  30114-1569 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


FINANCIAL  SERVICES 

' —  1 

IMMEDIATE  CASH 
FOR 

ACCOUNTS  RECEIVABLE 

EQUIPMENT  LEASE 
FINANCING 

$2,500-$5  Million 

FINANCIAL  GUARANTEES 
AND 

LETTERS  OF  COMMITMENT 
LB0 

LEVERAGED  BUYOUT 
FUNDS 
AVAILABLE 

ist  Approvol  •  Brokers  Protected 


TFC 


TOWERS 

FINANCIAL 

CORPORATION 

An  OTC  Cohipan) 

417  Fifth  Avenue 
New  York,  NY  10016 

212-696-0505 


iARD  TO  BORROW? 

Guarantees  No  Loans 
illNIMUM:  $100,000.  5-20  YEARS 
!  THE  FINANCIAL  GUARANTY 
CORPORATION 

USA  (212)  486-2220 


INVESTMENT  ADVISORY 
SERVICES 


FREE  CURRENT  ISSUE 
ilarket  Turning  Points  Weekly 

I  Ides  computer-based,  broad  market 

II  trend  analyses  and  trend  turning 
Ms.  Also  relative  strength  compari- 
1 1  for  U.S.  and  15  major  foreign  stock 
\  iets.  A  weekly  updated  "Asset  Al- 
■*on"  is  developed  for  a  model  di- 
I  Tied  portfolio.  Call  1-800-222- 
I'  X  112  or  1-405-843-9300  X  112. 


Business  Ownership 


I  enjoy  the 
sweet  / 
taste  of 
success  n) 


Seven  years  ago.  Ole  Olsen  bought  a  Kwik- 
Kopy  Printing  Center  because  "it  is  the  number 
one  printing  franchise  and  has  the  right  kind  ol 
organization  and  training  support ."  Today,  Ole 
knows  he  made  the  right  move  He's  his  own 
boss,  makes  his  own  decisions;  is  building 
something  ot  value  lor  the  future;  and  he's 
doing  whal  he  enjoys  doing  If  you  would  like 
more  information  about  ownership  of  your  own 
Kwik-Kopy  Printing  Center,  write  or  call  now,  toll 
tree  Total  investment  is 
approximately  (85.000 


PRINTING 


and  financing 
available  lo  approved 
applicants 

US  -  800-231-4542 
TX  -  800-392-6488 

.Jg±  KWIK-KOPY  CORPORATION 

*P|P*  One  Kwik-Kopy  Lane  •  PO  Box  777 
.  '  Cypress.  Texas  77429  


BE  THE  BOSS 

Own  a  Sir  Speedy  Printing  Center  fran- 
chise Over  700  others  have,  ask  them 
Call  today  for  tree  information 

PHnting  Cvncvrs 

23131  VERDUGO  DRIVE 
LACUNA  HILLS,  CA  92653-1342 
CALL  1-800-854-3321  


■»«^  15,000  BUSINESSES 
^HTj  FROM  COAST 

Wajpp|  ,  TO  COAST 

No  Brokerage  Commission  * 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800-327-9630 
V"*/  in  Flo.  call  800-533-4663 


MISCELLANEOUS  FOR  SALE 

INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog  Satisfaction  Gtd 
for  20  years!  Member: 

Jewelers  Board  of  Trade 
Chamber  Commerce. 
HOUSE  OF  ONYX 
No.  One  Main  Street 
Greenville,  Kentucky,  42345 
TOLL  FREE  1-800-626-8352 


WlNECELLARS-USA 

#1  Seller  •  Original  American  Handmade 

Retail  YourCost 

440Bottle(Pictured)  $2495  $1495 

700  Bottle  2  French  Doors  3495  1995 

880  Bottle  Twin  Unit   4495  2795 

2  20  Bottle  Vertical   1995  1195 

296BottleCredenza(2door)  2495  1495 

40  Bottle  Glass  door  (not  handmade)  499 
Wood  Construction  •  Oak  Exterior  •  Redwood  Racks 
Modular  wine  racks  from  1  2  to  20,000  bottles.  Request  our  wines 
&  cellar  catalog.  Lifetime  guaranty  on  racks,  5  yr  on  compressor. 

Olympic  Sales  C  O.  Since  1947 

839S.LaBreaAve.,  Los  Angeles,  C  A  90036  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    »    We  Ship  Anywhere. 


BUSINESS  OPPORTUNITIES 


EXCEPTIONAL  INDIVIDUAL  REQUIRED 
For  An  Extremely  High  Income 
Potential  Business  Opportunity 

.  .  .  If  you  have  a  sound,  successful 
business  background  with  high  past 
earnings,  can  easily  and  confidently 
communicate  with  business  leaders 
and  you're  in  a  position  to  call  your  own 
shots.  Utilize  your  talents  to  the  utmost 
in  a  fast  moving,  challenging,  profes- 
sional business.  We  are  seeking  only 
that  individual  who  can  relate  to  earning 
$250,000  and  more  per  year.  Complete 
training  and  continuous  support  pro- 
vided. We  are  a  17-year-old  international 
loan  finance  corporation  seeking  direc- 
tors. $9,800  refundable  deposit  will  be 
required  Principals  only. 

Call  813-924-6415 


FRANCHISING 


FRANCHISE 


Your  Business 


FRANCHISE  CONSULTING  GROUP,  INC 

101  Derby  Street,  Hingham.  MA  02043 
In  Mass  (617)  740-221  1 
Outside  Mass  (800)358  8011 


COMPUTER  SOFTWARE 


QUANTix  Portfolio  Evaluator 

3.0  Version  5  Quantitative  Valuation 
Models.  Cash  Flow.  Diversification. 
What-lf  Analysis.  Track  Performance. 
Commissions,  Sold  Positions  Down 
load/Upload  Data.  Multiple  Portfolios 
IBM/Clones  $69.    (800)  247  6354. 

5900  N.  Port  Washington  Rd., 
Milwaukee.  Wisconsin  53217 


REAL  ESTATE 


ANGUILLA,  WEST  INDIES 

Over  500'  beach  front  property  on 
1.7  acres,  4  apts.,  main  house,  5 
successful  lettuce  greenhouses,  2 
vehicles,  turn-key  operation,  safe 
island,  David  Berglund,  $925,000, 
809-497-2817. 


COMPUTERS 


Radio  /hack -TANDY 


Our  10th  year  of  DISCOUNTS 
COMPUTERS  &  CELLULAR  PHONES 
Fgl.  Prepaid.  Save  Tax 
Toll  Free  800-231-3080 

HfT  mflRYfTlflC  INDUSTRIESINC 
22511  Katy  Fwy 
Katy  (Houston)  TX  77450 
1-713  392-0747  Telex.  774132 


CORPORATE  SPECIALTIES 


Embroidered 
Cups 


•  Shirts 
|ypOV  'Jackets 

'*  US*" 

lor  FREE  Catalog 

TOLL  FREE  (800)792-2277 
In  Calif.  (800)  826-8585 
San  Francisco  Embroidery  Works 

3952  Point  Eden  Way  •  Hayward  CA  94545 


EXECUTIVE  GIFTS 


Cigars 

up  to  50%  Discount 


Send  for  our  free  catalog 
Free  Cigars  with  every  order! 

Male  Order 

Enterprises 
PO  Box  F  1209,  Northampton.  MA  01061 


EXECUTIVE  SERVICES 


Neck  Ties  Narrowed 

Rediscover  some  old  friends 
We'll  narrow  your  closet 
classics  to  a  stylish  3  '/a"  |or 
state  width)  Great  birth- 
day or  Christmas  gift 
Send  S 1 3  50  for  each  set 
of  3  ties  to 
SLIM  TIES  CO. 
701  Welch  Road,  Ste  1119B 
Palo  Alio.  CA  94304  |4IS|  656-6262 


EXECUTIVE  SERVICES 

Relax  and  let  Ideal  Regard  guide  you 
through  this  holiday  season.  Take  unique 
advantage  of  having  your  own  personal 
shopping  and  fashion  coordinator  advisor 
help  you  with  your  every  decision  that  suits 
you  best.  Specializing  in  wardrobe  struc- 
ture. Inventory,  Fashion  Coordination,  Pur- 
chasing garments,  and  gift  purchasing. 
Call  Ideal  Regard  located  in  N.Y.,  N.Y. 
for  exclusive  appt.  (212)  283-39.37. 


SALES/TRAINING 


Sales  Presentations 
Training  -  Meetings 


Tn 


LUUUi 


CUSTOM  SLIDES/ OVER  HE  ADS 


FREE 


VISUAL  HORIZONS 

1 80  METRO  PARK 

48  page  full  ~""Ynn'46?3 

COLOR  CATALOG  |716|424  o300 


Forbes:  Capital  ist  Tool 


nformation  write  or  call  Linda  Loren,  Forbes  Market/Classified,  60  Fifth  Avenue,  New  York,  N.Y  10011  (212)  620-2440 


The  weekanyo 
could  be  some 


The  voice  of  Newsweek  is 
many  voices.  Insightful  jour- 
nalists, thoughtful  columnists, 
influential  authorities  in  many 
fields. 

They  all  contribute  to 
what  Newsweek  has  to  sayBf 
Along  with  one  more  voiceB 


as  important  as  any  other  in 
the  magazine— yours. 

Someone  with  something 
important  to  say  can  say  it  in 
Newsweek. 

Not  just  in  a  Letters  to  the 
itor  section,  but  in  an 
ual  column  written  by 


readers.  A  column  c 
My  Turn. 

And  the  subjects  of  thi: 
unique  column  are  as  dive 
as  the  people  who  write  fc 
it.  The  X-ray  technician  w 
fought  hospital  bureaucrat 
to  care  for  her  mentally  ill 


c»  NEWSWEEK  1987 


ther.  The  young  woman 
0  found  herself  buried  in 
•t,  and  her  dramatic  climb 
of  it. 

It's  stories  like  these, 
red  in  a  column  like  My 
n,  that  have  helped  keep 
e  and  more  readers 


turning  to  New 

And  made  Newsweek 
what  it  is.  Not  a  single  voice 


magazine  of  many  voices. 
Including  yours. 


Newsweek. 

Why  it  happened.  What  it  means. 


hen  Vernella  D'Arbeau  re- 
tired as  Principal  of  East 
Harlem's  PS  146M,  she  wanted  to 
do  even  more.  She  began  a  life  of 
volunteer  work.  First  as  a  teacher 
guide  at  New  York's  American 
Museum  of  Natural  History,  now 


"Time  to  give!' 

at  the  Conservancy  of  New  York's  Gracie 
Mansion.  Vernella  D'Arbeau  is  giving 
her  time,  full  time,  contributing  to  society. 
New  lifetimes  are  lived  with  Modern  Ma- 
turity, the  magazine  of  mature  America. 
Modern  Maturity's  circulation  right 
now  is  15.8  million,  up  incredibly  from 


last  year's  13  million.  For  i 
ture  America,  this  is  the  life 
their  time,  the  time  of  their  1 
and  they  live  it  with  Modern  tl 
turity.  For  information  on  ach 
tising  to  mature  America,  c 
Peter  Hanson  at  (212)  599-18 


Modern  Maturity 

The  beginning  of  a  new  lifetime. 


A  PUBLICATION  OF  f 


Itf 


Streetwalker 

Edited  by  Thomas  Jaffe 

irst  and  Foremost 

A  n  interesting  development  at 
la  Foremost  Corp.  of  America:  On 
Jov.  23  the  Grand  Rapids,  Mich.- 
ased  underwriter  of  property  and  ca- 
ualty  insurance  announced  its  inter- 
st  in  selling  two  mortgage  insurance 
ubsidiaries.  If  sold,  they  could  fetch 
round  $150  million. 

The  announcement  further  whet- 
ed  Alan  Hoefer's  appetite  for  Fore- 
lost.  Hoefer,  of  San  Francisco  invest- 
lent  bankers  Hoefer  &  Arnett,  has 
ccumulated  Foremost  for  some  time, 
'he  mortgage  insurance  business,  he 
ays,  lacks  leverage,  has  not  been  very 
rofitable  and  is  better  off  sold. 

Foremost  is  the  leading  underwriter 
f  property  and  casualty  insurance  on 
lobile  homes.  It  has  policies  in  force 
n  about  1  million  units,  about  20% 
f  those  considered  insurable.  In  1986 
oremost  had  $538  million,  or  $1.38  a 
hare,  of  total  premium  income.  This 
fas  down  from  $2  a  share  the  previ- 
us  year,  mainly  because  the  compa- 
y  sold  two  unprofitable  insurance 
ubsidiaries  and  increased  reserves  on 
ertain  liability  products. 

Mobile  home  insurance  is  a  fairly 
lature  market.  But  Hoefer  notes  that 
/ell-entrenched  Foremost  has  the  ad- 
antage  of  being  able  to  improve  its 
larket  share.  The  market's  limited 
ize,  moreover,  presents  an  entry  bar- 
ter to  potential  competitors.  The 
ompany  expects  annual  premium 
rowth  here  to  be  8%.  Hoefer  thinks 
oremost's  growing  capital  surplus 
/ill  be  used  to  buy  back  shares,  in- 
rease  dividends  or  modify  the  invest- 
lent  portfolio  for  better  total  returns. 
Consolidated  operating  returns  on  eq- 
ity  run  a  handsome  18%  to  20%. 

Hoefer  expects  Foremost  to  earn 
3.75  a  share  this  year,  and  looks  for 
4.50  to  $5  a  share  in  1988.  Recent 
-t-c  price:  a  reasonable  36Vi.  Hoefer 
[n't  Foremost's  only  supporter,  ei- 
ier.  Fort  Worth's  Robert  Bass  owns 
.9%  of  the  12.9  million  shares, 
treetwalker  also  hears  Geico  Corp. 
as  lately  been  buying  shares. — T.J. 


m  the  offensive 

rhe  market's  malaise  has  slowed 
13-d  filings  but  not  stopped  them. 
i  late  October  New  York  investment 
rm  Dyson-Kissner-Moran  an- 
nounced it  had  acquired  7%  of  the  6.6 


million  NYSE  shares  of  Tech-Sym 
Corp.,  at  prices  between  10  and  17. 
Recent  price:  1 1%. 

Tech-Sym  (sales,  $100  million)  is 
based  in  Houston  and  manufactures 
electronic  systems  and  components 
and  aerial  weapons  delivery  systems, 
primarily  for  the  U.S.  government. 
Even  with  defense  spending  likely  to 
be  cut,  Oppenheimer  &.  Co.  analyst 
Michael  Lauer  thinks  Tech-Sym  will 
earn  $1.80  a  share  next  year,  up  from 
around  $1.35  a  share  for  1987.  If  the 
prediction  is  accurate,  Tech-Sym  at 
recent  prices  is  selling  for  less  than 
seven  times  Lauer's  1988  estimate. 
He  also  notes  that  Tech-Sym  trades 
for  less  than  five  times  projected  cash 
flow  for  1988  and  doesn't  have  much 
debt.  Lauer  thinks  the  company  is 
worth  $30  a  share.  The  company, 
meanwhile,  intends  to  buy  up  to  9% 
of  its  shares  in  the  open  market.— T.J. 


Mail  call 

Pitney  Bowes,  Inc.  has  a  91%  lock 
on  the  U.S.  market  in  postal  me- 
ters. The  $2.3  billion  (estimated  1987 
sales)  company,  based  in  Stamford, 
Conn.,  also  makes  mailroom  automa- 
tion equipment,  retail  labeling  ma- 
chines and  dictation  systems.  It  has 
been  introducing  new  electronic  prod- 
ucts carrying  higher  margins  than  its 
traditional  line. 

Analyst  Eugene  Glazer  of  Dean 
Witter  Reynolds  especially  likes  Pit- 


A  new  Pitney  Bowes  mailing  system 
Leveraging  the  franchise. 


ney's  installed  customer  base,  which 
has  more  than  1  million  meters. 
These  need  periodic  servicing.  With 
this  entree,  Pitney  can  leverage  its  big 
direct  sales  force  and  service  network 
as  it  enters  other  segments  of  the  of- 
fice equipment  market. 

What  about  the  threat  of  electronic 
mail?  The  digital  networks  being  de- 
veloped by  the  phone  companies 
shouldn't  be  a  force  until  the  mid- 
1990s.  Meanwhile,  Pitney  has  hedged 
itself  by  becoming  the  leading  U.S. 
distributor  of  facsimile  machines,  an 
integral  part  of  electronic  mail's  fu- 
ture. For  now,  however,  traditional 
mail  volume  is  actually  growing. 

Glazer  thinks  1987  earnings  will  be 
up  17%,  to  $2.50  a  share,  and  looks  for 
a  14%  gain,  to  $2.85,  in  1988.  Recent 
price:  33%.  So  the  76.9  million  NYSE 
shares  are  selling  for  12  times  next 
year's  estimated  earnings,  fair  for  a 
company  with  a  franchise  as  solid  as 
this  one.— T.J. 


Public  be  hosed 

Holders  of  the  1.8  million  com- 
mon shares  of  Servico,  Inc.,  the 
West  Palm  Beach-based  hotel  franchi- 
see, are  being  asked  to  shoot  them- 
selves in  their  wallets.  In  the  summer 
of  1985  Streetwalker  noted  that  Servi- 
co's  shares,  then  selling  o-t-c  at  2\Vi, 
might  be  worth  $40.  A  few  months 
later  Servico's  controlling  family,  the 
Meyers,  sold  out  their  49%  stake  to 
Texas  real  estate  firm  Southmark  for 
$32  a  share.  Southmark  offered  Servi- 
co's public  shareholders  nothing. 

These  days  Servico  is  selling  at 
lO3/*,  and  on  Nov.  2,  Southmark  an- 
nounced it  would  tender  for  up  to  1 .25 
million  shares.  Price:  $11.  If  share- 
holders accept,  Southmark  will  own 
82%  of  Servico.  Complains  Richard 
Lilly  of  Boca  Raton,  Fla.'s  JW  Charles- 
Bush  Securities:  "Southmark  is  giving 
the  public  a  hosing." 

Not  that  Servico  is  such  a  gem. 
Managing  61  hotels  (25  of  which  are 
owned)  in  cities  like  Houston,  Pitts- 
burgh and  the  Detroit  area,  Servico 
has  piled  up  $237  million  in  debt,  over 
six  times  equity.  For  fiscal  1987  (end- 
ed June  30),  earnings  dropped  to  37 
cents  a  share,  from  last  year's  $1.35. 

But  look  deeper,  says  Lilly.  Servico 
has  $56  million  in  cash  and  $4.48  per 
share  in  cash  flow.  Moreover,  this 
doesn't  include  $2.63  a  share  in  cash 
that  it  should  realize  when  its  mort- 
gage on  Las  Vegas'  Dunes  Hotel  falls 
due  this  month,  and  when  it  receives 
the  proceeds  from  a  Holiday  Inn  it 
sold  in  Pittsburgh. 

Lilly,  who  put  clients  into  quite  a 


)RBES,  DECEMBER  14,  1987 


269 


is  the  way  you  always 
e  South  Pacific 


Read  what 
I Andrew  Harper's 
exclusive  guide  to  unspoiled  places  Hlueaw&yRepOTl  k 
says  about  Malcolm  Forbes' 
exotic  Fiji  Island  paradise. 


It's  the  vacation 
of  a  lifetime  for 
$1,950  a  week! 


^jaken  as  a  whole,  Fiji  is 
'perhaps  the  most  idyllic  and 
hospitable  archipelago  in  the 
South  Seas,  its  essence 
•^^^    springing  right  from  the  heart 
of  unpretentious  people  whose  en- 
thusiastic greetings  of  'bula'  are  a  re- 
flection of  the  welcome  and  care 
extended  to  visitors. 

"This  is  the  way  you  always 
imagined  the  South  Pacific  to  be  - 
an  unspoiled,  once-upon-a-time 
tropical  isle  seen  by  very  few  people 
outside  Fiji  since  it  was  first  spot- 
ted by  Captain  Bligh  from  the  decks 
of  the  Boun  ty  two  centuries  ago. 
Situated  200  miles  out  to  sea  north- 
east of  Nadi,  Laucala  is  the  lushest, 
remotest  and  most  exclusive  of  all  the 
destinations  in  this  corner  of  the 
world.  The  island  is  ringed  by  impres- 
sive coral  reefs,  shell-strewn 
beaches  and  a  beautifully  manicured 
coconut  plantation  whose  terrain 
rises  upward  to  a  mountainous  interi- 
or rife  with  giant  ferns,  mango  trees 
and  wild  birds. . . . 

"It  was  only  recently  a  decision 
was  made  to  share  this  unique  spot 
with  compatible  travelers  capable 
of  appreciating  the  charm  and  unhur- 
ried atmosphere  such  a  pastoral 
sanctuary  can  offer.  Peace  and  priva- 
cy, of  course,  are  still  paramount, 
so  don't  expect  to  find  a  traditional 
full-blown  social  resort,  but  rather 


an  intimate  cottage  colony  accom- 
modating no  more  than  8  guests  in 
residence  at  any  one  time. 

Meals  are  a  delight  here,  begin- 
ning with  breakfast  prepared  by  a 
cook  and  housekeeper  in  the  priva- 
cy of  your  own  bungalow  at  any  hour 
you  wish.  Dinner  and  lively  conver- 
sation are  enjoyed  at  the  atmospheric 
Plantation  House  . . . 

"A  wide  range  of  daytime  diver- 
sions are  available  including  top- 
notch  sport  fishing  aboard  a  spe- 
cially-designed 45-foot  deepsea  boat 
staffed  with  a  knowledgeable  cap- 
tain and  crew  at  your  call.  Tuna,  mai- 
mai,  snapper,  jack  fish  and  sailfish 
are  all  regularly  hooked  in  these  vir- 
gin grounds,  plus  an  occasional 
black  marlin.  There's  also  superb 
snorkeling'scuba  diving  (tanks  and 
weights  provided)  in  the  transparent 
offshore  waters  where  stunning 
reefs  harbor  colorful  coral  heads 
teeming  with  rare  tropical  fish  and 
specimen  shells  

"It's  always  satisfying  to  uncover 
an  idyllic  island  these  days  that  is 
still  pretty  much  the  way  it  has 
always  been,  and  even  nicer  when 
you  realize  the  owner  is  determined 
to  keep  it  that  way.  Very,  very  spe- 
cial -  particularly  for  those  who  want 
to  sample  a  relaxing  tropical  life- 
style that  is  fast  disappearing  in  the 
South  Pacific...  ■  ■ 


Contact: 
Fiji  Manager 
Forbes  Magazine 
60  Fifth  Avenue 
New  York,  NY  10011 
Tel:  (212)  620-246 


Fire  up  my  imagination! 
Send  me  a  free  color  brochure. 

Name  


Address . 


Zip. 
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bit  of  Servico  at  higher  prices,  insisi 
that  Servico  is  worth  $42  a  share.  H 
is  hoping  that  value-oriented  invej 
tors  will  buy  the  stock  and  force 
better  offer. — Matthew  Schifrin 


Poly  profitable 

The  polyester  leisure  suit  may  b 
an  artifact  of  the  past,  but  don 
weep  for  Unifi,  Inc.  Based  in  Greeni 
boro,  N.C.,  Unifi  is  the  leading  U. 
texturizer  of  polyester  fiber.  It  buy 
raw  fiber  and  processes  it  to  give 
stretch,  softness  and  more  bulk.  A 
though  nearly  50%  of  Unifi 's  $27 
million  in  sales  is  still  to  the  appan 
industry,  that's  down  from  about  80*; 
ten  years  ago.  Increased  sales  to  th 
home  furnishings  market  have  picke 
up  the  slack.  This  has  helped  to  cusl 
ion  Unifi  against  the  greater  cyclic; 
lity  of  the  apparel  business. 

In  a  market  that  uses  some  700  mi 
lion  pounds  of  polyester  a  year,  Uni 
has  about  a  40%  share.  Its  only  not; 
ble  competitors  are  Burlington  Indu 
tries  and  Milliken.  Unifi  took  the  lea 
in  March  1986,  when  it  paid  $42 
million  for  privately  held  Macfie] 
Texturizing.  The  economies  of  sea 
that  resulted  have  further  strengtl 
ened  Unifi's  position  as  a  low-co 
U.S.  producer.  The  larger  marki 
share  also  has  given  it  significant 
more  control  over  pricing. 

Now  Unifi  is  considering  a  bacl 
ward  integration  into  producing  pol< 
ester  filament  itself.  (The  company 
two  sources  of  supply  are  Hoechs< 
Celanese  and  Du  Pont.)  Managemei 
estimates  this  would  require  an  ii 
vestment  of  $50  million  to  $75  mj 
lion,  but  money  is  no  problem.  Tt 
company  throws  off  roughly  $30  mi 
lion  a  year  in  free  aftertax  cash  flo\ 
Through  Sept.  30  it  had  $23  million 
cash  and  equivalents,  and  by  the  erj 
of  the  fiscal  year,  on  June  30,  198 
this  should  be  up  to  some  $55  millio 
or  about  $5  a  share.  During  the  pa 
year,  Unifi  used  its  strong  cash  flow 
wipe  out  all  its  long-term  debt, 
share  repurchase  program  could  al: 
be  a  possibility. 

For  fiscal  1988 — and  excluding 
gain  on  the  sale  of  shares  in  Reichho 
Chemicals — Unifi  may  earn  upwar« 
of  $1.60  a  share,  more  than  40%  ov| 
last  year.  Recently  priced  at  14,  o-t- 
the  shares  sell  for  around  9  times  esl 
mated  earnings.  Insiders  own  aboi 
10%  of  the  9.5  million  shares  od 
standing.  Money  management  firn 
William  D.  Witter  and  Martin  D.  Sai 
Investors  own  another  1 1  %  and  6° 
respectively. — T.J. 
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WHICH  GIFT  WILL 
THEY  REMEMBER 
NEXT  YEAR? 

If  you're  looking  for  "just  the  right  gift"  this  year,  here's  an  idea 
that's  economical,  easy,  and  exactly  what  those  special  people  rirp 
your  list  would  like.  .  .  AMERICAN  HERITAGE. 


It's  a  great  present  enriched  by  the  past .  .  .  enlivened  by  a  sense 
of  continuity— and  a  sense  of  humor.  Enlightening  as  it  is 
entertaining. 


There  are  so  few  gifts  that  give  as  much  style  and  substance  for  so 
little  money  as  AMERICAN  HERITAGE. 

...AT  SPECIAL  HOLIDAY  GIFT  RATES.* 

To  celebrate  the  holidays  we  are  making  this  very  special  offer: 
your  first  gift  subscription  (or  your  own  subscription)  is  $24;  all 
additional  one-year  gift  subscriptions  are  only  $18  each— that's  a" 
savings  of  50%! 


We  will  also  send  a  handsome  gift-announcement  card  dir 
to  each  recipient  on  your  list.  To  order,  just  call 
TOLL  FREE  1-800-341-1522  (in  Maine  call  collect  236-2896). 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

From  the  issue  of  December  15,  1927) 

'The  year  1927  will  be  ranked  as  a 
easonably  satisfactory  one  for  mdus- 
ry  as  a  whole,  for  agriculture  as  a 
vhole,  for  transportation  as  a  whole, 
or  securities  as  a  whole  and  for  labor  as 
i  whole.  The  most  notable  trend  has 
>een  the  gains  made  by  very  large  and 
rery  ably  managed  organizations  in 
:ontrast  with  the  relatively  poor  show- 
ng  made  by  many  small  concerns." 

Last-minute  changes  in  the  final  de- 
ign of  the  [new  model  A]  Ford  car 
aused  further  delays  in  the  date  of  its 
ctual,  official  appearance.  Late  in  No- 
'ember  the  new  cars  went  on  what 
vas  termed  a  limited  display.  The  new 
ar  is  a  tremendous  improvement  over 
he  old  Model  T  in  appearance  and 
lso,  according  to  claims,  in  every  oth- 
r  way.  It  has  an  ordinary  speed  of  60 
nph,  and  stock  cars  have  done  well 
ver  70.  Public  interest  has  been  at 
ever  heat,  and  there  is  no  question 
bout  the  popularity  of  the  new  model 
kith  prices  of  $385  to  $570,  practically 
he  same  as  the  model  T." 

urst  truck  passes  through  New  York's 
\ew  Holland  Tunnel  in  November  1927 


> I C I  I  1 1  I  IS 


tifty  years  ago 

from  the  issue  of  December  1 5,  1937) 

Business  warily  waits  for  signs  of 
Icession's  end.  Industrial  activity 
jbntinues  three-month  lag  through 
lovember,  with  production  slacken- 
ing, wholesale  commodity  prices 
Topping,  stock  and  bond  prices  hit- 


Formes'  Dec.  15,  1937  issue  celebrated  the 
magazine's  20th  anniversary 

ting  new  lows  for  the  year,  and  with 
passive  pessimism  deadening  the  air. 
But  signs  of  spirited  action  in  Wash- 
ington rouse  hope  for  ultimate  victory 
in  battle  against  downward  trend  of 
economic  forces.  War  against  industri- 
al depression  is  renewed  with  clear 
indications  of  Administration's  en- 
couragement to  private  initiative. 
Wall  Street  sighs  with  relief  as  SEC 
shows  conciliatory  attitude.  ..." 

"Today  the  U.S.,  with  but  6%  of  the 
world's  population,  has  more  than 
twice  as  much  life  insurance  as  all  the 
rest  of  the  world.  More  than  64  million 
American  citizens  carry  life  insur- 
ance— to  the  amount  of  $110  billion, 
an  average  of  $1,700  for  each  policy- 
holder." 

Twenty-five  years  ago 

(From  the  issue  of  December  15,  1962) 

"A  few  minutes  after  the  plane  leaves 
New  York,  the  passenger  will  sip  his 
first  cocktail  and  a  short  time  later 
start  dinner.  But  he  may  have  to  gulp 
his  dessert,  for,  in  about  three  hours 
after  takeoff  from  New  York  City,  his 
plane  will  be  descending  at  Paris.  This 
is  no  science  fiction  fancy  but  a  proba- 
bility by  1970,  the  year  Britain  and 
France  expect  to  get  their  Mach  2  su- 
personic jetliner  into  the  air.  .  .  ." 

"Our  tax  program  is  not  intended  to  be 
an  antidote  for  a  temporary  cyclical 
anemia.  It  is  intended  to  be  a  long- 


range  lightening  of  the  drag  of  the 
entire  tax  system  on  the  economy, 
which  involves  both  individuals  and 
business  firms.  In  short,  it  will  be 
tailored  to  deal  with  the  economic 
outlook  existing  at  the  time  it  is  en- 
acted, but  it  will  not  be  designed  solely 
with  this  in  mind.  Our  concern  is  not 
just  for  next  month  or  just  for  next  year, 
but  for  the  next  decade  and  beyond." 
— Treasury  Secretary  Douglas  Dillon 

"As  automobile  sales  boomed  along 
at  record  levels  last  month,  it  became 
increasingly  evident  that  Studebaker 
Corp.  had  lost  a  golden  opportunity  to 
hit  the  comeback  trail.  Industry  sales 
for  the  first  50  days  of  the  1963-model 
year  were  up  28%  over  1962,  when 
the  second-highest  sales  in  history 
were  achieved.  Yet  Studebaker's  sales 
were  down  1 1  %  and  the  company  was 
hanging  by  a  mere  thread  to  just 
0.96%  of  the  market." 


Ten  years  ago 

(From  the  issue  of  December  15,  1977) 

"It  was  late  1972  and  amid  euphoria 
the  Dow  Jones  average  had  broken  a 
thousand.  OPEC  had  not  begun  to 
show  its  devastating  power  over  pe- 
troleum pricing.  Peace  was  at  hand  in 
Vietnam,  according  to  Kissinger.  Dick 
Nixon  had  been  returned  to  the  White 
House  by  a  landslide  margin,  and 
price  controls  were  about  to  come 
off.  .  .  . 

"Inexplicably,  however,  as  if  it 
knew  something  the  rest  of  the  world 
didn't,  the  market  began  misbehav- 
ing. By  early  1973,  despite  record 
earnings  across  the  width  and  breadth 
of  industry,  stocks  began  dropping  at 
astonishing  rates.  The  entire  Big 
Board  seemed — against  all  reason — to 
be  sliding,  if  not  exactly  crashing, 
down  around  investors'  ears.  By  late 
1974  the  market  had  lost  all  its  gains 
of  the  preceding  decade." 

"The  boom  in  athletic  footwear  repre- 
sents a  true  fashion  phenomenon,  one 
of  those  trends  on  which  fortunes  are 
made.  But  hardly  any  U.S.  shoe  manu- 
facturers are  getting  rich  on  those 
shoes;  they're  probably  made  in  West 
Germany  by  Adidas  or  Puma  or  in 
Japan  by  Tiger.  'The  whole  American 
industry  simply  got  in  too  late,'  says 
Ervin  Burkholder,  a  footwear  industry 
expert  at  the  U.S.  Department  of 
Commerce." 
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The  wise  become  as  the  unwise  in 
the  enchanted  chambers  of  power, 
whose  lamps  make  every  face 
of  the  same  color. 
Walter  Savage  Landor 


A  man  is  known  by  the 
company  his  mind  keeps. 
Thomas  Bailey  Aldrich 


What  can  we  see,  read,  acquire, 
but  ourselves?  Take  the  book, 
my  friend,  and  read  your  eyes 
out,  you  will  never  find 
there  what  I  find. 
Ralph  Waldo  Emerson 


There  is  no  banquet  but  some 
dislike  something  in  it. 
Thomas  Fuller 


I  take  it  as  a  prime  cause 
of  the  present  confusion  of 
society  that  it  is  too  sickly 
and  too  doubtful  to  use  pleasure 
frankly  as  a  test  of  value. 
Rebecca  West 


Civilization  advances  by  extending 
the  number  of  important 
operations  which  we  can 
perform  without  thinking. 
Alfred  North  Whitehead 


A  taste  for  the  extraordinary 
is  characteristic 
of  mediocrity. 
Denis  Diderot 


Man  arrives  as  a  novice  at 
each  age  of  his  life. 
Nicolas  Chamfort 


Half  our  life  is  spent  trying 
to  find  something  to  do  with 
the  time  we  have  rushed  through 
life  trying  to  save. 
Will  Rogers 


The  property  of  power  is  to  protect. 
Blaise  Pascal 


Thoughts 

on  the  Business  of  Life 


By  becoming  better  educated  than  the 
average  and  by  keepingyour  mind  on 
the  helpful  subjects,  you  will  not  only 
qualify  for  higher  financial  rewards 
and  for  positions  of  wider 
responsibility  and  influence  and 
power,  but  you  will  lay  up  for  yourself 
riches  which  will  become  valuable 
beyond  price  to  you  in  later  life  when 
the  things  which  money  can  buy  cease 
to  satisfy  and  one  must  find 
pleasure  and  satisfaction  and  joy 
from  the  inward,  not  the  outward  life. 
B.C.  Forbes 


We  must  reject  that  most  dismal 
and  fatuous  notion  that  education 
is  a  preparation  for  life. 
Northrop  Frye 


The  grand  thing  about  the  human 
mind  is  that  it  can  turn  its  own 
tables  and  see  meaninglessness 
as  ultimate  meaning. 
John  Cage 


Men  who  possess  all  the 
advantages  of  life  are  in  a 
state  where  there  are  many 
accidents  to  disorder  and 
discompose,  but  few  to 
please  them. 
Jonathan  Swift 


It  is  hard  to  free  fools 
from  the  chains  they  revere. 
Voltaire 


More  than  6.000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3.000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc.,  60 Fifth  Ave.,  New  York, 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Comforting  to  be  able  to  tell 
oneself:  my  life  corresponds 
feature  for  feature  to  the 
kind  of  slough  I  always  wanted. 
E.M.  Cioran 


If  prosperity  is  regarded  as  the 
reward  of  virtue  it  will  be  regarded 
as  the  symptom  of  vice. 
G.K.  Chesterton 


There  are  two  ways  to  slide  easily 
through  life;  to  believe  everything 
or  to  doubt  everything.  Both  ways 
save  us  from  thinking. 
Alfred  Korzybski 


It  is  the  curse  of  prosperity  that 
it  takes  work  away  from  us, 
and  shuts  that  door  to  hope 
and  health  of  spirit. 
William  Dean  Howells 


Sleep,  riches  and  health  to  be  truly 
enjoyed  must  be  interrupted. 
Jean  Paul  Richter 


A  Text . . . 

For  unto  every  one  that  hath 
shall  be  given,  and  he  shall 
have  abundance:  but  from 
him  that  hath  not  shall  be 
taken  away  even  that  which 
he  hath. 
Matthew  25:29 


Sent  in  by  fames  Foster,  Berkeley,  Calif. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


What  a  wee  little  part  of  a 
person's  life  are  his  acts  and 
his  words!  His  real  life  is  led 
in  his  head,  and  is  known 
to  none  but  himself. 
Mark  Twain 


There's  always  room  at  the  top 
— after  the  investigation. 
Oliver  Herford 
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"In  1903,  the  Wight  bothers 
^  invented  the  airplane!^ 

"Sixteenyears  later,  KLM 
L   invented  the  airliaeS 


I 


Airlines,  like  human  beings,  benefit  much  from  sea- 
soning. And  KLM  is  the  ultimate  case  in  point. 

Almost  seven  decades  ago,  KLM  launched  the  first 
regularly  scheduled  airline  flight  (carrying  two  passengers 
and  a  bundle  of  newspapers). 

Today  we  fly  to  more  cities  in  Europe,  Africa  and  the 
Mideast  than  all T IS.  airlines  combined. 

Our  Amsterdam  hub  has  been  judged  the  world's  best 
airport  by  international  travelers  for  five  straight  years. 


And  our  peers  think  so  highly  of  our  service  that 
over  forty  other  airlines  choose  KLM  to  train  their  flight 
crews  and  service  their  aircraft. 

All  of  which  is  proof  that,  like  people,  airlines  don't 
get  older;  they  get  better.  But  judge  for  yourself.Call  your 
travel  agent  or  KLM  Royal  Dutch  Airlines.  ^^^^ 
The  airline  of  the  seasoned  traveler. 

The  Reliable  Airline  KLM 

Royal  Dutch  Airlines 


; 


What  makes  this  mark 
remarkable? 

It's  certainly  not  well  known.  You've  probably  never  even  noticed  it. 

But  the  products  represented  by  our       are  in  an  estimated  nine  out  of  10 
American  homes,  half  of  its  offices  and  institutions,  most  of  its  industrial  plants, 
and  virtually  every  American-built  train,  bus,  RV  and  ship  currently  in  service. 

Now  thafs  remarkable. 

And  yet,  you're  not  likely  to  see  the  M  because  our  products  usually 
become  part  of  other  products.  Millions  of  mem.  From  America's  leading  pro- 
ducers of  electrically  powered  apparatus,  lighting  fixtures,  appliances,  machine 
tools,  transportation  equipment,  office  systems,  and  just  about  everything  else 
electrical  imaginable. 

The  electrical  equipment  business  is  what  we  do  —  and  all  we  do.  Our 
customers  like  this  singular  commitment.  They've  noticed  how  well  we  translate 
it  into  excellent  quality,  innovative  engineering,  competitive  prices,  and  absolute 
dedication  to  customer  service. 

As  a  matter  of  fact,  they've  noticed  us  to  the  tune  of  more  than  $800  million  in 
annualized  revenues.  And  that's  pretty  remarkable,  too.  We  may  be  only  three 
years  old,  but  we've  already  established  ourselves  among  the  best-known  com- 
panies in  the  electrical  equipment  business. 

In  the  coming  months,  we'll  be  telling  more  about  M '.  If  you'd  like  to 
speed  up  the  process,  just  call  1-800-541-9997.  (In  California  1-800-262-2553.) 

By  the  way,  the  name  is  MagneTek. 

MagneTek 

The  new  first  name  in  electrical  equipment. 


MagneTek,  Inc.,  Corporate  offices:  11111  Santa  Monica  Blvd.,  Los  Angeles,  CA  90025.  Offices  and  plants  in  principal  cities  and  abroad. 


How  do  you  stick 
to  your  credit  culture  when 
temptation's  right  under 
your  nose? 


Bankers  are  the  only  salesmen  who  must  drum  up  business  and 
turn  down  would-be  buyers  — simultaneously. 

This  process  of  at  once  soliciting  and  rejecting  is  governed  by 
what  we  call  our  credit  culture.  It  involves  a  series  of  tough 
decisions— and  crucial  ones— because  the  competition's  fierce.  One 
bank's  unacceptable  risk  can  be  another's  handsome  profit.  The  bank 
that  thinks  it's  only  in  the  business  of  saying  "no"  won't  be  in  any 
business  very  long— while  those  who  say  "yes"  too  readily  can  also 
readily  get  into  trouble. 

Our  credit  culture,  when  all  is  said  and  done,  is  as  much  an 
attitude  as  a  set  of  rules.  A  belief  that  some  kinds  of  deals,  no  matter 
how  profitable  they  first  appear,  remain  bad  business.  And  a 
determination  to  look  for  the  best  ways  to  help  our  customers. 

Is  there  anything  unusual  about  our  credit  culture?  We  like  to 
think  there  is.  Perhaps  it's  a  willingness  to  look  a  little  deeper  into  a 
deal,  a  business  or  an  individual  before  we  lend.  A  willingness  to 
work  with  customers  if  things  get  tough.  An  urge  to  solve  a  problem 
and  save  a  promising  business. 

Does  this  apply  beyond  commercial  banking?  Absolutely. 
Because  a  sound  approach  to  risk  is  vital  in  today's  much  broader, 
ever  more  competitive  financial  marketplace.  To  help  our  customers 
with  foreign  exchange,  swaps,  stand-by  credits— with  the  dozens  of 
new  services  investment  banking  brings— we  can  never  forget  the 

conscience  of  our  bank:  our  CHEMICALBANK 

credit  culture.  The  bottom  line  is  excellence." 
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THE  EDITORIAL  INDEX  OF 
COMPANIES  REFERRED  TO  IN  THIS 
ISSUE  IS  ON  PAGES  148  AND  149. 


COVER  STORT 

85    The  World  Is  Their  Bazaar 

By  Pranay  Gupte 

From  Manhattan's  Trump  Tower  to 
Bombay's  film  studios  and  from  the 
Iran  of  the  shah  to  that  of  Khomeini, 
the  Hinduja  brothers  are  buying  their 
way  into  the  worlds  of  politics  and 
finance. 

COMPANIES 

34  Citicorp 

By  John  Ileitis 

Why  has  it  developed  such  a  vora- 
cious appetite  for  failed  savings  and 
loans? 

35  Ford  Motor  Co. 

It's  riding  high.  But  success  poses 
problems  that  are  sometimes  tougher 
than  the  problems  of  adversity. 

44    Central  &  South  West  Corp. 

By  Edwin  A.  Finn  Jr. 

It  found  a  nice  little  unregulated 
niche  in  factoring.  In  Washington 
they  hate  unregulated  niches. 


48    Asarco  Inc. 

By  James  Cook 

Few  people  thought  the  copper  price 
slump  would  last  as  long  or  go  as  deep 
as  it  did.  This  survivor  is  sitting  pretty 
now  that  the  slump  has  ended. 

61    Hartmarx  Corp. 

By  Steve  Weiner 

In  men's  quality  clothing,  it  is  among 
the  biggest  and  most  profitable.  So 
why  does  it  get  so  little  respect? 

65    City  National  Bank 

By  Lisa  Gubernick 

The  bank  to  the  stars  can  thank  a 
whiskey  distiller  for  its  colorful  past. 
Credit  its  current  chief,  Bram  Gold- 
smith, for  its  prosperous  present. 

68    The  Up  &  Comers: 
Bombay  Co. 

By  Edward  F.  Cone 

The  American  middle  class  can't  get 
enough  of  the  English  aristocratic 
style,  giving  beleaguered  Tandy 
Brands  a  long-awaited  winner. 

72    Cubic  Corp. 

By  Marc  Beauchamp 
Its  stockholders  missed  the  bull  mar- 
ket, thanks  to  the  company's  founder 
and  largest  shareholder. 


INTERNATIONAL 


22   The  President  Of  France 
Speaks  Out 

A  talk  with  Francois  Mitterrand,  who 
seldom  grants  interviews. 
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54   As  I  See  It:  The  Enemy  Within 

By  Peter  Brimelow 

Israel  has  been  better  at  resolving  its 
military  problems  than  its  economic 
difficulties.  Maybe  a  little  free  enter- 
prise would  help. 
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INDUSTRIES 


36    When  The  Going  Gets  Tough, 
The  Tough  Go  To  Court 

By  Kathleen  K.  Wiegner 
U.S.  computer  makers  and  chip  mak- 
ers, battered  by  Pacific  Rim  competi- 
tors, have  found  another  front  on 
which  to  wage  their  battles. 


INVESTING 


38    The  Money  Men:  Terra  Incognita 

By  Thomas  Jaffe 

Beyond  the  Big  Board,  the  Amex  and 
Nasdaq  lies  the  investment  world  of 
the  pink  sheets.  There  are  frauds  and 
junk  among  the  22,000  stocks  that 
dwell  there,  but  gold  as  well. 
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94  Smart  and  long 


72  Cubic  Corp.  s  Walter  Zable 


110  Management  training,  Japanese-style 


)0   We  Wuz  Robbed 

3y  Richard  L.  Stern 

Vlany  customers  unhappy  with  their 
jrokers  have  only  their  own  stupidity 
:o  blame  for  investments  gone  sour. 
8ut  investors  with  legitimate  beefs 
mickly  become  mired  in  an  unex- 
pected mess:  arbitration. 

>4    Statistical  Spotlight: 
Ten  Favorites 

3y  Michael  Ozanian 
ind  Steven  Ramos 

\n  ebbing  tide  strands  all  boats.  Our 
1987  stock  pickers  fared  poorly.  But 
he  short-sellers  look  smart. 

146  Streetwalker 

aguar,  BMW,  Mercedes;  distressed 
POs  and  more  pink  sheet  bargains. 

>N  THE  DOCKET 

»6   What  Price  Peace? 

W  Deirdre  Fanning 

Ni\\  labor  talks  turn  nasty?  The  an- 
iwer  could  lie  with  a  federal  judge. 

[AXING  MATTERS 

'4    Divorce  Tricks 

ty  Laura  Saunders 

Opportunities  abound  to  stiff  an  ex- 
pouse — or  the  tax  collector. 


NUMBERS  GAME 


82    What's  A  Flop  Worth? 

By  Subrata  N.  Chakravarty 
Capital  Cities/ ABC:  Accounting  mag- 
ic to  soothe  its  drooping  earnings. 


MARKETING 


98  "It  Seemed  Like  A  Good  Idea 
At  The  Time" 

By  Christy  Marshall 

Bill  Cosby  is  good  at  selling  Coke  but 
a  bust  at  selling  stocks.  Lessons  from 
failures. 

99  Handmade  Muffins 

By  Jonathan  Clements 

Coffee  at  $43  a  pound  and  other  tales 

from  the  gourmet  food  marketing 

front. 

SCIENCE  &  TECHNOLOGY 

104  Techno-Blinders 

By  Alyssa  A.  Lappen 

Genex  Corp.  had  smarts  and  lots  of 
money,  but  not  much  business  sense. 

107  A  New  Kind  Of  Censorship? 

By  Esther  Dyson 

New  versions  of  videotex. 


CAREERS 


110  Hell  Camp,  Malibu-Style 

By  Richard  Phalon 

Kanrisha  Yosei  is  one  of  Japan's 
toughest  and  best-known  manage- 
ment training  centers.  But  the  U.S.  is 
a  different  market. 

PERSONAL  AFFAIRS 

114  Take  My  Yacht.  Please! 

By  William  G.  Flanagan 
Donating  your  yacht  to  charity  seems 
a  perfect  way  of  disposing  of  it.  Often 
too  perfect,  the  IRS  thinks. 

116  Playing  Your  Cards  Right 

By  Eric  Schmuckler 
Bonuses  from  using  plastic. 

116  The  Nursing  Home  Blues 

By  Barbara  Kallen 

A  look  at  patients'  rights. 

117  Art  For  The  Pensioners'  Sake 

By  Lisa  Scbeer 

A  British  pension  fund  took  a  flier  in 
the  art  world  about  a  decade  ago.  Now 
it  wishes  it  had  invested  even  more  in 
Japanese  prints.  Also:  Sotheby's  Art 
Market  Trends. 
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20  Bertha  Behrman,  Alexander  Doll  Co. 

20  Clyde  Walton,  BET 

24  Gary  MacDougal,  ex-Mark  Controls  Corp. 

24  Frank  Casciari,  Piper-LLeidsieck 
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Color  me  pink 

For  years  Forbes  has  warned  readers 
against  brokerage  houses  that  use  hard- 
sell telephone  tactics  to  push  obscure,  and 
often  phony,  stocks — outfits  like  First  Jer- 
sey Securities;  Blinder,  Robinson;  and 
Stuart-James.  But  out  there — beyond  the  stock  exchanges  anc 
Nasdaq — there  is  a  whole  universe  of  little-known,  inactively 
traded  stocks,  only  a  fraction  of  which  are  run  by  the  sleazy 
stock-pushers.  Welcome,  then,  to  the  pink  sheets,  wherein  are 
listed  occasional  sales  among  some  22,000  smallish  companies 
with  public  ownership.  In  this  issue  Thomas  Jaffe  interviewj 
money  manager  Lawrence  Goldstein,  who  talks  about  hidden 
values  in  the  pink  sheets — and  about  the  problems  of  digginjj 
out  such  values.  "Terra  incognita"  begins  on  page  38. 

Mystery  money 

Few  Forbes  readers  have  heard  of  the  Hinduja  brothers.  Wei 
suspect  they  will  be  hearing  a  good  deal  about  them.  Flaunting 
great  wealth  and  buying  influence  on  at  least  three  continents] 
this  mysterious  international  business  family  made  a  fortune  ir| 
Iran  under  the  shah  and  continues  to  this  day  to  do  business 
there  under  the  ayatollahs.  Who  are  they?  Where  did  they  come| 
from?  How  do  they  operate?  In  "The  world  is  their  bazaar, 
Pranay  Gupte  gives  us  an  exciting  look  into  a  new  world  wherel 
money  moves  mysteriously  and  quietly  across  national  bound  [ 
aries,  a  world  where  political  influence  counts  for  more  thar| 
business  acumen  or  reputation.  Starts  on  page  85. 

The  Millard  story 

Looking  for  a  book  for  Christmas  giving — and  reading?  Don'1] 
overlook  Jonathan  Littman's  just-out  Once  Upon  a  Time  irk 
ComputerLand  (Price  Stern  Sloan,  $16.95).  In  294  action-filled 
pages,  Littman  chronicles  the  almost  unbelievable  rise  and  fal 
of  William  Millard,  the  onetime  billionaire  who  owned  and  los  l 
the  immensely  successful  ComputerLand  retail  empire.  There! 
is  at  least  as  much  to  learn  from  spectacular  failures  as  frorrl 
spectacular  successes,  and  this  book  has  much  to  teach  entre  f 
preneurs.  An  exciting  story  well  told. 

New  assignments 

Kathleen  Wiegner,  a  13-year  Forbes  veteran,  has  ably  managed 
our  West  Coast  Bureau  for  the  last  2  years.  She  now  moves  up  td 
a  new  and  challenging  job,  as  roving  national  correspondent 
covering  computers  and  technology — a  field  where  she  has  lond 
been  our  house  expert.  (She  was  the  first  reporter  to  detail  thel 
rise  of  William  Millard  and  then  followed  the  ComputerLand 
story  to  its  conclusion.)  Succeeding  her  is  Marc  Beauchamp,  35  f 
Before  joining  Forbes  2  years  ago,  he  worked  in  Tokyo  fo:[ 
Kyodo  News  Service,  Japan's  Associated  Press,  and  earlier  wrote| 
for  newspapers  in  California,  Oregon  and  Washington.  His 
Pacific  Rim  expertise,  aggressive  reporting  and  smooth  writinjjl 
make  him  the  logical  choice  to  supervise  our  strong  West  Coas  [ 
coverage.  Meanwhile,  in  Boston,  Laura  Jereski,  26,  moves  frorrj 
New  York  to  open  our  New  England  Bureau. 


Editor 
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TORONADO  TROFEO. 
THE  DRIVING  HAZARD  IT  HANDLES 

BEST  OF  ALL 
MAY  WELi  BE  BOREDOM. 


"We  engineered  Trofeo  to  deliver  world-class 
handling,  while  retaining  Toronado's  traditionally 
impressive  luxury."  UD    .  .    ......      ,  w 

J     "Remaining  oil  life  is  constantly 
monitored  by  an  on-board  computer,  which 
analyzes  an  individual's  particular  driving  habits 
and  evaluates  their  effect  on  lubrication." 


"The  steering  gear  ratio 
is  calibrated  to  provide  the 
driver  with  a  superior  feel  of 
the  road." 


"The  Teves  electronic  anti- 
lock  braking  system  is  available  on 
the  Trofeo.  During  hard  braking, 
brake  pressure  corrects  as 
conditions  require,  providing 
smooth,  anti-lock 
braking  power" 


"With  3.8  liter  displacement 
and  sequential  fuel  injection,  the 
new  3.8  SFI3800  V6  engine,  built 
at  GMs  powertrain  facility  in  Flint, 
Michigan,  provides  excellent 
performance." 


"By  designing 
the  rear  suspension  with  fiberglass 
uni-springs  instead  of  conventional  leaf 
springs,  we  achieved  remarkable  weight 
distribution  in  the  turns.  Cornering  is 
extraordinary." 

"The  leather- 
panelled  buckets  are  LearSiegler 
They're  equipped  with  adjustable 
back  and  side  supports  to  enhance 
passenger  comfort." 


"Trofeos 
dual  tail  pipes 
are  more  than  a 
sport  feature. 
They  work 
to  reduce 
backpressure, 
which  increases 
horsepower" 


"The  car  is  so  well-built,  the 
powertrain  is  warranted  for  6 years  or 
60,000  miles,  and  outer-body  rust- 
wmr  WW. *  Lersget't     trough  protection  is  up 
IMftsdb     ^  6 years  or  100,000 

miles. 


'Lets  get  it 
.together... 
-1  buckle  up. 

QUALITY  COMMITMENT  PUN 

See  your  Oldsmoblle  dealer  (or  the  terms  and 
conditions  of  this  limited  warranty. 


From  the  engineers  at 
Oldsmobile...the  essence  of  quality 
in  the  exciting  new Toronado Trofeo. 

For  more  information  on  this 
remarkable  automobile,  send  for  a 
free  catalog.  Write:  OldsToronado 
Trofeo  Catalog,  RO.  Box  14238, 
Lansing,  Michigan  48901. 


OLDSMOBILE  QUALITY 
FEEL  IT 


Follow-Through 


A  stock 
sinks 

June  1,  1987 


World  champion  speedboat  racer 
Reggie  Fountain  last  year  raised 
$4.6  million  in  a  public  offering  for 
his  Fountain  Powerboats  Industries, 
Inc.,  a  company  he  had  founded  in 
1979  to  make  high-power  speedboats. 
Right  away,  Forbes  reported,  shorts 
began  to  badmouth  the  stock.  Did 
they  have  a  point?  We  didn't  think  so. 


With  75%  of  its  1986  sales  to 
Americans,  Ireland's  Waterford 
Glass  Group  Pic.  last  year  faced  the 
problem  of  how  to  reduce  its  depen- 
dence on  a  falling  dollar.  Currency 
hedging  had  offset  the  dollar's  effects 
somewhat,  but  Chairman  f.  Patrick 
Hayes  hoped  his  acquisition  of  Wedg- 
wood Pic,  with  its  strong  china  distri- 
bution in  Europe  and  Japan,  would 
cure  the  problem  long  term.  Forbes 
expected  the  deal  to  raise  Waterford's 


It  turns  out  we  were  wrong:  At  1PA 
the  shares  had  a  price/earnings  ratio 
equal  to  top  speeds  of  Fountain 
boats — and  any  piece  of  bad  news 
could  easily  capsize  the  stock.  Cap- 
size it  did. 

The  company  had  4.5  million 
shares  outstanding,  of  which  Reggie 
Fountain  and  another  insider  held 
two-thirds.  Only  500  stockholders 
owned  the  1.5  million  shares  that 
traded  publicly.  It  was  an  old  story: 
The  public  put  up  almost  all  of  the 
money,  but  the  founders  and  under- 
writers took  most  of  the  stock.  On 
such  a  thin  float,  it  wouldn't  take 
much  to  sink  the  high-speed  stock. 
Then  everything  went  wrong:  The 
company  announced  that  1987  earn- 
ings would  be  well  below  the  29  cents 


profile,  but  we  warned  it  would  have 
to  consolidate  Wedgwood  quickly. 

So  far,  the  acquisition  has  not 
helped  Waterford's  earnings  much.  In 
the  first  half  of  1987,  overall  sales 
more  than  doubled,  to  131  million 
Irish  pounds  ($209  million).  But  partly 
because  of  the  dollar's  fall,  earnings 
from  continuing  operations  fell  30%, 
to  8  million  pounds  ($13  million). 

To  cope,  Hayes  has  raised  prices  5% 
a  year  and  has  extended  his  currency 
hedging  program  until  early  1989.  By 
then,  he  hopes  a  major  cost-cutting 
program  will  have  begun  to  show  re- 
sults. Some  48  million  Irish  pounds  is 
going  into  benefits  for  nearly  a  third  of 
the  crystal  division's  3,000  workers — 
they  left  or  retired  voluntarily — and 
into  new  equipment  to  double  the 
productivity  of  those  who  remain.  At 
Wedgwood,  14%  of  the  8,000  workers 
have  also  been  let  go,  factories  closed 


a  share  management  had  predicted, 
and  the  stock  market  collapsed.  When 
last  seen,  the  stock  was  at  2lA. 

Does  all  this  mean  that  Fountain 
Powerboats  is  sunk  as  a  company? 
No.  It  has  a  mere  $500,000  of  debt  to 
$8.5  million  in  capital,  and  has  spent 
most  of  the  money  raised  from  its 
stock  offering  to  expand  production 
capacity  260%,  to  18  boats  a  month. 
With  24  dealers  selling  his  boats  at 
prices  from  $40,000  to  $250,000  each, 
Fountain  claims  he  has  a  backlog  of 
$23  million  in  orders.  Dealers  con- 
firm that  sales,  backed  by  an 
$850,000-per-year  ad  campaign,  are 
good — and  have  actually  climbed 
since  the  market  crashed.  What  we 
overlooked  was  that,  with  a  book  val- 
ue under  $2,  this  stock  never  should 
have  gone  as  high  as  it  did — no  matter 
how  sound  its  prospects.  Moral:  Just 
because  a  stock  is  low-priced  doesn't 
mean  it's  cheap. — Alyssa  A.  Lappen 


and  unprofitable  lines  discontinued. 

Meanwhile,  Hayes  is  also  pushing 
aggressively  into  markets  opened  for 
it  by  Wedgwood.  If  crystal  sales  in 
Japan  reach  $10  million  by  1991,  as 
Hayes  expects,  Waterford's  depen- 
dence on  Americans,  already  now 
down  to  48%  of  sales,  should  fall  a 
couple  of  percentage  points  more. 

Having  gone  to  such  trouble  to  re- 
duce Waterford's  dependence  on  the 
U.S.  market,  the  company  must  now 
bolster  marketing  here  to  avoid  being 
savaged  if  a  recession  ensues.  Hayes 
will  start  direct  marketing  ad  cam- 
paigns early  in  1988  and  keep  opening 
stores;  by  1989,  he'll  have  nine.  Hayes 
will  cut  Waterford's  dependence  on 
the  U.S. — but  not  at  the  expense  of 
growth.  "America  has  247  million  of 
the  most  affluent  people  in  the  world. 
You  must  do  well  there  if  you're  to 
succeed  long  term." — A.A.L. 


When  tiny  Venango  River  Corp. 
took  over  the  Chicago  South 
Shore  &  South  Bend  Railroad  three 
years  ago  for  $29  million,  the  opportu- 
nity for  growth  impressed  Forbes. 
The  line's  heyday  had  been  before  the 
advent  of  highways,  but  because  it 
hauled  coal  and  steel  in  addition  to 
carrying  commuters,  it  was  making 


$2.8  million,  pretax,  a  year  on  reve- 
nues of  $20  million.  But  now  Venango 
planned  to  woo  both  more  commut- 
ers and  more  freight. 

We  were  right.  Passenger  trains 
now  run  on  schedule  about  95%  of 
the  time,  up  27%  since  1984,  and  3 
million  commuters  a  year  ride  the 
trains,  up  20%.  Freight  revenues — 
$10  million  in  1984 — reached  more 
than  $17  million  last  year.  The  firm 
has  also  paid  IC  Industries  $80  mil- 
lion for  631  miles  of  track  running 
though  Chicago,  St.  Louis  and  Kansas 
City,  Mo.  Venango  plans  to  invest  $64 
million  to  upgrade  its  new  Chicago, 
Missouri  &.  Western  Railway  Co.  line. 

Venango  is  now  the  nation's  18th- 
largest  railroad  system.  But  it  is  ser- 
vice that  is  helping  Venango  grow. 


Long  before  the  owners  closed  the 
deal  on  their  new  line,  Venango  was 
talking  to  grain  and  steel  producers  to 
try  to  woo  them  away  from  truck 
transport.  "We  tailor  schedules  to 
meet  customers'  needs,  and  that  daz- 
zles people,"  says  Jack  Alexander, 
president  of  the  operation.  The  result? 
The  day  Venango  took  over,  its  line 
had  $5  million  a  year  in  new  business. 

Does  Venango  plan  to  merge  its  two 
lines?  No  way.  That  would  make  Ven- 
ango a  threat  to  big  railroads  that  now 
feed  it  traffic.  It  would  also  take  Inter- 
state Commerce  Commission  approv- 
al. One  need  only  look  at  the  Santa 
Fe's  aborted  attempt  to  merge  with 
the  Southern  Pacific  to  see  what  a 
mess  that  could  create. — A.A.L. 


s 


FORBES,  DECEMBER  28,  1987 


memo  to  Phil  in  DP:  Have  we  lost 
our  minds? 

Our  friends  on  the  6th  floor  want  to  get  their 
hands  on  '386' PCs  as  soon  as  possible.  And  I 
agree.  My  question  is -why  do  we  automatically 
assume  that  means  IBM"  ?  Now,  we  have  a  choice. 
I  suggest  you  look  at  AT&T.  The  AT&T  6386 
works  with  the  PCs  we  already  have,  and  we  can 
run  the  same  programs  we're  running  now  as  well 
as  those  we'll  run  tomorrow.  The  issue  here  isn't 
just  computers  and  software.  But,  it's  keeping  our 
options  open.  Now  and  down  the  road.  And  we 
know  that  AT&T  is  on  our  side  in  the  long  run. 


AT&T  comes  through. 


Introducing  the  AM  6386 
WorkGroup  System 

AT&T  brings  you  freedom  of  choice  in  operating 
environments,  compatibility  with  existing  products,  and 
investment  protection  that  keeps  your  options  open  today  and 
tomorrow. 

AW  now  unlocks  the  full  power  of  the  INTEL  80386 
chip  with  unk*  System  V  32-bit  architecture  and  superior 
speed  and  memory  for  demanding  applications. 

The  6386  WGS  is  compatible  with  MS**-I)0S  software, 
Simul-Task  386  (DOS  under  unk  System  V)  -  even  OS/2. 

Additional  advantages  include:  Desktop  model  support- 
ing up  to  20  users,  and  Extended  Server  model  supporting 
up  to  32,  RAM  expansion  up  to  64  MB;  integral  streaming 
tape  backup  for  40, 60,  or  125  MB;  and  a  choice  of  9A"  or  W 
disk  drives. 

To  learn  more,  contact  your  AM  Account  Executive.  Or 
call  1 800  247-1212. 

From  equipment  to  networking,  from  computers 
to  communications,  AM  is  the  right  choice. 

©  I9H?  AT&T 

'IBM  isa  registered  trademark  of  International  Business  Mat  hi  in  s  (  urp 
*  'MS  is  a  trademark  of  Microsoft  Corp. 


AT&T 

The  right  choice. 
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•  m    rift   teve  4^im 

Renovating  can  be  such  a  chore.  Five 
years  ago,  Steven  Jobs,  the  father  of 
Apple  Computer  and  Next,  Inc., 
bought  himself  a  lush  apartment  on 
the  top  two  floors  of  one  of  New 
York's  snootiest  Central  Park  West 
buildings,  the  San  Remo.  Naturally, 
the  centimillionaire  wanted  to  make 
a  few  changes.  According  to  Spy  maga- 
zine, a  satirical  New  York  monthly, 
those  improvements  will  take  more 
than  a  year  to  complete  and  will  cost 
$15  million — more  than  seven  times 
the  $2  million  Jobs  paid  for  the  apart- 
ment. Jobs  could  not  be  reached  for 
comment.  Is  this  the  Steve  Jobs  who, 
in  days  gone  by,  refused  to  shave  regu- 
larly? The  same. 

Hancock  thaws  out 

Like  other  smart  institutions  in  the 
venture  capital  game,  John  Hancock 
has  been  trying  to  negotiate  lower  fees 
paid  to  the  general  partners  who  in- 
vest their  money.  A  year  ago  Hancock 
organized  a  meeting  on  Cape  Cod  on  a 
snowy  Friday  afternoon  in  late  No- 
vember. There,  the  Hancock  folks, 
along  with  other  institutional  money 
managers,  mapped  out  a  savings  strat- 
egy to  force  on  their  general  partners. 
This  year,  having  gotten  a  consensus 
to  reduce  fees,  Hancock  is  in  a  warm- 
er mood.  It  has  invited  all  of  its  ven- 
ture capital  partners  on  a  January  jun- 
ket to  Barbados.— Gary  Slutsker 

Out  on  the  street 

Some  Wall  Street  firms  have  owned 
up  to  their  October  losses,  but  a  few 
still  have  not  been  heard  from.  One 
laggard  is  Dean  Witter.  There,  insid- 
ers say  losses  in  options  and  margin 
accounts  totaled  about  $30  mil- 
lion. A  Dean  Witter  spokeswoman 
says:  "We  can't  confirm  or  deny 
rumors." 
Out  in  the  Midwest,  regional 


WHY  CO  BACH? 

Move  your  business 
to  Wisconsin  instead! 


Signs  on  1-94  near  the  Wisconsin-Illinois  border 
The  billboard  war  escalates. 


brokerage  A.G.  Edwards  &  Sons  is 
taking  a  hard-nosed  approach  to  the 
problem  of  losses  stemming  from  na- 
ked option  trading.  Facing  an  unse- 
cured debit  of  more  than  $  1  million  in 
one  of  its  brokers'  personal  accounts, 
Edwards  got  the  indebted  employee  to 
sign  over  his  home  to  the  firm. 

Battle  of  the  billboards 

One-upmanship  is  an  age-old  practice 
on  the  border  dividing  Illinois  and 
Wisconsin.  But  a  new  fracas  erupted 
earlier  this  year  as  Illinois  Governor 
James  Thompson  was  driving  through 
Wisconsin.  When  he  came  to  the  Illi- 
nois border,  he  saw  this  on  a  billboard: 
"Why  go  back?  Move  your  business  to 
Wisconsin  instead!" 

Thompson  struck  back:  About  a 
month  ago  Illinois  retaliated  with  its 
own  billboard  message  near  the  bor- 
der: "Lower  taxes!  That's  why 
you  go  back  to  Illinois!" 

After  Thompson's 
salvo,  Wisconsin 
Electric  Pow- 


Illustrations  by 
Patrick  McDonnell 


fltt 


er  Co.,  which  put  up  the  first  sign, 
commissioned  a  study  on  living  costs 
in  the  two  states  and  concluded  it  is 
"7%  less  expensive  overall"  to  live  in 
Wisconsin,  even  though  personal  and 
corporate  income  tax  rates  are  lower  in 
Illinois.  The  power  company  says  it 
may  retaliate  by  renting  yet  another 
snide  sign. — Charles  Siler 

Bear,  Stearns  bows  out 


Ever  so  quietly, 
Bear,  Stearns  is  getting  out  of  the  busi- 
ness of  selling  low-rated  municipal 
bonds.  Sources  say  that  in  recent  days 
the  firm  has  dumped  deals  that  were 
as  good  as  done,  leaving  them  to  other 
underwriters.  Bear,  Stearns  brokers 
across  the  country  no  longer  sell 
municipals  rated  below  BBB. 

This  differs  from  the  much-publi- 
cized withdrawals  and  scaling  back  of 
investment-grade  municipal  bonds 
elsewhere  on  Wall  Street,  because 
Bear,  Stearns'  business  in  low-rated 
bonds  was  highly  profitable.  Since 
1984,  according  to  IDD  Information 
Services,  it  was  lead  or  comanager  on 
120  issues,  or  $2.4  billion  worth  of 
nonrated  tax-exempts.  Underwriters' 
fees  on  this  much  debt  probably  ran 
$100  million,  by  Forbes'  reckoning. 
Commissions  would  be  additional. 

Why  would  the  firm  jettison  this 
profitable  market?  Speculation  is  that 
some  of  its  especially  aggressive  deals 
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are  starting  to  sour  and  provoke  law- 
suits. Profits  now,  headaches  later. 
The  game's  no  longer  worth  playing. 

Meyer  on  the  mainland 

Guess  the  panjandrums  in  the  Peo- 
ple's Republic  of  China  don't  read 
Forbes.  If  they  had  read  our  article  of 
Apr.  20,  they'd  be  worried  about  let- 
ting the  slippery  Meyer  Blinder  into 
their  country.  Yes,  Blinder,  proprietor 
of  America's  premier  bucket-shop 
brokerage,  Blinder,  Robinson,  is  mov- 
ing in  on  the  People's  Republic.  He 
recently  announced  that  in  1988  he 
would  expand  internationally,  "serv- 
ing the  needs  of  people  from  Beijing." 
Fresh  from  a  minor  victory  over  the 
SEC,  Blinder  plans  to  bring  "venture- 
capital  knowhow"  to  the  masses. 
Watch  your  wallets,  comrades. 

Rambling  Raiders 

The  itinerant  Los  Angeles  Raiders 
football  team  may  stay  in  Los  Angeles 
after  all.  Earlier  this  year  the  Raiders 
agreed  to  move  their  scrappy  game  to 
tiny  (pop.  1,036)  Irwindale,  Calif.  Ir- 
windale  floated  a  $90  million  bond 
issue  to  finance  a  new  stadium. 

But  just  last  month  the  offering  col- 
lapsed. The  Irwindale  city  council  had 
to  redeem  the  bonds  because  an  envi- 
ronmental impact  report  was  not 
completed.  So  it  looks  like  the  Raid- 
ers will  stay  in  Los  Angeles  Memorial 
Coliseum.  The  coliseum  was  just 
awarded  nearly  $20  million  from  the 
NFL  in  an  antitrust  suit  dating  back 
to  1978.  Says  Zane  Mann,  publisher  of 
the  California  Municipal  Bond  Advisor. 
"That  money  would  go  a  long  way 
toward  making  Raider  management 
happy,  if  they  can  just  figure  out  how 
to  get  their  hands  on  it." 

Texas  dive 

Frank  Lorenzo,  chairman  of  Texas 
Air,  has  sure  had  a  bumpy  ride  this 
fall.  He's  had  to  deal  with  labor  un- 
rest, consumer  complaints,  a  Conti- 
nental crash  in  Denver  and  a  lousy 
stock  market.  In  September  he  tried 
to  raise  money  through  an  offering  of 
Jet  Capital  Corp.,  the  closely  held  in- 
vestment company  he  con- 
trols. But  the  2.4-million- 
share  deal  was  postponed  be- 
cause of  market  turbulence. 
Even  worse,  Lorenzo 
has  seen  his  net  worth 
\  dive  since  October.  His 
stake  in  Texas  Air 
and  related  compa- 
nies was  worth 
some  $21  million  in 
October.  And  to- 
day? About  $8  million. 


Twenty  years. 


On  October  24, 1987,  Gannett  Company 
celebrated  its  twentieth  anniversary 
as  a  public  company.  In  those  two 
decades,  Gannett  has  delivered  80 
consecutive  increases  in  comparative 
quarterly  earnings.  In  1967,  we 
published  28  daily  newspapers  and 
operated  3  television  stations  and 
6  radio  stations.  In  1987,  we  publish 
90  daily  newspapers,  including  USA  TODAY, 
39  non-daily  newspapers,  and  USA  WEEKEND. 
Gannett  owns  8  television  stations  and 
16  radio  stations,  and  operates  Gannett 
News  Service  and  the  largest  outdoor 
advertising  company  in  North  America. 

For  more  information  about  Gannett, 
write  Investor  Relations,  RO.  Box  7858, 
Washington,  D.C.  20044. 


GANNETT 
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Readers  Say 


Bard  times  ahead 

Sir:  Your  article  "The  stock  market  is 
a  lousy  economic  forecaster"  (Nov.  30) 
concludes  that  the  1987  experience  is 
a  mere  correcting  of  the  market's  own 
excesses.  However,  since  1955,  the 
DJIA  has  dropped  at  least  19%  on  nine 
occasions.  After  eight  of  those  nine 
declines,  the  rate  of  real  GNP  growth 
fell  an  annualized  quarterly  average  of 
about  3.5%  in  the  four  quarters  fol- 
lowing the  market  peak. 

With  today's  economic  growth  rate 
running  at  just  above  3%,  a  drop  in 
the  growth  rate  near  the  historical 
average  could  push  us  to  the  brink  of 
recession. 

— Raymond  Worseck 
Economist, 

A.G.  Edwards  &  Sons,  Inc. 
St.  Louis,  Mo. 

Sir:  For  the  past  six  months,  mini- 
skirts have  been  coming  back  into 
style  and  look  what  has  happened  to 
the  market.  Just  how  high  do  skirts 
have  to  go  for  the  market  to  act  in 
traditional  fashion? 
— Alan  R.  Greenwald 
Wheeling,  III. 


All  down  the  line 

Sir:  Burlington  Northern  stock  could 
be  worth  $140  a  share  if  Dick  Bressler 
("All  alone  by  the  telephone, " Nov.  16] 
would  only  realize  that  a  great  num- 
ber of  Burlington  trains  operate  at  half 
the  speed  of  the  competitive  trucking 
industry.  This  is  not  due  to  employee 
contracts.  I  am  hopeful  that  Bressler 
and  his  top-line  officers  will  soon 
build  or  buy  a  business  car  that  ac- 
commodates some  common  sense. 
Additionally,  I  am  hopeful  some  of 
the  ego  would  be  left  at  the  station. 
— Ray  I.  Lineweber 
Director, 

United  Transportation  Union 
Lincoln,  Neb. 


Guess  who? 

Sir:  Your  article  "Does  Guess  have  a 
friend  in  the  IRS?"  (Nov.  16)  has  effec- 
tively destroyed  my  reputation  and 
has  done  great  harm  to  me,  my  family 
and  the  IRS.  It  is  clear  Forbes  has  not 
corroborated  the  alleged  facts  or  you 
never  would  have  presented  the  many 
inaccuracies  that  exist  in  the  article. 


As  a  result  I  asked  the  Internal  Securi- 
ty Division  of  the  IRS  to  investigate 
the  allegations  against  me,  which 
they  are  now  doing.  I  will  gladly  share 
the  results  of  this  investigation  when 
it  is  completed. 
— Ronald  E.  Saranow 
Tarzana,  Calif. 

Forbes'  story  was  thoroughly  re- 
searched and  the  facts  corroborated.  Mr. 
Saranow  was  personally  offered  an  inter- 
view opportunity  prior  to  publication,  yet 
declined.  As  Mr.  Saranow  knows,  and  the 
IRS  has  confirmed,  the  Service  was  investi- 
gating the  allegations  against  him  long 
before  our  article  appeared. — Ed. 


Sir:  I  was  employed  at  Guess  but  left 
after  nearly  two  years  as  head  of  pro- 
duction. Since  my  departure  I  have 
talked  with  numerous  reporters  and 
writers  who  were  going  to  write  about 
what  was  going  on.  After  endless 
hours  spent  telling  the  story,  I  never 
read  one  article.  Congratulations. 
— Marcia  L.  Knotts 
New  York,  NY. 


More  reserves 

Sir:  Newmont  Gold  Co.  was  listed  in 
"There  really  is  gold  in  them  thar 
hills"  (Nov.  30)  as  having  only  5.6  mil- 
lion ounces  in  reserve.  The  correct 
number  is  14  million  ounces. 
— -James  F.  Hill 

Vice  President  Corporate  Relations, 
Newmont  Mining  Corp. 
New  York,  NY. 


Education  101 

Sir:  It's  hard  to  believe  that  the  two 
sample  questions  in  your  article 
"This  isn't  school"  (Nov.  16)  repre- 
sented the  most  difficult  the  SAT  has 
to  offer.  Standards  must  have  deterio- 


rated since  I  took  the  test  in  1970.  The 
time  spent  eliminating  incorrect  an- 
swers outweighs  the  time  it  would 
take  to  deduce  the  correct  answer. 
This  tactic  could  prove  fatal  in  a 
timed  examination. 
— Michael  S.  Vallone 
Rosemont,  III. 

Sir:  Your  editorial  on  education  (Fact 
and  Comment,  Nov.  16)  refers  to  "un- 
dergraduate slide-rulers."  Are  slide 
rules  still  in  use?  Does  the  fact  that  I 
understand  your  reference  mean  that  I 
am  getting  old? 
— Stephen  M.  Goodman 
New  York,  NY. 


Thar  she  blows 

Sir:  Your  article  "Dollars  ahoy!"  (Nov. 
2)  dismisses  the  sailing  segment  of 
the  boating  industry  as  "elitist,"  re- 
quiring too  much  effort  and  training. 
Sailing  has  never  been  easier  and  re- 
quires relatively  few,  easily  learned 
skills  beyond  those  required  by  any 
boater,  power  or  sail.  The  article  has 
done  a  disservice  to  the  sailboat  in- 
dustry and  sailors  alike. 
— Bob  Johnson 
Largo,  Fla. 


Overstated 

Sir:  Your  article  "List  of  opportuni- 
ty?" (Nov.  16)  overstated  the  extent 
and  value  of  my  investment  in  Addi- 
son-Wesley.  It  should  have  read  2.3%, 
not  23.6%. 

— Donald  R.  Hammonds 
Chairman, 

Addison-Wesley  Publishing  Co. 
Reading,  Mass. 


Doggie  to-do 

Sir:  When  Seattle  Slew  won  the  Der- 
by, was  it  considered  social  climbing 
because  his  owners  came  equipped  for 
the  race?  When  Dennis  Connors  won 
the  America's  Cup  did  it  make  it  less 
of  a  win  because  Connors  wasn't  a 
member  of  the  New  York  Yacht 
Club?  When  Jimmy  Connors  won 
Wimbledon,  did  it  diminish  the  vic- 
tory because  he  didn't  belong  to  the 
Royal  Family?  Then  why  is  it  "social 
climbing"  ("The  status  game  is 
afoot," Nov.  2]  when  the  Reeses  win  at 
Madison  Square  Garden? 

The  dog  game  is  not  about  social 
climbing.  It  is  about  dogs. 
— Denny  Kodner 
Highland  Park,  III 
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care  ot  other  people's  ass 
urance  takes  car 
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At  Chubf,  we  specialize  in  insurance  for  financial  institutions.  In  fact,  wehawfa  single 
department  to  serve  all  the  various  lines  of  financial  insurance.  Through  a  network  of  branches 
in  the  United  States,  Canada  and  London,  our  people  are  able  to  monitor  the  changing  needs  of 
the  financial  industry  and  respond  with  new  products  and  services.  At  Chubb,  we  specialize  in 
financial  institutions,  so  they  won't  have  to  specialize  in  insurance. 

For  more  about  the  Chubb  difference  and  the  names  of  independent 
Chubb  agents  and  brokers  write:  The  Chubb  Group  of  Insurance  Companies, 
15  Mountain  View  Road,  Warren,  New  Jersey  07060. 


The  Chubb  Group  of  Iasurance  G  rmpanies  is  proud  to  participate  in  'American  Playhouse!'  Watch  for  it  on  PBS. 


CHUBB 


the  highest  expression  of  the  imagina- 
tion.. Hitachi  has  made  a  fine  art  of  technology.  Take 
our  VM-6000A  S-VHS  video  camera.  Its  picture  quality 
is  far  superior  to  conventional  VHS  cameras.  And  with 
its  advanced  MOS  image  sensor,  you  can  be  sure  of 
vivid,  lifelike  reproduction. 

Then  there's  our  CT3175  Big  Screen  TV.  It  has 
digital  2TV  so  you  can  watch  two  channels  at  once  — 
and  "surround  sound."  Furthermore,  its  31"  aspherical 
screen  provides  a  bright  and  crisp  picture  not 
normally  found  on  such  a  big  screen. 

These  products  embody  Hitachi's  longstanding 
commitment  to  meet  human  needs  through  tech- 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


IF  BAKER  KEEPS  UP  LETTING  THE  DOLLAR  DOWN 

much  more  than  just  stock  markets  are  going  to  sink. 

Headline:  $53.9  MILLION  FOR  VAN  GOGH  PAINTING 

This  unreal  price  says  infinitely  more  about  the  value  of  the  dollar  than  the  value  of  the  painting. 

BUSH'S  SUPPORT  FOR  REAGAN  GORBACHEV  NUCLEAR  ARMS  CUT 


is  as  sound  as  the  opposition  to  it  by  other  GOP  aspirants 
is  unsound. 

I  think  those  who  think  that  a  majority  of  Republicans 
after  the  convention  will  be  supporting  an  allout  accel- 
eration of  the  nuclear  arms  race  will  turn  out  to  be 


wrong.  Dead  wrong. 

A  Republican  candidate  for  President  advocating  hotting 
up  the  Cold  War  and  adding  Sbillions  more  to  accelerate 
the  huge  nuclear  arms  overstock  will  be  blown  away  on 
Election  Day. 


NO  WONDER  MITTERRAND'S  REELECTION  SEEMS  SURE 

The  Socialist  President  of  France  has  far  more  common-  large  balances  at  its  disposal.  .  .  .  Around  the  three  polls  of 
sensical  views  on  world  problems  than  many  of  the  world's  monetary  reference — dollar,  yen,  ECU — set  limits  to  the 
vociferous  Rightists.  On  the  home  front,  his  pragmatic    fluctuations.  ...  I  fully  approve  of  Mr.  Reagan's  and  Mr. 


retreat  from  doctrinaire 
nationalization  and  his 
cagily  judicious  han- 
dling of  relations  with 
the  opposition  party's 
Prime  Minister  Chirac 
are  giving  him  a  widen- 
ing lead  in  opinion  polls 
for  the  presidential  elec- 
tion next  May. 
In  a  wide-ranging  in- 


At  Palais  d'Elysee  (1.  to  r. )  MSF Jr.,  MSF,  interpreter,  President  Mitterrand 


Gorbachev's  demarche. 
.  .  .  They  should  do 
even  more." 

Will  the  French  nu- 
clear forces  be  involved 
in  the  discussions  lead- 
ing to  the  elimination  of 
atomic  weapons?:  "Af- 
ter a  certain  time,  why 
not?  France's  nuclear 
force  can  destroy  a  terri- 


terview  with  Forbes'  Forbeses  (see  p.  22),  President  Fran- 
cois Mitterrand  was  diplomatically  forthcoming.  While  he 
has  all  the  dignity  and  "cool"  that  French  dignitaries 
epitomize,  warmth  permeates  this  alert  leader's  keen  in- 
telligence. He  is  enjoying  his  job.  He  thoroughly  enjoys 
subtly,  patiently  besting  the  others  who  want  his  job.  This 
President  of  France  will  continue  to  be  for  at  least  seven 
more  years. 

Here  are  a  few  bits  of  pith  from  our  session:  "German 
interest  rates  are  too  high.  .  .  Japan  does  not  make  use  of  the 


tory  larger  than  France.  Between  East  and  West,  world  peace 
has  been  guaranteed  these  past  40  years  by  nuclear  balance." 

On  Gorbachev:  "I  found  [his]  proposals  very  useful.  I  do 
not  spend  my  time  pondering  over  ulterior  motives.  He  is 
representative  of  a  new  generation." 

On  free  trade:  "  Everyone  must  make  concessions.  Barri- 
ers must  be  done  away  with." 

"What  is  the  Atlantic?  It  can  be  crossed  by  a  nuclear 
missile  in  20  minutes.  What  happens  in  Europe  is  of 
direct  concern  to  America." 
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THE  FORBES  "CHOICE"  RESTAURANTS  OF  1987 


The  multi-$millions  sunk  and  sinking  in  New  York 
restaurants  were  greater  than  ever  in  1987.  While  the 
stock  market  crash  set  a  record,  eatery  crashes  were 
normal,  survivors  few.  As  in  show  business,  it  seems  an 
endless  number  are  eager  to  be  restaurant  backers.  With 
rare  exception,  though,  they  would  do  far  better  even  in 
a  declining  stock  market  than  they  will  in  this  tough  and 
totally  tricky  business. 

One  of  the  most  intriguing  things  about  this  year's 
results  is  how  the  superbly  managed  Stars  have  very 
well  survived  the  loss  and  shift  of  chefs.  For  owners 
whose  whole  hearts  are  in  them,  their  restaurants 
survive  these  equivalents  of  heart  transplants  better 
than  people  do. 

Tfjis  compilation  reflects  a  year's  worth  of  waist  abuse 
by  MSF,  sons  Bob  and  Kip,  and  Publisher  Jim  Dunn. 


*     *     *  * 


Chanterelle 
The  Four  Seasons 
La  Grenouille 


Le  Bernardin 
Le  Cirque 
Lutece 


Maurice 

The  Quilted  Giraffe 


With  the  addition  of  Le  Bernardin,  there  are  now  eight  in  this  exalted  state. 


★      *  * 


Arcadia 

Aurora 

Bellini 

Bice 

Bouley 

The  Box  Tree 


Brive 

The  China  Grill 
Christ  Cella 
Gloucester  House 
11  Mulino 
II  Nido 


Each  of  these  Three  Stars  is  first  rate.  Le  Chantilly — a 
beautiful  rebirth.  Exciting  new  additions:  Bellini — as 
much  delicious  fun  in  this  one  as  when  Harry  Cipriani  had 
"Cipriani's."  Bice — new  Italian,  this  is  the  jumpingest  hot 
spot  on  the  list.  Bouley — neck  and  neck  with  Montrachet. 
The  Box  Tree's  return  is  a  most  happy  happening.  The 
China  Grill — at  last  CBS'  Black  Rock  has  a  top  Nielsen- 

Special 


La  Cote  Basque 
Lafayette 
La  Reserve 
La  Tulipe 
Le  Chantilly 
Le  Cygne 


Montrachet 

Nippon 

Palio 

Parioli  Romanissimo 

Prunelle 

Shun  Lee  Palace 


rating  eatery.  If  there's  better  chicken  salad  in  the  Big 
Apple,  we  haven't  found  it.  Christ  Cella — the  glowing 
exception  to  the  rule  that  a  great  steakhouse  is  a  contradic- 
tion in  terms  (see  Worst  below).  II  Mulino — when  it  comes 
to  Italian  excellence,  this  is  the  unpretentiously  genuine 
article.  Le  Cygne,  a  longtime  favorite,  is  again.  Palio — all 
its  acts  are  now  winningly  together. 


Arizona  206 — good  fun  adobe-esque  dishes. 

Benihana — most  exciting  food  show  in  town. 

Between  the  Bread — creative  sandwiches,  grand  muffins. 

Cafe  des  Artistes — improving  taste  amid  Christy's  murals. 

Cafe  Luxembourg — has  successfully  survived  trendydom. 

Elaine's — beloved  of  great  writers  who're  not  foodies. 

Florent — no  New  Yorker  should  leave  it  unexperienced. 

Fortune  Garden  Pavilion — Chinese  chic — at  a  price. 

Fu's — nice  Chinese  food  abacusly  dispensed. 

Hard  Rock  Cafe — the  hippest  heppest  are  highly  happy  here . 

Le  Steak — its  French-versioned  steak  and  fries  are  tops. 

•  Worst 


Maxim's — its  strength  is  pricey,  opulent  nostalgia. 
Mortimer's — the  most  exclusive  club  since  "21  's"  demise. 
Oyster  Bar  at  Grand  Central — dramatic,  fresh,  bustling. 
Petrossian — caviar  in  a  sparkling  deco  setting. 
River  Cafe — an  exciting  reason  to  cross  the  Brooklyn  Bridge. 
Rockefeller  Center — three  varied  restaurants  sharing  an 

unmatched  scene. 
Serendipity  3 — A- 1  sandwiches,  soups  and  sundries. 
The  Water  Club — makes  eating  on  the  East  River  a  treat. 
Windows  on  the  World — NYC's  most  spectacular  setting. 
World  Yacht — dining  while  cruising's  a  great  experience. 


Algonquin — a  literary  legend  long  moldered. 

Elmer's,  Gallagher's,  The  Old  Homestead  and  The  Palm 

are  in  a  near-dead  heat  for  dead  last  in  the  steak  class. 


Inagiku — should  commit  hara-kiri. 

The  Oyster  Bar  at  the  Plaza — great  spot  for  drinking  only. 
Sardi's — for  Theatricals  who  have  no  taste  or  appetite. 
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WE  SPEND  HUNDREDS  OF 

making  sure  that  the  facts  in  Forbes  are.  Despite  a  full- 
time,  full  fact-checking  staff,  proofreaders  and  researchers, 
once  in  a  while  errors  occur. 

Rarely— but  occasionally  they're  beauts. 

In  the  last  issue  we  had  a  report— "Fresh-start  blues"— 
which  dealt  with  the  favorable  impact  of  an  accounting 
change  for  property-casualty  insurers.  In  an  accompanying 
table,  1986  earnings  per  share  were  compared  with  the 
estimated  1987  earnings  per  share— with  and  without  the 
accounting  tax  credit  change.  In  the  line  for  American 
International  Group,  its  figures  for  1986  and  1987  were 
transposed  so  that  it  appeared  American  International 
Group  would  be  off  21%,  dropping  from  $5.10  to  $4.04. 

Soon  after  the  issue  hit  the  newsstands  and  reached 
subscribers,  AIG's  CEO,  dynamo  Hank  Greenberg,  began 
to  get  telephone  calls  from  financial  experts,  analysts  and 


THOUSANDS  OF  DOLLARS 

stockholders  expressing  consternation. 

Which  did  not  amuse  the  incredulous  Hank. 

Nor  did  he  find  chuckleful,  during  his  telephoning 
upset,  my  observation  that  the  instant  and  widespread 
response  certainly  established  the  intensity  with  which 
Forbes  is  read. 

How  to  get  the  right  figures  and  the  explanation  to  those 
multitudes  who  got  it  wrong  because  we  had  put  it  wrong 
was  the  appalled  Mr.  Greenberg's  query. 

"Not  to  worry,"  said  I. 

"We've  been  wanting  to  make  the  point  about  how 
carefully  and  how  expensively  at  Forbes  we  go  about 
preventing  errors.  This  will  give  me  an  opportunity  to 
make  the  point  in  Fact  and  Comment,"  which  I  modestly 
averred  was  "read  by  everyone." 

Now,  to  what  degree  do  you  suppose  Hank  bought  that? 


TO  TASTE  THE  RESULTS  OF  THE  PEANUT'S  ASCENSION 

into  peanut  butter  is  always  a  heavenly  experience  for  earthlings. 


EVERYBODY  HAS  TO  SELL 

especially  one's  self. 


JOKERS  USUALLY  CAN'T 

take  one. 


Tom 
Clancy 


•  Patriot 

(G.P.  Putnam's  Sons,  $19.95).  With 
this  gripper,  the  author  of  the  incredi- 
bly Intelligence-informed  Hunt  for 

ERed  October  and  Red  Storm  Rising 
L^yW^^l  firmly  establishes  himself  as  one  ol 
yMHIB  the  foremost  among  today's  fiction- 
^^^^^Jg^JJl  eers.  In  Patriot  Games  he  takes  you 
into  the  battles  against  international  terrorism.  It's  a  terri- 
fying tale  involving  the  Prince  of  Wales  and  Di,  who  are 
saved  by  Red  October  hero  Jack  Ryan,  who  happens  to 
have  been  passing  by  with  his  wife  and  young  daughter, 
vacationing  in  London.  Don't  start  this  540-pager  if  you 
haven't  the  time  to  finish  it,  because  you  will  anyway. 

Excerpts:  "One  of  the  nicer  things  about  being  Queen  is 
that  one  is  permitted  to  recognize  meritorious  conduct, 
then  to  reward  it  properly.  The  Crown  cannot  appear  to  be 
ungrateful."  Her  eyes  sparkled  with  some  private  joke. 
Ryan  found  himself  captivated  by  the  woman's  human- 
ity. He'd  read  that  some  people  found  her  to  be  less  than 
intelligent.  He  already  knew  they  were  far  off  the  mark. 
There  was  an  active  brain  behind  those  eyes,  and  an 
active  wit  as  well.  "Accordingly,  it  has  been  decided  that 
you  shall  be  invested  as  a  Knight  Commander  of  the 
Victorian  Order. "...  "The  police  wouldn't  tell  me  where 
they're  keeping  my  family. "  This  drew  a  hearty  laugh.  The 
Queen  answered.  It  is  the  opinion  of  the  police  that  there 
might  exist  the  possibility  of  a  reprisal  against  you  or  your 
family.  Therefore  it  was  decided  that  they  should  be 
moved  to  a  more  secure  location.  Under  the  circum- 


BOOKS 

Games — by  Tom  Clancy    stances,  we  decided  that  they  might  most  easily  be  moved 

to  the  Palace — it  was  the  least  thing  we  could  do." ...  I 
told  [him]  that  the  man  was  too  exposed  there,  but  no,  he 
wanted  to  waste  the  whole  family  at  once.  Alex  knew  why 
that  was  so,  but  saw  it  as  a  case  of  zeal  overcoming 
realism.  Damned  political-science  majors,  they  think  you 
can  make  something  happen  if  you  wish  hard  enough. 
Engineers  knew  different. 


#  Eisenstaedt  on  Eisenstaedt — 

by  Alfred  Eisenstaedt  (Abbeville 
Press,  $19.95).  Photojournal- 
ists,  under  the  dint  of  routine, 
often  develop  into  picture-tak- 
ing journeymen.  Occasionally, 
there  are  Eisenstaedts  among 
them,  and  here's  the  original. 

Excerpts:  Eisenstaedt  has  been 
called' 'the  father of photojournal- 
ism. ..."  During  the  hours  of  our  conversation  he  also 
proved  to  be  one  of  the  liveliest  witnesses  to  our  times  I 
have  ever  encountered. — from  the  foreword  by  Peter 
Adam.  .  .  .  My  first  encounter  with  photography  was  very 
simple.  It  started  in  1912  when  an  uncle  of  mine  gave  me 
for  my  fourteenth  birthday  an  Eastman  Kodak  Folding 
Camera  No.  3  and  I  began  photographing  right  away.  .  .  . 
In  Times  Square  (see  above)  on  V.J.  Day  I  saw  a  sailor 
running  along  the  street.  Then  suddenly,  in  a  flash,  I  saw 
something  white  being  grabbed.  I  turned  around  and 
clicked  the  moment  the  sailor  kissed  the  nurse.  People 
tell  me  that  when  I  am  in  heaven,  they  will  remember 
this  picture. 
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HP  Networking. 
We  connect  offices, 
cities  or  countries. 

Like  clockwork. 

An  integrated  business  system  is  only 
as  good  as  its  connections,  To  other  de- 
partments or  offices.  Or  branch  offices. 
Or  even  international  offices. 

At  Hewlett-Packard,  we've  spent 
ten  years  designing  and  supporting  a 
wide  variety  of  local-area,  wide-area 
and  office  networking  solutions.  All  con- 
nective to  SNA-based  systems.  All 
high-performance  and  cost-effective. 
All  based  on  OSI  industry  standards— 
so  they're  all  compatible  with  other 
vendors.  And  they'll  grow  as  you  grow. 

When  you  consider  also  that  these 
solutions  come  from  the  company  that 
never  stops  asking  "What  if . . . ",  you 
may  wish  to  make  a  connection  with  us. 
At  1  800  367-4772,  Dept.  687Y. 


L  HEWLETT 
"H  PACKARD 
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THE  PRESIDENT  OF  FRANCE  SPEAKS  OUT 

Franqois  Mitterrand  seldom  grants  interviews.  I  think  you' 11  find  this  one  interesting. 


MSF:  We  in  America  right  now  have  a  considerable  con- 
cern that  we  and  Germany  are  drifting  apart  from  a  very 
close  relationship.  Over  economic  differences  of  opinion, 
as  much  as  anything.  As  you  know,  our  Secretary  of  the 
Treasury,  James  Baker,  has  deplored  the  fact  that  Germa- 
ny has  not  cut  interest  rates,  has  not  stimulated  its 
domestic  markets — for  fear  of  inflation.  That  discussion 
helped  bring  about  the  crash  of  the  stock  market.  I  was 
curious  how  you  viewed  this  difference  of  opinion 
between  the  American  government  and  the  German 
government,  about  interest  rates  and  whether  an  econo- 
my should  be  stimulated. 

President  Mitterrand:  I  believe  that  the  United  States 
and  Germany— and  they  are  not  alone — bear  a  responsi- 
bility in  the  development  of  the  crisis.  I  had  warned 
them  in  1982,  at  the  Versailles  Summit  of  the  seven 
industrial  countries,  about  the  need  to  devise  a  monetary 
system  around  the  three  poles — dollar,  yen,  European 
ECU  [European  Currency  Unit] — and  to  implement  eco- 
nomic policies  for  the  promotion  of  growth  where 
possible,  in  association  with  a  reduction  of  deficits  and  a 
lowering  of  interest  rates.  In  Versailles,  an  international 
working  group  was  entrusted  with  this  issue,  under  the 
chairmanship  of  Jacques  Delors.  Over  the  ensuing  years, 
some  progress  was  made,  though  timidly,  until  Mr. 
Baker's  recent  statements  and  the  meetings  in  Tokyo, 


BY  SCHEDULING  COINCIDENCE 

During  her  visit  to  the  U.S.  on  behalf  of  the 
France  Liberties  foundation,  Mme.  Danielle  Mitter- 
rand was  guest  of  honor  at  a  small  luncheon  in 
MSF's  office.  A  dozen  hours  later,  at  the  Palais 
d'Elysee,  MSF  was  conveying  to  the  French  Presi- 
dent, along  with  pictures  of  his  wife  at  the  Forbes 
luncheon,  her  warmest  greetings. 


New  York,  Paris.  Today  we  find  ourselves  in  the  same 
situation — grown  worse,  naturally — with  American  defi- 
cits that  are  too  large,  foreign  trade  and  budget — with 
German  policy  that  is  too  constricted,  with  interest  rates 
that  are  too  high  and  with  Japan  that  does  not  make  use 
of  the  large  balances  at  its  disposal.  And  other  countries 
are  not  free  from  blame. 

MSF:  You  don't  think  that  there's  any  possibility  of  a 
partial  return,  not  to  a  gold  standard,  but  to  where  the 
gold  is  part  of  the  basket,  as  per  Mr.  Baker's  suggestion? 
Mitterrand:  It  is  one  idea,  among  others.  It  is  a  fact  that, 
since  the  1971  break  in  the  monetary  system,  the  world 
has  not  regained  its  balance.  I  am  accusing  no  one;  in  the 
absence  of  monetary  order,  each  country  defends  its  own 
national  interest  without  realizing  that  no  national 
interest  is  truly  protected  without  world  order. 
MSF  Jr.:  What  should  be  the  next  step  in  creating  a  new 
monetary  system? 

Mitterrand:  Around  the  three  poles  of  monetary  refer- 
ence— dollar,  yen,  ECU — set  limits  to  the  fluctuations, 
establish  linkages  between  officials  of  the  Central  Banks, 
make  larger  balances  available  to  control  excessive  swings. 
But  the  reconstruction  of  an  orderly  international  monetary 
system  presupposes  a  greater  convergence  of  the  economies. 
If  large  gaps  persist  between  them  for  too  long,  then 
currencies  move  apart,  to  the  point  of  volatility. 
MSF:  How  do  we  get  them  off  the  dime?  How  do  we  get 
them  to  move?  Who  calls  the  conference? 
Mitterrand:  Political  will  is  needed.  The  technical  solu- 
tions exist. 

MSF:  Do  you  see  Chancellor  Kohl  calling  the  conference? 
Or  President  Reagan? 

Mitterrand:  Calling,  inviting,  it  would  be  a  good  thing. 
MSF:  Maybe  because  the  President  of  France  is  not  in  the 
middle  of  the  maelstrom  maybe  he  should  be  the 
catalyst. 

Mitterrand:  France  is  a  country  that  has  great  achieve- 
ments in  many  areas.  It  has  succeeded  in  bringing  down 
inflation,  from  14%  annually  in  1981,  to  a  forecast  of  2% 
to  2.5%  this  year.  It  has  restored  several  of  its  major 
balances.  France  certainly  is  not  afraid  of  taking  an 
initiative.  It  is  simply  that  one  can  make  a  proposal  only 
when  one  feels  that  one  may  be  heard.  Let  us  not  waste 
proposals. 

MSF:  The  things  that  are  drawing  Germany  and  America 
apart  include  military  differences — there's  some  feeling 
in  Germany  that  it  had  better  draw  closer  to  France  in 
case  America  and  Russia  in  further  steps  sort  of  elimi- 
nate the  atomic  capability.  Germany  is  less  than  enthu- 
siastic about  that  cutback. 
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Mitterrand:  I  fully  approve  of  Mr.  Reagan's  and  Mr. 
Gorbachev's  demarche.  It  is  an  excellent  thing  and  they 
should  even  do  more.  For  the  time  being,  they  are 
addressing  intermediate  nuclear  forces,  which  represent  a 
mere  3%  of  nuclear  armaments.  I  believe  it  would  be 
good  if  they  now  talked  about  strategic  weapons.  I  have 
heard  many  people  express  concern  over  this,  but  it  is 
the  right  direction. 

Germany  is  still  paying  the  price  of  the  last  world  war. 
It  has  not  yet  regained  full  self-determination  in  military 
matters.  So,  it  leans  essentially  on  the  Atlantic  Alliance 
and  on  the  security  that  the  United  States  of  America 
affords  it. 

At  the  same  time,  it  seeks  to  develop  in  Europe  its 
relations  with  France,  which  is  one  of  the  five  nuclear 
powers  in  the  world.  That  is  normal.  I  understand 
Germany's  not  wishing  to  see  its  territory  packed  with 
nuclear  explosives  and  its  territory  marked  out  in  ad- 
vance for  new  destruction,  worse  than  before.  We  have 
good  relations  with  Germany.  We  have  drawn  our 
military  dispositions  closer  together.  I  gave  life,  from  the 
military  standpoint,  twenty  years  after  the  event,  to  the 
Treaty  signed  by  General  de  Gaulle  and  Chancellor 
Adenauer.  We  still  have  further  to  go.  But  naturally,  in 
the  nuclear  field,  only  a  national  decision  can  be  made. 
MSF:  Do  you  feel  French  nuclear  capabilities  are  going  to 
be  involved  at  some  point  in  these  discussions  of  doing 
away  with  or  limiting  military  atomic  weapons? 
Mitterrand:  After  a  certain  time,  why  not?  I  explained 
that  at  the  United  Nations  in  September  1983.  If  the 
Russians  and  the  Americans  go  far,  very  far  in  strategic 
disarmament.  .  .  .  For  the  time  being,  there  are  approxi- 
mately 13,000  American  nuclear  warheads,  11,000  Soviet 
nuclear  warheads.  For  us,  it  is  on  the  order  of  300. 
Quoting  those  figures  is  enough  to  understand  that  the 
two  major  powers  still  have  a  way,  a  long  way  to  go 
before  the  others  commit  themselves. 
MSF:  Do  you  see  the  necessity,  with  progressive  atomic 
disarmament,  for  building  up  conventional  capability  in 
the  Western  World,  given  Russia's  is  so  substantial — 
tanks  and  planes  and  so  forth? 

Mitterrand:  Certainly,  there  is  a  significant  imbalance 
between  the  conventional  means  of  the  Warsaw  Pact  and 
the  Atlantic  Alliance  forces.  I  would  remind  you  that 
France's  strategy  relies  on  nuclear  deterrence  and  that 
this  is  subject  to  our  autonomous  decision.  France's 
nuclear  force  can  destroy  a  territory  larger  than  France. 
But  it  is  not  an  aggressive  force,  it  is  a  deterrent. 
Between  East  and  West,  world  peace  has  been  guaranteed 
these  past  40  years  by  nuclear  balance. 
MSF:  That's  why  doing  away  with  nuclear  weapons, 
beyond  a  certain  point,  would  probably  create  dangers  for 

(continued  on  page  142) 


A  FIRST  RATE 
SIMULTANEOUS  TRANSLATION 

includes  the  interpreter's  hands  when  he's  really 
into  it.  Our  interview  with  President  Mitterrand 
flowed  freely  because  simultaneous  translator 
Christopher  Thiery  is  so  good.  It  wasn't  until  seeing 
these  pictures  that  we  realized  even  his  hands  coor- 
dinated with  the  speakers'. 


PI  s  by  <.lt 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  'this  editors  mind.  -MSF 


This  Is  Wit 

Noting  that  many  Democrats 
want  to  nominate  someone  who 
isn't  currently  in  the  race,  [former 
Governor  Bruce]  Babbitt  observes: 
"That  could  be  Mario  Cuomo,  Bill 
Bradley — or  me." 

—Wall  Street  Journal 

Not  What  Dazzles 

Any  city,  be  it  New  York,  San 
Francisco  or  Teheran,  is  only  made 
livable  by  what  we  love,  not  by  what 
dazzles.  Over  the  holidays,  avoid  eat- 
ing in  neighborhoods  so  fresh  and 
new  that  none  of  the  locals  can 
remember  Perry  Como  singing  "Ave 
Maria,"  and  head  for  the  sights  and 
the  smells  that  made  you  move  to 
Gotham  in  the  first  place.  If  you 
need  any  single  reminder  of  the  won- 
ders of  New  York,  go  to  Rockefeller 
Center.  What  other  city  gridlocks 
just  to  look  at  one  tree? 

— Hal  Rubenstein,  Details 

Capacity  for  Change? 

My  optimism  got  a  tremendous 
boost  from  the  other  great  event  of 
1956,  Nikita  Khrushchev's  marathon 
speech  denouncing  the  terror  and  re- 
pression of  the  Stalinist  period.  He 
made  the  speech  in  a  tactical  move  to 
consolidate  his  own  power  at  the  last 
session  of  the  Twentieth  Party  Con- 
gress in  February  1956.  The  speech 
was  secret  but  quickly  leaked  to  the 
West.  It  seemed  that  spring  as  though 
the  Soviet  system  had  some  dynamic 
and  capacity  for  peaceful  change,  how- 
ever ponderous.  The  bloody  repression 


in  Hungary  came  as  a  sobering  check 
to  my  optimism  but  did  not  crush  it. 

— Robert  MacNeil, 
The  Right  Place  at  the  Right  Time 

Better  Break  in 

So  much  is  written  about  people 
who  can  realize  their  full  personalities 
only  by  breaking  out  of  an  oppressive 
family  or  social  hierarchy  that  one  is 
not  always  aware  of  how  many  there 
are  who  can  accomplish  the  same 
thing  only  by  breaking  in.  The  joys  of 
eschewing  multiplicity  for  unity,  the 
thrills  of  belonging  as  opposed  to  es- 
caping, are  less  celebrated,  yet  I  believe 
that  a  sense  of  being  an  outsider  is  at 
the  core  of  most  people's  misery. 
— Louis  Auchincloss,  Honorable  Men 

Go  Van  Gogh 

On  Mar.  30,  a  major  art-world  sport- 
ing event  took  place  when  one  of  the 
six  Sunflower  paintings  Van  Gogh 
made  in  1888  and  1889  was  put  on  the 
block  at  Christie's  in  London.  In  four 
minutes,  twenty  seconds,  two  myste- 
rious phone  bidders  volleyed  its  price 
into  the  stratosphere.  The  hammer 
fell  at  $39.9  million,  four  times  the 
record  for  a  work  of  art,  prompting 
cheers  from  the  crowd  in  the  sales- 
room. Reactions  elsewhere  were  more 
varied.  Here's  what  some  of  our 
friends  and  acquaintances  had  to  say: 

Leonard  Stern,  businessman,  col- 
lector: I'm  flabbergasted.  Whoever 
bought  it  is  forfeiting  $4  million  a 
year  for  it,  if  you  figure  they  could 
have  invested  that  money  in  a  CD  and 
gotten  interest.  That's  $77,000  a  week 


in  lost  income  to  look  at  a  painting — 
$1 1,000  a  day.  They'd  better  love  it. 

Vincent  Price,  actor,  collector:  Oh 
my  God  almighty!  This  is  really  carry- 
ing supply  and  demand  to  a  ridiculous 
degree.  And  to  a  phone  bidder — on  a 
dime,  do  you  think?  Maybe  with  the 
operator  breaking  in  to  tell  him  that 
his  time  was  up? 

— Art  &>  Antiques 


Wife  to  husband:  "You  know 
what  I  think,  Sam?  When 
one  of  us  dies,  I  think  I'll 
go  to  Florida." 

— Surviving  the  Seasons, 
by  Fern  Kupfer 


Overkill 

The  Pentagon's  problems  are  easily 
stated.  New  weapons  cost  too  much, 
and  too  few  can  then  be  bought.  They 
are  too  complex,  so  they  break  down 
more  often  and  are  costlier  to  main- 
tain. They  take  10  to  15  years  to  de- 
velop, which  fritters  away  the  techno- 
logical edge  essential  to  compensate 
for  the  Soviet  advantage  in  quantity. 
Thus  the  Navy  in  the  Persian  Gulf  has 
frigates  whose  elaborate  sonars  can 
detect  distant  submarines  but  not 
nearby  mines.  Instead  of  a  towable, 
$500  reflector  to  decoy  radar-guided 
missiles,  its  ships  have  expensive 
electronic  jamming  suites  that  don't 
work.  Its  planes  sport  missiles  costing 
$160,000,  yet  an  Iranian  fighter  easily 
evaded  the  two  fired  at  it. 

The  cause  of  these  dysfunctions  is 
an  iron  triangle  of  the  services'  weap- 
ons-buying bureaucracies,  defense 
contractors  and  Congress.  The  Air 
Force  Systems  Command  has  26,000 
people  with  nothing  to  do  but  super- 
vise the  design  of  weapons. 

— New  York  Times  editorial 

Landmark  Brooke 

[Brooke  Astor,  on  receiving  an 
award  from]  the  New  York  Land- 
marks Preservation  Foundation:  "I 
have  had  an  interest  in  landmarks 
ever  since  I  moved  to  New  York,  a 
long  time  ago.  I'm  practically  becom- 
ing a  landmark  myself,"  opined  Mrs. 
Astor  as  the  last  ribbon  fell  off  the 
Tiffany  box.  "Why,  it's  a  busy  bea- 
ver"— pronounced  bee-vah  uptown,  if 
you  please.  "It's  the  logo  of  old  John 
Jacob  Astor,"  continued  this  modern 
Astor,  "who  supposedly  said  on  his 
death  bed,  'I  wish  I'd  bought  all  of 
Manhattan  Island.'  " 

— William  Norwich,  Daily  News 
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American  Eagles*  An  investment 
you  can  actually  hold 


In  a  world  of  electronic  funds,  computer 
ized  puts  and  calls  and  paper  profits  and 
losses,  it's  good  to  know  there's  an  investment  you  can 
see  and  touch.  An  investment  that  actually  feels  good 
to  hold  on  to. 

That  investment  is  American  Eagle  Gold 
Bullion  Coins. 

You  know  what  you're  getting  when 
you  get  American  Eagles.  Because 
they're  the  only  gold  bullion  coins  to 


have  their  content  and  weight  backed  by  the  United 
States  Government. 

American  Eagle  Gold  Coins  come  in  one  ounce,  %  % 
l/io  oz.  sizes;  a  one  ounce  American  Eagle  Silver  Coin  is 
also  available.  You  can  buy  them  at  participating  banks, 
brokers,  coin  and  precious  metals  dealers.  Their  price, 
of  course,  will  fluctuate  with  the  metals  market. 
So  consider  American  Eagle  Gold 
Coins.  One  investment  you  can  actually 
get  your  hands  on. 


AMERICAN  EAGLE  GOLD  &  SILVER  BULLION  COINS 


Continued  Growth 
In  Trading  Profit. 


The  Cable  and  Wireless  Group,  with  its  partners  around  the  world, 
is  developing  the  Global  Digital  Highway,  a  telecommunications  venture 
which  will  join  together  the  world's  leading  economic  centres. 

Mercury  Communications,  the  Cable  and  Wireless  subsidiary 
company  in  the  UK,  has  brought  a  new  quality  of  service  to 
many  thousands  of  business  and  residential  customers 
through  its  advanced  digital  network. 

In  the  City  of  London  one  of  the  largest  fibre  optic  local 
distribution  networks  is  being  installed,  but  Mercury  is  far 
more  than  a  specialised  service  to  major  businesses.  It  also 
offers  smaller  companies  a  more  efficient  and  cost  effective 
alternative  for  all  their  communications  needs. 

Residential  customers,  as  well,  are  now  discovering  how 
Mercury  can  cut  the  costs  of  their  telephone  calls  and  improve 
quality  of  service  at  the  same  time.  Mercury  is  becominga  dynamic 
competitor  in  the  UK  market  and  is  now  positioned  to  take  significant 
market  share  over  the  next  few  years. 

The  Directors  of  Cable  and  Wireless  pic  report  the  following 
naudited  results  for  the  six  months  ended  30  September,  1987. 

The  growth  of  earnings  in  the  currencies  in  which  the  business 
rates  remains  strong  as  evidenced  by  the  improvement  in  regional 
trading  profit  of  25%.  The  continuing  capital  investment  programme 
required  to  meet  the  Groups  major  corporate  objectives  has  resulted  in  a 
reduction  in  interest  and  other  income  of  $22m. 

Profit  before  tax  of  $269m  is  an  improvement  of  11  %  over  the  $242m 
for  the  equivalent  period  in  1986.  The  profit  attributable  to  Ordinary 
Shareholders  increased  by  23%  to  $  178m  (1986  -  $  145m).  Earnings  per 
share  increase  by  22%  from  14.3  cents  to  17.4  cents. 

The  Directors  have  declared  an  interim  dividend  -  increased  by 
21%  -  to  3  75  cents  per  Ordinary  Share  (1986  -  3.10  cents).  The 
dividend  will  be  paid  on  31  March,  1988  to  shareholders  on  the  Register 
on  17  December,  1987.  The  cost  of  the  interim  dividend  is  $38,240,000 
(1986  -  $31,441,000).  In  accordance  with  the  resolution  passed  at  the 
1987  Annual  General  Meeting  Shareholders  will  again  be  offered  a  scrip 
dividend  as  an  alternative  to  cash. 

The  Group  is  proceeding  with  its  objective  of  restructuring  its 
operations  in  Hong  Kong  by  merging  its  subsidiaries.  Hong  Kong  Telephone 
Company  Limited  and  Cable  and  Wireless  (Hong  Kong)  Limited,  into  a 
new  holding  company  to  be  called  Hong  Kong  Telecommunications 
Limited.  Subject  to  approval  of  the  Hong  Kong  Telephone  Company 
minority  shareholders,  the  new  company  is  expected  to  come  into 
existence  in  early  1988. 

The  restructuring  is  separate  and  distinct  from  the  proposed  offer 
for  sale  of  shares  in  Hong  Kong  Telecommunications  which,  as  stated  in  the 
Group's  announcement  of  19  October,  is  subject  to  market  conditions. 
Cable  and  Wireless  has  continuing  confidence  in  the  underlying  strength 
of  Hong  Kong's  economy  and  remains  committed  to  extending  the  share- 
holder base  of  Hong  Kong  Telecommunications  Limited  as  soon  as  market 
conditions  stabilise. 


Cable  and  Wireless 

A  world  leader  in  Telecommunications 

CABLE  &  WIRELESS  NORTH  AMERICA  INC.,  1919  GALLOWS  ROAD,  VIENNA,  VIRGINIA  22180 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WITH  FRIENDS  LIKE  THIS  . .  . 


Unless  he  changes  course,  Treasury  chief  James  Baker 
could  unwittingly  pose  a  greater  threat  to  George  Bush's 
drive  for  the  White  House  than  either  Jack  Kemp  or 
Robert  Dole. 


Baker's  bash-the-buck  policy  is  a  carbon  copy  of  Jimmy 
Carter's  nearly  a  decade  ago. 

We  all  know  what  that  program  did  to  the  economy. 
And  to  Carter. 


WITH  ALL  THE  PUBLICITY  OVER  NUCLEAR  DISARMAMENT 


the  President  and  his  Administration  would  do  a  needed 
service  for  the  security  of  the  U.S.  and  its  allies  by  empha- 
sizing here  and  abroad  several  sobering  realities. 

First,  our  security  is  dependent  on  nuclear  weapons.  The 
Administration  must  stop  preaching  that  they  are  immor- 
al. They  are  our  shield  of  freedom.  Without  them,  we 
would  be  quickly  overwhelmed  by  the  Soviet  Union's 
conventional  military  superiority.  A  nuclear-free  world 
would  mean  there  would  be  no  Free  World. 

A  key  deterrent  to  a  Soviet  attack  on  Western  Europe 
are  those  thousands  of  small,  battlefield  nuclear  weapons 
we  have  stationed  there.  Moscow  knows  that  we  and  the 
Western  Europeans  would  quickly  resort  to  them  to 
avert  defeat.  Without  these  mininukes,  our  defensive 
posture  would  lose  credibility.  After  all,  Europeans 


would  ask,  how  likely  would  it  be  for  the  U.S.  to  use  its 
major  missiles  and  bombs  when  to  do  so  would  mean 
worldwide  destruction?  The  possibility  of  using  small 
nukes  is  more  believable. 

Second,  the  so-called  INF  disarmament  agreement 
doesn't  mean  the  destruction  of  nuclear  warheads,  only 
the  missiles  that  currently  carry  them.  Ominously,  the 
new  Soviet  SS-25  missile  is  taking  on  more  and  more  of 
the  characteristics  of  the  SS-20,  which  would  be  disman- 
tled under  the  proposed  treaty. 

Third,  contrary  to  the  image  of  an  uncontrolled  arms 
race,  the  destructive  power  of  America's  nuclear  arsenal  is 
about  one-third  less  today  than  it  was  25  years  ago.  The 
number  of  our  warheads  has  increased,  but  their  explosive 
"yield"  has  been  substantially  reduced. 


HOW  TO  WIN  ON  SOCIAL  SECURITY 

Here  is  an  idea  that  the  Reagan  Administration  should  Earning  limits  also  drive  tens  of  thousands  of  workers 
embrace  immediately.  It  would  make  good  political  and    into  the  cash  economy,  thereby  depriving  the  government 

of  badly  needed  tax  revenues. 


economic  sense. 

Health  &  Human  Services  Department 
boss  Dr.  Otis  Bowen  wants  to  repeal  a  law 
that  reduces  Social  Security  benefits  for  peo- 
ple earning  more  than  $8, 160  a  year.  For  each 
dollar  earned  over  that  level,  the  recipient 
loses  50  cents  in  Social  Security  payments. 

The  law  is  a  relic  of  the  Great  Depression; 
jobs  were  scarce  and  the  government  wanted 
to  encourage  the  elderly  not  to  work  in  order 
to  provide  labor  opportunities  for  younger  people.  Now  we 
are  facing  a  shortage  of  skilled,  experienced  workers.  With 
birth  rates  declining,  the  problem  will  become  more  acute 
in  the  years  ahead.  Moreover,  people  are  living  longer;  the 
economy  is  hurt  when  artificial  barriers  block  the  full  use 
of  our  most  productive  asset,  people. 


REAGAN  GETS  PLEA 
TO  FREE  PENSIONERS 
OF  EARNINGS  LIMIT 


Secretary  Says  Social  Security 
Law  Puts  an  Unreasonable 
Tax  on  Elderly's  Wages  _ 

—  New  York  Times 


The  silliness  of  the  current  ceiling  is  un- 
derscored by  the  fact  that  beneficiaries  lose 
no  benefits  for  money  earned  from  pensions, 
interest  and  dividends.  Only  working  in- 
come is  penalized. 

Opponents  of  repeal  argue  that  there 
would  be  substantial  short-term  costs  be- 
cause benefits  would  go  up  for  people  with 
those  outside  earnings.  In  the  real  world, 
however,  the  opposite  would  happen.  Those  costs  would 
be  quickly  overwhelmed  from  the  additional  tax  receipts 
on  the  extra  incomes  earned. 

By  advocating  repeal,  the  Administration  and  the  GOP 
would  help  themselves  politically  in  an  area  where  they 
have  suffered  grievously  in  this  decade,  Social  Security. 
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How  many  pairs  of  shoes  must  a  CEO  wear 
in  order  to  maximize  company  performance? 


In  order  to  maximize  sales,  earnings 
and  profit,  a  CEO  needs  assurance  of 
top-level  performance  all  down  the 
line. 

And  what  CEO  has  the  time  or  the  op- 
portunity to  put  himself  into  the  shoes 
of  everybody — with  any  degree  of  man- 
agement responsibility — all  down  the 
line? 

Which  is  why  we  provide,  worldwide,  a 
staff  of  competent  specialists  to  install 


for  you  methods  and  systems  to  save 
time  and  cost  and  maintain  top-level 
motivation  all  down  the  line. 

In  short,  we  have  the  know-how,  ex- 
perience and  dedication  to  do  for  you 
many  of  the  things  you  have  neither 
the  time  nor  the  shoe  leather  to  do 
yourself — and,  in  doing  this,  help  you 
achieve  the  maximum  company  per- 
formance you  must  have  for  the  ul- 
timate in  sales,  earnings  and  profit. 


Alexander  Proudfoot  Company 

Specializing  in  the  Installation  of  Productivity  Improvement 

and  Profit  Enhancement 


The  Alexander  Proudfoot  Worldwide  Family  of  Companies.  Founded  1946.  Executive  Offices:  249  Royal 
Palm  Way,  Palm  Beach,  FL  33480  (800-843-4877).  Operating  in  the  United  States,  Canada  (Toronto 
416-862-7543),  Mexico  (Mexico  City  905-254-6711).  Brazil  (Sao  Paulo  011.492.4455),  Great  Britain, 
France,  Federal  Republic  of  Germany,  Italy,  Spain,  Portugal,  Denmark,  Ireland',  Luxembourg  The  Nether- 
lands, Belgium  (Brussels  2.511.0640),  Australia.  Hong  Kong,  Malaysia  Singapore  (65.225.4646). 
This  message  prepared  by  Alexander  Proudfoot  Communications.  LP. 


(In  Florida  call  305-655-9300.) 


What's  Ahead  for  Business 


Edited  by  Howard  Banks 


How  not  to  compete  in 
telecommunications 
markets  today 


Small  wonder  there's 
a  mounting  trade 
deficit  in  telecoms 


SORRY,  WRONG  POLICY 

Technological  change  and  tough  international  competition  are 
rapidly  outdating  the  consent  agreement  that  broke  up  AT&T  and 
created  independent  Bell  operating  companies  (BOCs). 

U.S.  District  Court  Judge  Harold  Greene,  who  oversaw  the  breakup, 
continues  to  wield  autocratic  power  in  three  key  areas.  The  BOCs  are 
banned  from  providing  long  distance  service,  from  making  telephone 
equipment  and,  mostly,  from  providing  information  services. 

The  long  distance  ban  is,  for  the  foreseeable  future,  not  contested.  But 
the  other  two,  says  Dennis  Patrick,  chairman  of  the  FCC,  are  rapidly 
becoming  "enormous  anomalies." 

These  two  restrictions  block  the  BOCs — among  the  world's  largest 
telephone  companies — from  developing  businesses  they  know  best. 

Judge  Greene  substantially  tightened  the  ban  on  manufacturing 
in  early  December.  Under  it,  he  now  includes  basic  research  and 
development  and  any  kind  of  design  work,  however  rudimentary. 

That  blanket  restriction  prevents  the  BOCs  from  tailoring  even  the 
highest  technology  switching  equipment  to  customers'  needs. 

One  effect  will  be  to  hand  even  more  U.S.  business  to  overseas 
suppliers  like  Siemens  or  Northern  Telecom.  Trade  in  this  area  has 
swung  from  a  surplus  $253  million  in  pre-breakup  1981  to  a  deficit 
$907  million  this  year,  according  to  a  BellSouth  estimate. 

(For  a  different  reason,  there's  also  a  rising  trade  deficit  in  low-tech 
items  like  telephone  handsets  and  answering  machines.  Nobody  can 
afford  to  make  these  labor-intensive  items  in  the  U.S.) 

Judge  Greene's  block  on  manufacture  also  prevents  the  BOCs'  helping 
smaller  U.S.  companies  develop  ideas  for  new  electronics  or  software, 
which  also  sends  abroad  U.S.  business  (40%  of  world  demand). 


The  remedy  is  in 
the  courts  and 
in  Congress 


The  near  total  ban  on  development  of  information  services  by  the 
BOCs  is  even  more  risky,  since  this  is  the  wave  of  the  future. 

It's  also  uneconomic.  Most  switching  is  now  by  minicomputers,  which 
are  underused  for  plain  telephone  service.  Until  their  costs  are  shared 
with  data  services,  all  this  cost  is  carried  by  ordinary  phone  charges. 

Where  there  has  been  competition  since  the  AT&T  breakup,  it's  all 
been  good  for  consumers.  Long  distance  rates  are  down  by  35%,  new 
telephones  have  all  sorts  of  gadgets  (like  auto  redial)  and  the  deregulat- 
ed cellular  and  car-phone  markets  have  boomed. 
Getting  round  the  judge's  roadblocks  will,  however,  require  the  BOCs 
to  take  strong  action — in  the  courts  and  in  Congress — to  get  new  rules. 
So  far  they  have  shown  no  stomach  for  such  an  attack. 
Until  they  make  a  move,  a  federal  judge,  rather  than  market  forces, 
will  make  U.S.  telecommunications  policy.  Recent  history  suggests 
this  will  leave  the  country  sadly  ill-equipped  to  cope  with  an  informa- 
tion-based economy. 


FORBES,  DECEMBER  28,  1987 


29 


■     •  ; — »  1   

The  Forbes  Index 

Forbes  Index 

12-month  closeup 
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Climbing  in  turbulence.  The  Forbes  Index  managed  to 
gain  0.4%,  for  a  ninth  consecutive  increase.  But  weakness 
in  manufacturing  limited  the  gain.  The  ratio  of  manufac- 
turers' new  orders  for  durable  goods  (three  months 
through  October)  to  inventories  (October)  fell  0.3%. 

Personal  income  went  up  0.7%  from  September  to 
October,  to  an  annualized  level  of  $2.26  trillion.  And 


modest  increases  in  the  cost  of  living  also  boosted  the 
Forbes  Index.  The  cost  of  commodities,  pushed  up  by 
higher  costs  for  imported  apparel,  went  up  0.4%  in  Octo- 
ber. Services  rose  0.2%,  and  the  overall  CPI  increased 
0.3%.  Wall  Street's  decline  may  eventually  take  its  toll. 
But  through  October  the  Forbes  Index  has  grown  at  a  3.9% 
annual  rate,  vs.  3.3%  for  the  same  period  last  year. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  total  consumer 
installment  credit. 

To  measure  these  eight  elements,  Forbes  monitors  ten 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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Introducing  a  new  choice  in  business 
communications. 


Any  connection  between  voice  and  data 
is  purely  intentional. 


Wouldn't  it  be  great  if  the  same  wires  that  connected  your  phones  could 
also  be  used  to  connect  your  personal  computers?  Even  better,  if  the  phone 
system  for  your  business  came  from  a  company  that  knew  as  much  about 

«Nmv you  re  talking:     computers  as,  say,  IBM? 

Well,  now  it  can. 

Introducing  the  IBM  9750  Business  Communications  System, 
and  its  centerpiece,  the  new  IBM  9751  CBX  Developed  by  ROLM," 
*  they  give  you  all  the  advantages  of  digital  telephone  switching  (like 
voice  messaging  and  lower  long  distance  costs),  plus  computer 
connectivity  for  virtually  any  desk  that  has  a  phone  on  it. 

Unlike  other  telephone  switches  (or  PBXs),  the  IBM  9751  CB^ 
comes  with  nearly  every  line  "data-ready."  So  when  you  hook  up 
your  phones,  you  get  data  connectivity  in  the  bargain.  That  way,  yoi 
no  longer  have  to  decide  in  advance  exactly  how  every  single  work- 
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station  ought  to  be  networked.  You  have  the  flexibility  to  connect  occasional 
(or  unexpected)  users,  easily  and  economically. 

For  example,  with  the  IBM  9750  fully  implemented,  if  an  executive 
suddenly  needs  a  PC  connected  to  a  host  computer,  you  plug  the  PC  into  the 
phone  system.  You  don't  have  to  string  extra  cable  because  you'll  be  using 
wires  that  are  already  there.  You  can  open  your  data  resources  to  more  people 
who  need  them,  without  spending  to  equip  areas  that  may  never  need  them. 

The  IBM  9750  Business  Communications  System  is  a  key  part  of  IBM's 
telecommunications  future,  and  when  ISDN  standards  are  established,  it  will 
be  able  to  work  with  them. 

Combined  with  all  of  IBM's  other  ways  to  connect  systems,  it  gives  you  new 
freedom  to  run  things  your  way,  to  broaden  the  usefulness  of  your  networks, 
and  to  control  their  expense.  To  learn  more,  call  your  IBM  ROLM  ===^=i  =. 
Systems  representative  or  Authorized  ROLM  Distributor. 


Forbes 


Citicorp,  a  budding  global  investment  banking  power,  has  devel- 
oped a  voracious  appetite  for  failed  savings  and  loans.  Why? 


Good-bye  Peru, 
hello  Peoria 


By  John  Heins 

Citicorp — lender  to  the  world, 
banker  to  the  corporate  elite 
and  budding  global  investment 
banking  power — now  also  owns  the 
seventh-largest  and  fastest-growing 
savings  and  loan  network  in  the  U.S. 
From  a  standing  start  in  1982,  Citi- 
corp now  has  some  290  S&L  offices 
(in  California,  Florida,  Illinois  and 
Washington,  D.C.),  with  combined 
assets  of  $16.1  billion  and  counting. 
This  at  a  time  when  the  savings  and 
loan  industry  is  widely  seen  as  a  disas- 
ter area. 

Say  this  for  Citicorp  management: 
It  doesn't  just  sit  there.  Citi's  five- 
year  offensive  into  currency  trading, 
securities  underwriting  and  other 
areas  of  investment  banking  world- 
wide has  been  unmatched  among 
commercial  banks.  Before  that  it  took 
the  lead  in  expanding  consumer  bank- 
ing— a  move  that  looked  foolish  at  the 
time  but  has  since  paid  off. 

Citicorp  Chairman  fohn  Reed 
earned  his  battle  ribbons  spearhead- 
ing the  tremendous  success  of  the 
company's  retail  banking  side.  And 
clearly  he  has  not  lost  the  gleam  in  his 
eye  for  being  everyman's  banker. 
Hence  the  buying  of  failed  thrifts.  Be- 
cause the  industry  is  sick,  many  S&Ls 
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Cha-.  B  Stockman 

can  be  had  for  a  song,  and  regulators 
allow  almost  anyone,  even  out-of- 
state  commercial  banks,  to  buy  them. 
It's  a  way  for  a  giant  bank  like  Citi  to 
expand  without  arousing  the  ire  of  the 
regulators  and  rivals. 

With  the  help  of  falling  interest 
rates  and  subsidies  from  thrift  regula- 
tors on  some  bad  loans,  Citicorp  has 
done  a  remarkable  job  turning  around 


its  S&Ls,  all  of  which  had  failed.  Oak- 
land-based Citicorp  Savings  of  Cali- 
fornia, which  lost  $53  million  in  its 
acquisition  year  of  1982,  earned  near- 
ly $60  million  last  year.  Citicorp  Sav- 
ings of  Illinois,  the  state's  second- 
largest  thrift  with  assets  of  $5.5  bil- 
lion, made  $32  million  last  year  after 
losing  some  $170  million  in  the  two 
years  before  it  was  acquired  in  1984. 
Though  not  as  dramatic,  turnarounds 
are  well  under  way  at  Citicorp's  thrift 
in  Miami,  Fla.,  acquired  in  1984,  and 
at  a  thrift  in  Washington,  D.C. 

The  turnaround  strategies  have 
been  similar  across  the  board.  Pump 
in  capital  to  finance  new  lending 
growth  while  increasing  advertising 
spending  to  soothe  current  customers 
and  attract  new  ones.  New  manage- 
ment, almost  always  from  within 
Citicorp,  invariably  spends  heavily  on 
improving  customer  services  and 
computerization.  Copying  the  suc- 
cess Citibank  has  had  with  automatic 
teller. machines  in  New  York,  the  Cal- 
ifornia thrift — which  had  no  ATMs 
when  Citicorp  bought  it — will  before 
long  have  an  average  of  two  machines 
at  each  of  its  143  branches. 

There  are  other  attractions  to  the 
S&L  business.  When  they  are  success- 
ful, thrifts  provide  a  stable  loan  and 
deposit  base,  important  as  a  source  of 
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steady,  predictable  earnings  when 
things  go  bad  elsewhere.  S&L  retail 
customers  are  less  price-sensitive 
than  institutional  bank  clients  and 
don't  move  their  money  around  as 
much.  The  new  customers  are  anoth- 
er attraction — more  than  800,000 
households  added  so  far — to  whom 
Citi  will  market  an  ever-increasing 
battery  of  products.  Its  savings  and 
loans  already  sell  a  full  range  of  certif- 
icates of  deposit,  mortgage  loans  and 
auto  loans,  as  well  as  Citicorp  credit 
cards.  Citi  plans  eventually  to  sell  its 
proprietary  Landmark  mutual  funds 
to  S&L  customers.  As  regulatory  bar- 
riers fall,  Citicorp  will  almost  certain- 
ly sell  stocks,  bonds  and  insurance  to 
that  customer  base. 

The  thrifts  allow  Citicorp  to  build 
market  share  in  fragmented  business- 
es like  residential  mortgage  lending. 
Citicorp,  which  is  the  top  producer, 
originated  only  3%  of  the  record  $453 
billion  in  mortgage  loans  last  year.  By 
keeping  incremental  costs  low,  it  ex- 
pects to  take  business  from  less-effi- 
cient lenders. 

But  consumer  banking  is  no  picnic. 
The  mortgage  market  swings  wildly 
in  response  to  interest  rate  changes. 
Any  uptick  in  rates  would  sharply  cut 
demand  for  mortgages  and  other  con- 
sumer lending.  Citicorp  is  also  not  the 
only  major  financial  institution  tar- 
geting the  retail  bank  customer. 
Strong  regionals,  including  Wells  Far- 
go, SunTrust  Banks  and  First  Inter- 
state, all  have  renewed  their  efforts  in 
consumer  banking.  But  where  there 
are  no  risks,  there  are  no  rewards. 

Its  next  likely  target  states?  Texas 
and  Pennsylvania.  Which  is  not  to  say 
that  it  will  neglect  expansion  in  states 
where  it  already  has  a  foothold.  In 
June  Citicorp  Savings  of  California 
bought  50  branches  from  Sears  Sav- 
ings Bank,  with  $2  billion  in  deposits, 
in  order  to  expand  into  the  Los  Ange- 
les and  San  Diego  areas.  Citicorp  ex- 
ecutives expect  to  triple  the  Califor- 
nia branch  network,  to  around  400, 
before  1991,  when  full-scale  inter- 
state banking  kicks  in. 

Other  doors  may  open.  The  Federal 
Reserve  recently  put  out  for  comment 
a  proposal  to  allow  commercial  banks 
to  purchase  not  only  troubled  thrifts, 
but  also  healthy  ones.  Thrift  regula- 
tors like  the  idea,  but  would  put  a 
condition  on  such  acquisitions:  Banks 
could  buy  a  healthy  thrift  only  if  they 
bought  a  basket  case,  too.  That  won't 
stop  Citicorp. 

"We  expect  (the  S&L  business)  to 
grow  even  more  dramatically,"  says 
Barry  Burkholder,  who  oversees  Citi- 
corp's consumer  banking  operations 
in  the  Midwest  and  Southeast.  ■ 


Ford  Motor  is  riding  high,  but  success  poses 
problems  that  are  sometimes  tougher  than 
the  problems  of  adversity. 

The  Ford  dilemma: 
go  for  glory? 


THE  STOCK  MARKET  SCOmful  of 
Ford  Motor?  At  75,  the  stock  is 
at  four  times  earnings  and  a  lit- 
tle more  than  twice  the  $35  a  share  in 
cash  Ford  is  sitting  on.  Factor  out  the 
cash,  and  the  auto  business  is  trading 
for  about  two  times  earnings.  That's 
pretty  cheap  for  a  company  with  ris- 


ing market  share,  widely  copied  styl- 
ing and  a  hot  line  of  trucks.  It  is  cheap 
indeed  for  a  company  with  a  1987 
profit,  nearly  $5  billion— $18  to  $20  a 
share  before  an  announced  split — that 
is  more  than  that  of  the  combined 
Japanese  and  European  auto  indus- 
tries. The  company  could  even  weath- 


Ford  Motor's  Donald  Petersen 

"We're  no  longer  obsessed  with  anyone." 
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er  a  10% -plus  sales  decline  in  1988 
just  by  cutting  overtime,  Petersen 
confirms. 

This,  of  course,  is  a  boom  or  bust 
business,  and  investors  haven't  for- 
gotten the  lean  years  when  Ford  was 
close  to  busted.  A  lot  of  folks  can't 
believe  the  earnings  will  last.  Sure, 
there's  all  that  cash.  But  what  if  man- 
agement blows  it  in  some  vainglori- 
ous adventures? 

What  will  Ford  do  with  all  that 
cash?  Investors  might  be  happiest  if  a 
big  chunk  of  the  $9  billion  were  used 
to  buy  in  shares,  which  would  dra- 
matically increase  earnings  per  share. 
But  managements  don't  like  to  shrink 
capitalizations,  and  there  are  other 
temptations:  an  aerospace  or  electron- 
ics acquisition,  say,  or  further  diversi- 
fication into  banking.  Or  maybe 
building  new  plants  and  attempting 
what  was  until  recently  almost  un- 
thinkable: overtaking  General  Motors 
in  sales. 

One  of  the  wisest  observations  ever 
made  about  business  came  from 
Thomas  Watson  Sr.  of  IBM.  Prosperi- 
ty, he  said,  is  more  dangerous  for  com- 
panies than  depressions.  When  things 
go  badly,  most  companies  are  forced 
to  do  the  right  things.  But  when 
things  are  going  well,  overconfidence 
leads  to  mistakes  that  can  wreck  the 
business  when  adversity  returns. 

Ford  is  at  that  critical  juncture  old 
Tom  Watson  worried  about.  Its  suc- 
cess subjects  it  to  temptations. 

This  observation  must  be  very 
much  on  Chairman  Donald  Peter- 
sen's mind  these  days.  He  insists  that 
expansion  for  expansion's  sake  is  out. 
"In  the  1960s  and  the  1970s  there  sure 
was  a  GM  syndrome  around  Ford,"  he 
answers.  "We're  no  longer  obsessed 
with  anyone."  He  adds,  referring  to 
GM's  heavy  loss  of  market  share: 
"But  we  can  take  advantage  of  the 
first  real  departure  of  the  loyalty  pat- 
tern in  my  lifetime."  Meaning  we  can 
make  further  gains  in  market  penetra- 
tion. The  question  is:  How  far  would 
Ford  push  such  expansion? 

In  the  1988  model  year  so  far,  GM's 
share  of  U.S.  car  sales  has  fallen  from 
37%  for  much  of  1987  to  33%  in  Oc- 
tober and  November.  Ford  is  holding 
at  21%  but  could  move  toward  23%. 
In  trucks,  Ford  whipped  GM  in  sales 
for  the  first  two  months  of  the  model 
year,  and  Ford's  Taurus  has  given  it  a 
profitable  foothold  in  the  midprice 
market. 

In  California,  the  biggest  single  car 
market  in  the  U.S.  and  often  an  indi- 
cation of  things  to  come  in  this  busi- 
ness, GM's  share  of  vehicle  sales  this 
year  has  shrunk  to  24%,  according  to 
George  Peterson,  an  analyst  at  Auto 


Pacific  Group  in  Newport  Beach, 
Calif.  Ford  now  has  18%  in  California 
and  is  climbing. 

Now  consider  the  long  rivalry  be- 
tween Ford  and  GM.  Until  1924  Ford 
was  the  world's  biggest  automaker. 
Then  old  Henry  neglected  marketing 
and  let  his  product  line  become  obso- 
lete. GM  forged  ahead  and  has  re- 
mained ahead.  As  recently  as  1980 
GM  had  nearly  three  times  the  mar- 
ket share  in  the  U.S.  that  Ford  had. 

But  overtaking  GM  would  require 
abandoning  the  very  strategy  that  has 
made  Ford  so  profitable.  When  it  was 
in  trouble  a  few  years  back,  Ford  cut 
capacity  and  squeezed  overhead.  Thus 
it  was  lean  and  efficient  when  the 
pickup  came.  But  it  was  also  a  bit 
short  of  capacity.  To  challenge  GM  in 
unit  production,  Ford  would  need 
three  new  assembly  plants,  at  a  half- 
billion  dollars  each,  plus  stamping 
plants  to  match,  at  another  $500  mil- 
lion apiece.  It  would  have  to  design 
new  models,  which  means  more  de- 
signers and  more  product  managers 
and  more  secretaries — say  $3  billion 
to  design  and  tool  up  for  a  single  really 
new  car. 

That  kind  of  expansion  could  pretty 


quickly  dry  up  Ford's  painfully  ac- 
quired liquidity.  But  the  temptation 
to  beat  General  Motors  is  surely 
there.  "You  let  the  Ford  upper  man- 
agement get  a  smell  of  it,  and  they'll 
be  assigning  it  as  the  objective,"  says 
a  Ford  veteran. 

If  Petersen  goes  after  a  giant  acqui- 
sition instead,  he  runs  the  risk  of 
overpaying  and  would  be  putting  Ford 
into  businesses  it  knows  little  about. 
That  has  been  disastrous  in  the  past 
for  Ford.  Remember  when  Ford 
bought  Philco,  which  Henry  Ford  II 
later  called  a  "can  of  worms"?  Ford 
could  easily  dissipate  its  liquidity 
that  way,  too,  without  getting  much 
in  return. 

These  are  high-class  problems: 
what  to  do  with  lots  of  money  and 
whether  or  not  to  expand  capacity  to 
meet  demand.  They  sure  beat  not 
knowing  how  you'll  meet  your  pay- 
roll next  week.  But  as  Tom  Watson 
realized  long  ago,  the  dilemmas  of 
success  pose  the  toughest  and  most 
crucial  questions.  Don  Petersen 
seems  to  understand  this.  He  says 
flatly:  "We're  not  going  to  have  nutty 
decisions.  We're  not  in  that  era."  Get 
thee  behind  me,  Satan.  ■ 


U.S.  chip  and  computer  makers,  battered  by 
Pacific  Rim  competitors,  have  found  anoth- 
er front  on  which  to  wage  their  battles. 

When  the  going 
gets  tough,  the 
tough  go  to  court 


By  Kathleen  K.  Wiegner 

IN  ITS  SIX-MONTH  MESSAGE  tO 
shareholders  in  June,  Texas  Instal- 
lments soberly  reported  that  while 
sales  were  up  11%,  pretax  earnings 
rose  75%.  Much  of  the  credit  for  that 
handsome  gain  came  from  the  $138 
million  TI  received  as  net  royalty  in- 
come following  the  settlement  of  pat- 
ent litigation  TI  had  brought  against 
eight  Japanese  semiconductor  compa- 
nies over  TPs  DRAM  (dynamic  ran- 
dom access  memory)  silicon  chip  pat- 
ents. Those  agreements,  which  ex- 


tend to  1990,  could  net  TI  as  much  as 
$250  million  to  $300  million  from  its 
DRAM  patents 

Until  recently,  high-technology 
companies  like  TI  were  a  uniquely 
unlitigious  lot.  Sure,  there  was  the 
occasional  lawsuit  against  an  employ- 
ee who  left  to  start  a  competing  com- 
pany and  was  suspected  of  using  his 
former  employer's  technological  se- 
crets to  do  it.  But  mostly  chipmakers 
and  their  brothers  in  the  computer 
business  were  too  busy  getting  new 
products  out  the  door  to  do  more  than 
grouse  about  knockoffs.  No  longer. 
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"This  industry  lost  a  lot  of  its 
youthful  innocence  in  the  last  few 
years,"  observes  Andrew  Grove,  pres- 
ident of  Santa  Clara,  Calif. -based  In- 
tel Corp.  "We  had  gone  through  an 
exuberant  age  when  we  believed  we 
were  in  the  lead  and  would  stay 
there.  We  never  had  to  face  whole- 
sale extinction." 

Now,  a  bit  like  aging  rock  stars  who 
realize  that  the  hits  are  becoming 
harder  to  come  by,  companies  like 
Intel  and  TI  are  demanding  payment, 
not  only  for  the  products  that  flow 
from  their  creative  efforts  but  also  for 
the  creative  efforts  themselves.  "The 
development  of  the  information  in- 
dustry depends  on  the  protection  of 
intellectual  property,"  says  a  spokes- 
man for  IBM,  which  has  exacted  sub- 
stantial payments  from  Japan's  com- 
puter makers  Hitachi  and  Fujitsu  for, 
respectively,  the  theft  and  unautho- 
rized use  of  IBM  technology. 

Consider.  In  just  the  last  year: 

•  The  U.S.  District  Court  for  the 
Southern  District  of  New  York  ruled 
that  Sumitomo  Electric  Industries 
Ltd.  had  "willfully  infringed"  two  of 
Corning  Glass  Works'  patents  on  its 
optical-wavelength  fibers.  In  addition, 
Corning  was  awarded  unspecified 
damages. 

•  National  Semiconductor  accused 
Japan's  Toshiba  Corp.  of  infringing 
copyrights  related  to  a  key  communi- 
cation chip  that  is  used  in  most  per- 
sonal computers.  In  October  National 
and  Toshiba  reached  an  agreement 
giving  Toshiba  rights  to  produce  spe- 
cial versions  of  the  chip  for  custom 
applications  under  license.  Toshiba 


also  will  pay  National  an  undisclosed 
sum  as  part  of  the  agreement. 

•  Chipmaker  Zilog  Inc.,  based  in 
Campbell,  Calif.,  got  the  U.S.  Cus- 
toms Service  to  stop  imports  of  a  chip 
made  by  Japan's  Sharp  Corp.  on  the 
grounds  that  Sharp  was  using  technol- 
ogy it  had  licensed  from  Zilog  in  ver- 
sions of  chips  it  was  not  licensed  to 
produce. 

•  Intel  and  NEC  continued  their 
long-standing  court  battle  over 
whether  NEC  had  copied  the  micro- 
code in  one  of  Intel's  microprocessors. 
And  in  February  Intel  created  a  new 
position  within  the  company,  chief 
counsel  for  intellectual  property. 

Broadly  speaking,  intellectual  prop- 
erty is  simply  the  innovation  that 
made  U.S.  companies  world  leaders  in 
the  making  of  high-tech  goods  like 
chips  and  computers.  During  the 
1960s  and  1970s  the  main  goal  of 
these  technology  companies  was  to 
push  their  latest  innovations  into  the 
marketplace — to  make  semiconduc- 
tors and  computers  pervasive  in  all 
walks  of  life.  Technology  was  li- 
censed casually  and  cheaply  as  a  part 
of  this  goal. 

Then  along  came  the  Japanese,  fol- 
lowed by  the  Koreans.  With  the  help 
of  cheap  licenses  from  U.S.  compa- 
nies (or  in  some  cases  with  no  licenses 
at  all),  these  new  kids  in  town  began 
taking  more  and  more  market  share. 
Says  Richard  Agnich,  TI's  general 
counsel:  "When  you  get  involved  in 
fierce  competition,  you  learn  to  use 
whatever  assets  you  have.  Intellectual 
property  is  one  of  those  assets." 

As  the  cost  of  developing  new  prod- 


ucts has  escalated,  the  incentive  to 
protect  these  products  has  escalat- 
ed, as  well.  An  early  Intel  random 
access  memory,  developed  in  1972, 
cost  only  a  few  hundred  thousand 
dollars  to  develop.  A  comparable 
leap  in  technology  today,  says 
Grove,  would  cost  tens  of  millions 
of  dollars.  One  way  to  recover  the 
high  cost  of  that  research  and  devel- 
opment is  to  charge  a  lot  for  a  li- 
cense and  to  slap  down  competitors 
that  try  to  get  it  for  free. 

Some  changes  in  the  legal  system 
also  explain  the  increased  litiga- 
tion. During  the  1960s  and  1970s 
the  courts  were  generally  very  anti- 
patent,  making  patent  litigation 
highly  unpredictable.  Judges  were 
often  uncomfortable  with  argu- 
ments that  centered  on  complex 
technology.  Then,  in  1982,  a  spe- 
cial court,  called  the  Court  of  Ap- 
peals of  the  Federal  Circuit  Court, 
was  created  to  hear  all  patent  ap- 
peals coming  from  district  courts. 
At  least  one  patent  lawyer  serves 
on  this  court.  "Depending  on  whom 
you  talk  to,  this  new  court  has  either 
made  life  more  uniform  or  is  more 
pro-patent,"  says  Intel's  Carl  Silver- 
man, chief  counsel  for  intellectual 
property. 

The  Copyright  Act  of  1976,  which 
clarified  software  copyrighting,  and 
the  Semiconductor  Chip  Protection 
Act  of  1984,  which  created  a  new 
form  of  protection  for  the  designs 
etched  on  chips,  also  have  helped. 
And  Polaroid's  successful  suit  against 
Eastman  Kodak,  which  forced  Kodak 
to  abandon  the  instant  photography 
business,  showed  companies  how 
much  could  be  gained  by  vigorously 
defending  their  inventions. 

Admittedly,  there  is  some  risk  that 
too  many  lawyers  in  too  many  courts 
could  slow  the  flow  of  new  products 
and  technological  innovation.  At  the 
same  time,  if  a  creative  company  has 
some  confidence  that  the  courts  are 
prepared  to  grant  clear  rights  to  genu- 
ine innovations,  that  company  will 
likely  be  far  more  willing  to  license 
its  technology  to  others.  The  profits 
from  those  licenses  can  then  be  rein- 
vested in  creating  new  products. 

"Only  counting  on  lawyers,  and  le- 
gal concepts  such  as  'intellectual 
property,'  is  not  a  winning  position," 
says  Intel's  Silverman.  But  as  recent 
history  shows,  letting  competitors 
freely  walk  off  with  valuable  ideas  is 
not  a  winning  position,  either. 

Think  of  the  entertainment  indus- 
try as  a  model.  If  ex-Beatle  Paul 
McCartney  can  make  millions  every 
year  from  past  creations,  why  not  the 
superstars  of  American  high  tech?  ■ 
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The  Money  Men 


Beyond  the  Big  Board,  beyond  the  Amex 
and  Nasdaq,  lies  the  investment  world  of 
the  pink  sheets.  No  fewer  than  22,000 
stocks  dwell  there.  Some  are  frauds,  and 
many  are  junk,  but  there  is  gold  among 
the  dross.  How  does  one  find  it? 

Terra  incognita 


By  Thomas  Jaffe 


There's  an  old  saw  about  an 
investor  who  finds  a  $100  bill 
on  the  street  and  tells  his  friend, 
an  economist.  The  economist,  how- 
ever, believes  in  the  effi- 
ciency of  markets.  "That 
couldn't  be  a  $100  bill," 
says  the  friend.  "If  it  were, 
it  wouldn't  have  been  ly- 
ing in  the  street." 

Don't  talk  to  Lawrence 
Goldstein  about  the  im- 
possibility of  relative  bar- 
gains in  stocks.  Talk  to 
him  about  Adrian  Steel 
Co.  of  Adrian,  Mich.  "A 
wonderful  company  that 
isn't  in  the  steel  busi- 
ness," bubbles  Goldstein  (it  custom- 
izes service  vehicles). 

"Of  Adrian's  estimated  $12.6  mil- 
lion assets,  $11.3  million  is  net  worth, 
and  $8.3  million  is  cash,"  Goldsmith 
says.  "Subtract  the  cash  and  the  earn- 
ings on  the  cash,  and  you  have  a  com- 
pany selling  [around  $80]  at  five  times 
earnings  and  making  about  65%  on  its 
real  net  worth — and  it's  growing  like 
hell."  A  $100  bill,  in  short,  at  a  frac- 
tion of  face  value. 

Goldstein  is  the  founder  of  New 
York's  Santa  Monica  Partners.  His 
private  investment  partnership  man- 
ages only  $18  million,  but  that's  not 
surprising:  He  operates  in  an  invest- 
ment world  where  markets  are  thin 
and  capitalizations  small.  It's  not  a 
market  for  the  really  big  money. 
Goldstein  finds  his  Adrian  Steels  and 
other  bargains  where  few  investors 
dare  tread:  in  the  inactive  and  very 
imperfect  world  of  the  pink  sheets. 
Together,  the  New  York  and  Amer- 


ican exchanges  and  the  Nasdaq  sys- 
tem account  for  about  7,200  compa- 
nies. Beyond  that,  there  are  roughly 
22,000  non-Nasdaq  companies  that 
have  some  stock  in  public  hands  but 
have  floats  too  thin  for  New  York  or 


 *  h 


American  stock  exchange  listings  and 
trade  too  infrequently  even  to  be  trad- 
ed on  Nasdaq.  Many  companies  have 
fewer  than  300  shareholders  and  thus 
aren't  even  required  to  file  annual  re- 
ports with  the  SEC. 

Of  these  22,000  essentially  illiquid 
stocks,  the  National  Quotation  Bu- 
reau (a  subsidiary  of  Riverwoods,  Ill.'s 
Commerce  Clearing  House)  estimates 
that  only  about  half  trade  every  day. 
For  the  most  part,  their  prices  show 
up  on  no  screen,  so  the  National  Quo- 
tation Bureau  sends  out  printed  price 
sheets  daily — the  pink  sheets,  after 


the  paper  they're  printed  on. 

There  is  incredible  garbage  in  this 
market:  the  kinds  of  stocks  pushed  by 
the  Blinder,  Robinsons  and  Stuart- 
Jameses.  There  are  good  reasons  most 
intelligent  investors  give  the  pink 
sheets  a  wide  berth.  Hundreds  of  the 
companies  are  worthless  merchan- 
dise— flaky  technology  companies, 
penny  stocks,  odorous  shells.  The 
transaction  costs — the  spreads  be- 
tween bid  and  ask — can  be  horren- 
dous. Information  is  hard  to  come  by. 

But  simply  because  they  are  so  little 
visible,  some  of  these  stocks  are  genu- 
ine bargains. 

"I'm  interested  in  what  is  neglect- 
ed, companies  that  trade  off  the  beat- 
en path,  that  require  a  little  bit  of 
extra  effort,"  says  Goldstein,  51.  "My 
investment  philosophy  is  to  look  at 
them  because  the  less  efficient  the 
market  in  terms  of  easy  access  to  in- 
formation, the  less  ability  to  obtain  an 
analysis  of  a  company,  the  more  like- 
ly the  price  is  going  to  be  low. 

"They're  neglected  because  every- 
body has  such  criteria  as,  'We  won't 
look  at  a  company  unless  its  market 
capitalization  is  $100  million  or 
more,  $50  million  or  more  and  so  on.' 

It's  a  vicious  circle.  People 
don't  invest  because  the 
market  cap  is  low,  and  be- 
.  ~-  cause  it's  low,  the  stock 
stays  cheap." 

Good  news,  he  says,  for 
people  like  him  who  have 
the  time,  training  and  inclination  to 
investigate  this  market. 

For  a  few  years  Goldstein  has  been 
trying  to  accumulate  shares  in  Kiddie 
Products,  an  inactive  Nasdaq  issue. 
It's  a  jewel— a  $21.4  million  (1986 
sales)  maker  of  bassinets,  rattles  and 
more.  It  has  a  book  value  of  $35  a 
share,  current  assets  minus  all  liabil- 
ities of  nearly  $24  a  share,  and  can  be 
bought  for  below  $20.  But  there  are 
only  373,710  shares  outstanding, 
many  held  by  insiders.  Asking  price: 
24.  Bid:  19.  That  26%  spread  makes 
the  cost  of  selling  a  house  look  cheap. 

The  names  of  this  game  are  pa- 
tience and  experience.  Goldstein  tells 
of  adding  to  his  position  in  B.  Man- 
ische'witz  Co.,  the  $29.5  million 
(sales)  maker  of  kosher  foods,  which 
earned  $43.39  a  share  for  the  fiscal 
year  ended  July  1987  and  paid  a  $30 
dividend.  There  are  53,072  shares  out- 
standing, some  33%  held  by  insiders. 

On  Black  Monday,  Goldstein  re- 
lates, a  dealer  called  him.  Did  he  want 
to  buy  some  Manischewitz  at  the  cur- 
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rent  bid  of  $650  a  share?  Goldstein 
responded  that  the  bid  a  year  ago  was 
around  $400;  he'd  pay  no  more. 

"At  five  minutes  to  four,"  says 
Goldstein,  "the  dealer  called  back. 
'You  bought  300  shares  at  $400. 
Thank  you.  Good-bye.'  Somebody 
must  have  been  desperate  to  sell, 
which  for  me  was  terrific." 

But  had  Goldstein  been  desperate  to 
sell,  he  would  have  been  clobbered — a 
fact  central  to  his  philosophy. 

"To  me,  investment  means  long 
term,"  says  Goldstein,  sounding  like 
Philip  Fisher  (Forbes,  Oct.  19).  "My 
investing  is  like  buying  a  share  of  a 
private  company.  You  don't  buy  these 
companies  if  you  think  you're  going 
to  have  to  sell  at  a  snap  of  the  fingers. 
That's  not  what  this  kind  of  investing 
is  about.  It's  about  patience." 

Or  watching  paint  dry.  Goldstein 
mentions  another  pink  sheet  compa- 
ny he  likes:  Newark,  N.J. -based 
Thermo  National  Industries,  which 
heat-tempers  metal.  Thermo,  says 
Goldstein,  "has  241,414  shares, 
$598,000  in  cash,  $3.1  million  of  tan- 
gible net  worth,  roughly  hslf  of  it  in 
land,  building  and  machinery'.  Book 
value  is  $12.98.  The  stock  has  been 
around  $3  bid  for  the  last  five  years." 

Five  years  and  still  no  gains  for 
those  who  bought.  Who  among  us  has 
that  kind  of  patience?  But  this  suits 
Goldstein.  Explains  he:  "I  can  think  of 
nothing  better  than  buying  a  stock  at 
a  price,  buying  some  more  of  it  the 
following  year,  and  buying  still  more 
the  year  after  at  the  same  price,  and 
meanwhile  the  company's  net  worth 
[except  for  a  one-time  charge  in  fiscal 
1987]  has  increased  each  year.  So  I've 
got  something  with  an  increasing  val- 
ue, although  the  market  price  hasn't 
reflected  this." 

Goldstein  came  to  the  pink  sheets 
slowly.  After  earning  an  M.B.A.  from 
the  University  of  Michigan  in  1958, 
he  wanted  to  become  an  industry  ana- 
lyst, but  he  needed  a  niche.  Hired  in 
1959  by  Burnham  &  Co.  for  the  low- 
est position  in  the  research  depart- 
ment, he  found  his  niche  in  the  truck- 
ing industry,  then  uncovered  at  the 
firm.  He  produced  a  thick  research 
report  on  Overnite  Transportation 
Co.,  then  a  $3.50  stock.  There  were 
only  500,000  shares— about  50% 
owned  by  the  founder,  inactively  trad- 
ed in  the  pink  sheets  by  three  dealers. 
Overnite  had  a  great  growth  record, 
was  going  to  earn  $2.26  the  next  year, 
had  a  high  yield  and  was  debt-free. 

Remembers  Goldstein:  "I  told  my 
boss,  'I  just  found  the  greatest  thing 
since  the  invention  of  TV,'  and  he 
said,  'Kid,  that  ain't  of  institutional 
quality.'  I'll  never  forget  it.  For  the 


Playing  the  pink  sheets  is  dan- 
gerous. Herewith,  some  tips  on 
how  to  make  it  less  so. 

1.  Most  of  these  companies  are 
so  obscure  that  it  is  even  more 
necessary  than  usual  to  do  your 
own  research.  Get  the  annual  re- 
port; learn  about  the  company's  in- 
dustry; check  out  competitors. 
Take  your  time.  The  pink  sheets 
are  published  by  the  Commerce 
Clearing  House's  National  Quota- 
tion Bureau.  Address:  Plaza  3,  Har- 
borside  Financial  Center,  Jersey 
City,  N.J.  07306.  But  the  pinks  give 
only  company  names  and  price 
quotes.  Get  to  know  other  pink 
sheet  investors.  Trade  information 
with  them. 

2.  Diversify  broadly.  Too  many 

longest  time  he  wouldn't  let  me  pub- 
lish it,  but  he  finally  gave  in." 

From  trucking,  Goldstein  went  on 
to  become  the  firm's  analyst  for  the 
brewing,  railcar  leasing  and  service 
industries.  But  whatever  the  industry, 
he  found  himself  always  looking  for 
smaller  companies.  Frequently  these 
were  not  traded  on  the  stock  ex- 
changes. His  desk  began  to  groan  un- 
der pink  sheets. 

Then  along  came  Toys  "R"  Us. 
This  is  the  toy  retailer  that  was  ac- 
quired from  its  founder,  Charles  Laza- 
rus, by  Interstate  Stores  in  the  early 
1970s.  By  1974  Interstate  was  in 
Chapter  11.  Goldstein  concluded,  cor- 
rectly, that  Lazarus  was  a  brilliant 
merchant  and  that  Toys  "R"  Us 
would  emerge  strongly.  But  to  keep 
on  top  of  the  situation  he  had  to  fol- 
low Interstate  by  now  trading  in  the 
pink  sheets.  This  led  him  to  another 
stock  that  was  to  change  his  life. 

One  day  Goldstein  noticed  that 
Lazarus  was  on  the  board  of  another 
pink  sheet  company  named  District 
Photo,  an  inactively  traded  film  pro- 
cessor. Goldstein  quickly  wrote  away 
for  District  Photo's  annual  report. 

"It  was  an  eye-opener,"  recalls 
Goldstein.  "Substantial  annual 
growth,  a  high  profit  margin,  high  re- 
turn on  investment,  an  extremely  liq- 
uid balance  sheet,  lots  of  cash,  lots  of 
net  worth,  no  debt,  and  selling,  to  the 


things  could  go  wrong  with  any 
one  of  these  companies. 

3.  Always  keep  a  cash  reserve  for 
when  shares  become  available. 

4.  Invest  in  stocks  that  have  at 
least  five  marketmakers.  Build  re- 
lationships with  one  or  two,  so 
they  will  call  when  shares  are 
available. 

5.  Look  for  companies  with  un- 
complicated financial  s,  lots  of  as- 
sets (especially  cash),  few  liabil- 
ities, a  consistent  profit  and 
growth  record  and  plenty  of  unen- 
cumbered cash  flow. 

6.  Avoid  technology  issues,  pen- 
ny stocks,  and  anything  else  that  is 
not  a  going  concern  with  a  long 
history. 

7.  Never  trade  on  margin. 

extent  you  could  buy  it,  at  less  than 
five  times  earnings." 

Goldstein  immersed  himself  in  the 
workings  of  the  film  processing  in- 
dustry, liked  District  Photo  even 
more,  and  started  buying  shares. 

"Eventually  [in  1978]  the  principal 
owner  made  an  offer  to  go  private  at 
an  incredibly  low  price,"  he  contin- 
ues. "People  said  there  was  nothing 
you  could  do  about  this,  but  I  belly- 
ached and  got  him  to  up  the  offer. 
Later  on  he  took  me  to  lunch  at  the 
Waldorf  and  asked  if  I'd  manage  some 
money  for  him.  'How  come?'  I  said.  'I 
just  cost  you  a  lot  of  money!'  He  said, 
'I  like  your  style.  You  did  the  right 
thing  in  terms  of  protecting  your  in- 
vestment. By  the  way,  how  did  you 
find  us?'  I  said,  'I  went  prospecting  in 
the  pink  sheets.'  He  said,  'Well,  you 
can  do  that  for  me.'  " 

Others  were  giving  Goldstein  mon- 
ey to  manage.  So,  still  at  Burnham 
(now  part  of  Drexel  Burnham  Lam- 
bert), he  began  to  systematize  his  pink 
sheet  research.  Says  Goldstein: 

"With  the  help  of  my  secretary  and 
some  high  school  students  I  recruited, 
I  started  writing  to  companies  and 
phoning  them,  asking  for  annual  re- 
ports and  the  like.  As  they'd  come  in, 
I'd  start  to  read  them.  The  mail  was 
piling  up  in  my  office,  and  I  was  tak- 
ing some  of  i't  home  at  night.  My  wife 
started  to  complain  because  I  had  an- 
nual reports  overflowing  our  bed- 
room, the  basement,  all  over  the  car. 
So  she  sort  of  put  me  out.  I  started 
moving  them  into  the  garage." 

By  the  early  Eighties,  Goldstein 
wanted  to  form  a  fund  to  exploit  his 
expertise  in  the  inactive  market. 
Drexel  wasn't  interested,  so  Gold- 
stein quit  to  form  Santa  Monica  Part- 
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Laurence  Goldstein  of  Santa  Monica  Partners 

Out  of  hundreds  of  worthless  companies,  a  handful  of  jewels. 


ners  (named  after  the  street  on  which 
he  lives  in  Eastchester,  N.Y.).  He  be- 
gan operations  in  February  1982.  His 
limited  partners  include  Wall  Street 
friends  and  many  executives  who 
were  his  original  contacts  at  pink 
sheet  companies  he  had  followed. 

Goldstein  doesn't  pretend  to  scan 
the  entire  universe  of  22,000  pink 
sheet  stocks.  He  lets  his  nose  guide 
him  from  one  candidate  to  the  next. 

Example:  A  few  years  ago  Toys' 
Lazarus  announced  he  would  branch 
into  children's  apparel  with  Kids  "R" 
Us.  That  led  Goldstein  to  investigate 
the  children's  apparel  industry;  if  it 
appealed  to  Lazarus,  there  must  be 
something  there.  In  doing  so,  he  found 
pink-sheet-traded  Oshkosh  B'Gosh, 
the  work  clothes  maker  that  has 
branched  with  immense  success  into 
children's  clothing.  Until  2Vi  years 
ago  it  was  listed  in  the  pink  sheets 
with  some  365,000  shares  outstand- 
ing. The  stock  has  since  split  20-for-l, 
gone  on  the  Nasdaq  and  recently  split 
2-for-l.  Adjusting  for  splits,  it  has 
climbed  from  $4.50,  when  Goldstein 
bought  his  first  shares,  to  over  $40. 
Recent  price:  $20. 

Still  rooting  around  the  kids' 
clothes  industry,  Goldstein  unearthed 
$185  million  (1986  sales)  William 
Carter  Co.,  the  venerable  manufactur- 


er of  children's  apparel.  Book  value  at 
last  report  was  $43  a  share,  yet  the 
last  bid  was  $30.  In  the  same  effort 
Goldstein  came  upon  Kiddie  Prod- 
ucts, mentioned  above. 

He  is  accumulating  dribs  and  drabs 
of  Sprouse-Reitz  Co.,  a  $206  million 
(1986  sales)  chain  of  variety  stores 
based  in  the  Northwest.  Current  book 
value  is  $42  a  share.  Current  assets, 
minus  all  liabilities,  is  $27  a  share. 
Bid  of  2\Vi.  There  are  1.4  million 
shares  outstanding  of  this  inactive 
Nasdaq  issue. 

Goldstein  emphasizes  that  pink 
sheet  investors  must  create  their  own 
buying  and  selling  opportunities  and 
explains  some  of  the  techniques  he 
uses  to  pry  loose  a  few  hundred  close- 
ly held  shares.  Goldstein:  "I  some- 
times go  to  shareholder  meetings  and 
meet  the  townspeople  and  sharehold- 
ers and  let  them  know  I'm  interested. 
I  look  at  the  stockholder  lists,  or  ask 
for  a  list,  and  then  I  may  contact  some 
shareholders  and  offer  to  buy  their 
stock.  Then  I  wait,  and  maybe  every 
couple  years  I'll  call  them  or  the  com- 
pany. I've  even  run  ads  in  local  papers 
indicating  that  if  anybody  wants  to 
sell,  we'd  love  to  hear  from  them." 

Selling  pink  sheet  companies,  con- 
tinues Goldstein,  is  as  difficult  as 
buying  them.  "What  you  do  is  nego- 


tiate," he  says.  "You  might  find  oth- 
ers, like  me,  who  would  buy.  You 
might  find  other  companies  that  want 
to  own  that  company.  The  most  obvi- 
ous buyers  are  the  present  owner- 
managers,  so  you  call  them,  too." 

To  illustrate  the  point,  he  mentions 
cash-rich  Hayward  Industries,  a  $96 
million  (sales  for  1985,  the  most  re- 
cent reported)  maker  of  swimming 
pool  filters  and  flow  controls  earning 
around  $8  a  share  and  quoted  at 
around  $45.  On  Black  Monday  Gold- 
stein noticed  that  Hayward's  bid 
dropped  to  $40.  He  called  the  compa- 
ny. Management  said  they  were  buy- 
ing stock,  not  selling.  So  Goldstein 
offered  to  sell  some  of  his,  at  $60. 
Management  offered  $50.  Goldstein 
declined:  He  could  wait. 

Interesting,  that.  The  pink  sheet  re- 
ported the  stock  was  down,  but  man- 
agement was  willing  to  pay  more  than 
the  quote.  Says  Goldstein:  "The  stock 
went  down,  but  it  really  went  up." 

At  the  end  of  the  day,  how  good  is 
Goldstein's  record?  Goldstein  says  his 
record  from  February  1982  through 
the  close  of  Santa  Monica's  fiscal  year 
on  Sept.  30,  1987  works  out  to  about 
20%  (pretax)  compounded  annually. 

And  then  came  Oct.  19. 

Goldstein  was  hurt  along  with  prac- 
tically everyone  else  on  Black  Mon- 
day. But  since  no  one  really  knows 
what  an  illiquid  stock  is  worth,  it's 
hard  to  know  just  how  hurt  Goldstein 
was.  For  the  record,  Santa  Monica 
Partners'  portfolio  dropped  5.4%  on 
Oct.  19;  the  following  week  it  was 
down  another  7.3%,  with  most  of  that 
attributable  to  the  few  active  "market 
sensitive"  stocks — like  Oshkosh 
B'Gosh — in  the  portfolio.  Had  Gold- 
stein been  forced  to  sell,  of  course,  he 
would  have  fared  far  worse. 

So,  market  crash  or  no,  Goldstein 
goes  on  hunting.  Says  he:  "I  just  know 
that  if  I  can  buy  a  dollar  bill  for  a  few 
cents  and  hold  for  the  long  haul,  and 
the  dollar  bill  appreciates  and  we 
don't  lose  on  too  many  things  and  we 
make  out  on  others,  we're  going  to  get 
an  average  result  that  is  going  to  be 
terrific."  ■ 
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There's  an  easy-to-use  Kodak  copier 
for  every  mid-  and  high-volume  jobstream. 
And  yes,  they're  very  much  like  cameras. 

A  lot  ot  Kodak's  expertise  in  human  engineering,  optics 
and  even  film  and  electronic  flash  went  into  Kodak 
copiers.  So  it's  easy  to  see  why  they're  not  only  easy 
to  use,  but  win  awards  for  reliability,  copy  quality  and 
overall  customer  satisfaction.  Now  there  are  Kodak 
copiers  that  deliver  50, 85  and  100  copies  per  minute, 
and  they  come  with  Kodak  people  to  help  you 
put  the  right  copiers  in  the  right  places  for 
maximum  productivity. 

Every  Kodak  copier  also  arrives  with  another  im- 
portant Kodak  advantage:  the  best  service  in  the 
business.  See  a  Kodak  copier  demonstration. 

And  ask  about  our  AccentColor 
f  "     accessory.  Call  I  800  44KODAK 
(1800  445-6325)  Ext.  6I5E. 

Leading  technology: 
 ■  the  Kodak  copier  advantage. 


EASY-TO-USE 
CAMERA  FROM 


©  Eastman  Kodak  Company,  1987 


Eastman  Kodak  Company 
CP7415 

Rochester,  NY  14650 

□ 

□ Have  a  Kodak  representative 
call  to  arrange  a  demonstration. 

Our  approximate  monthly 
copy  volume:  


Name. 


/Please  Print) 


Please  send  more  information. 


Company. 
Title  


Phone  i  l 


Address. 
City  


State. 


.Zip. 


When  the  Class  of  '96  wante 
and  communications  worke 


Recently,  a  group  of  curious  third  graders 
visited  NEC.  We  showed  them  what  we've 
shown  thousands  of  curious  executives— that 
in  today's  business  world,  increased  produc- 
tivity starts  with  a  concept  called  C&C. 
Computers  and  Communications  working 
together.  C&C  is  an  effective  solution  for  the 
managing  and  moving  of  information. 

C&C  Comt  jters  and  Communications 


In  your  office,  C&C  means  quality  NEC 
products  such  as  advanced  personal  com- 
puters, digital  telephones,  and  high-speed 
facsimile  terminals,  all  working  together 
through  a  powerful  Information  Managemer 
System  (IMS). 

For  your  corporation,  it  means  local  anc 
wide  area  networks,  using  NEC  technology  t 


o  learn  how  computers 
agether,  NEC  showed  them. 


Ty  voice,  data,  text  and  image  information 
)und  a  building.  Or  around  the  world. 

Today,  NEC  has  an  impressive  record  of 
ving  complicated  networking  problems  for 
mpanies  of  all  sizes.  Whether  it's  creating 
ur  first  system,  or  adding  to  an  existing  one, 
:'re  with  you  every  step  of  the  way. 

If  you'd  like  to  learn  how  Computers  and 


Communications  can  work  together  for  your 
business,  please  write  or  call: 
NEC  America, Inc.,  Corporate  Marketing, 
8  Old  Sod  Farm  Road,  Melville,  NY  11747 
Telephone: 
1-800-626-4952 
(in  New  York 
1-516-293-3015) 


SEC 


Central  &  South  West  Corp.  found  a  nice 
unregulated  niche  in  factoring.  In 
ington  they  hate  unregulated  niches. 

Mr.  Malec  versus 
the  bureaucrats 


By  Edwin  A.  Finn  Jr. 


It's  damn  frustrating,"  complains 
William  Malec,  treasurer  of  Cen- 
tral &  South  West  Corp.  "We  get 
into  a  business  that  we  know  better 
than  anyone  else  and  the  regulators 
won't  let  us  expand.  It  just  doesn't 
make  sense." 

While  many  utilities  are  di- 
versifying into  everything 
from  banking  to  real  estate, 
Dallas-based  Central  &  South 
West  Corp.  has  spotted  an 
opening  in  a  business  it  knows 
inside  out — factoring,  the  buy- 
ing and  collecting  of  accounts 
receivable. 

To  others,  plunging  into  fac- 
toring may  sound  about  as  ex- 
citing as  opening  a  mortuary. 
But  for  Malec's  firm  (1986  rev- 
enues, $2.6  billion)  factoring 
has  become  a  multimillion- 
dollar  business.  The  factoring 
operation  is  expected  to  add 
$10  million  to  Central's  net 
income  in  1987,  allowing  the 
utility  to  cut  electric  rates  by 
millions  of  dollars. 

Historically,  the  factoring 
business  has  had  a  smell  about 

it,  usually  because  firms  that   

sell  off  receivables  have  tended  to  be 
strapped  for  cash.  To  get  quick  mon- 
ey, they  sell  their  accounts  receivable 
to  last-resort  lenders,  typically  at 
steep  discounts  from  face  value. 

By  contrast,  Central  has  made  fac- 
toring a  low-cost  financing  source  for 
highly  rated  utilities.  Instead  of  bor- 
rowing in  the  capital  markets,  such 
firms  simply  sell  their  monthly  ac- 
counts receivable  at  very  small  dis- 
counts, raising  funds  at  lower  cost 
than  would  be  possible  through  con- 
ventional financing. 
Now  Malec  wants  to  expand  his 


operation,  but  the  Securities  &  Ex- 
change Commission  won't  let  him. 
As  one  of  13  utilities  still  bound  by 
the  Public  Utility  Holding  Company 
Act  of  1935,  Central  must  undergo  a 
lengthy  SEC  approval  process  before 
executing  even  the  most  routine  fi- 
nancial transaction — from  issuing 
debt  to  buying  stock  to  purchasing 


William  Malec  of  Central  &  South  West  Corp. 
The  law  is  the  law,  even  when  it  makes  no 


accounts  receivable. 

Though  former  SEC  chairman  John 
Shad  six  years  ago  recommended  re- 
pealing the  1935  act,  the  idea  has 
failed  to  win  many  friends  in  Con- 
gress. Meanwhile,  the  SEC's  holding 
company  oversight  staff,  which  has 
itself  dwindled  to  only  10  profession- 
als from  roughly  25  at  the  start  of  the 
decade,  goes  about  its  business  as  the 
paperwork  piles  higher. 

Under  the  act,  Central's  factoring 
operations  must  be  functionally  relat- 
ed to  its  core  business  of  generating 
and    selling    electricity.  Oversight 


staffers  at  the  SEC  interpret  the  act  to 
mean  that  the  outside  factoring  work 
of  Central  cannot  exceed  the  amount 
of  factoring  it  does  for  its  four  operat- 
ing subsidiaries.  With  Central's  inter- 
nal factoring  currently  totaling  about 
$300  million,  and  with  outside  busi- 
ness already  surpassing  a  third  of  that, 
one  more  good-size  outside  account 
could  put  Central  over  the  limit  im- 
posed by  the  SEC. 

Thus  Central  eight  months  ago  pe- 
titioned the  SEC  to  allow  it  to  take  on 
as  much  as  $1  billion  of  factoring 
work  from  outside  firms.  But  SEC 
staffers  oppose  the  increase.  Says  Wil- 
liam Weeden,  a  top  public  utilities 
staffer  at  the  SEC,  "If  this  were  a 
utility  we  didn't  regulate  under  the 
'35  act,  it  could  do  all  the  factoring  it 
wanted.  But  this  is  the  way  we  inter- 
pret the  law,  and  unless  the  law  is 
changed,  we  have  to  enforce  it." 

Retorts  Malec,  "This  is  crazy. 
We've  got  a  business  that  saves  utili- 
ties money  and  lowers  the  cost  of 
power  to  consumers,  and  we  can't  sell 
it  because  of  an  SEC  staff  ruling." 

Is  Central's  factoring  operation 
some  sort  of  dangerous,  antisocial  ac- 
tivity? Basically,  all  the  com- 
pany does  is  borrow  cheaply 
on  the  commercial  paper  mar- 
ket through  its  CSW  Credit 
subsidiary,  using  the  funds  to 
purchase  accounts  receivable 
from  other  electric  companies 
for,  say,  99.2  cents  on  the  dol- 
lar. (Since  people  either  pay 
their  bills  or  else  learn  to  live 
without  lights,  utilities'  ac- 
counts receivable  are  among 
the  best  credit  risks  available.) 
Central's  credit  subsidiary 
then  collects  the  bills,  getting 
perhaps  99.9  cents  on  the  dol- 
lar. The  resulting  0.7-cent 
spread,  when  earned  on  $100 
million  of  accounts  receivable, 
would  amount  to  a  monthly 
profit  of  $700,000. 

Though   Central's  current 
factoring  activities  will  add 

  only  about  10  cents  a  share, 

raising  estimated  1987  earnings  to 
$3.80,  the  contribution  could  easily 
rise  to  35  cents  a  share  if  the  SEC 
would  just  get  out  of  the  way.  In  fact, 
if  the  idea  were  to  catch  on  and  utili- 
ties everywhere  were  allowed  to  de- 
velop factoring  operations,  electric 
customers  could  see  their  rates  drop, 
in  the  aggregate,  by  as  much  as  $500 
million  a  year  through  reduced  fi- 
nancing costs  to  the  utilities  them- 
selves. That's  something  for  the  SEC 
to  think  about  when  Malec's  applica- 
tion comes  before  it  for  action  next 
month.  ■ 


sense. 
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A  Fidelity  IRA 

offers  a  tax  break 

for  everyone! 

— Sylvia  Porter's 
Personal  Finance 
May,  1987 

Everyone  with  earned  income  can  still  have  an  IRA 
and  get  tax-deferred  earnings.  While  it's  true  the  tax  laws 
have  changed,  experts  agree  that  the  most  important  benefits  of  an 
IRA  haven't.  It's  still  an  easy  way  to  save  on  taxes  while  saving  for  retirement. 
Most  can  still  deduct  their  IRA.  If  neither  you  nor  your  spouse  is  covered  by  an  employer-sponsored 
retirement  plan,  you  can  still  deduct  the  full  amount.  Even  if  you  are  covered,  you  can  take  a  full  or 
partial  deduction  if  your  income  does  not  exceed  $50,000,  if  married,  or  $35,000,  if  single. 
When  you're  ready  to  invest  in  an  IRA-Look  to  Fidelity.  Because  a  Fidelity  IRA  offers  all  the  bene- 
fits you'd  expect  from  the  nation's  largest,  privately-held  investment  management  company.  You  can 
choose  from  over  30  IRA  funds  and  easily  switch  to  adapt  to  changing  market  conditions. 
A  popular  Fidelity  IRA  choice  is  Fidelity  Puritan  Fund,  a  conservatively-managed  stock  and  bond  fund 
that  has  paid  dividends  every  quarter  for  40  years,  under  all  market  conditions.  Share  price  will  fluctuate. 


A  Fidelity  IRA  also  offers: 

•  Expert  fund  management. 

•  24  hour  toll-free  service. 

•  INVESTMENT  VISION  magazine,  absolutely  free. 

•  All  your  Fidelity  accounts  on  one  convenient 
statement. 

So  call  Fidelity  today  for  a  free  IRA  fact  kit.  Because 
in  changing  times  the  IRA  is  still  one  of  your  best 
wavs  to  save  for  retirement. 


ask 


Get  the  facts  on  IRAs  in  1987- 
for  your  free  copy  of  IRA  Tax  Tips! 

The  Fidelity  IRA  For  more  complete/ 

information,  including  management  fees,  expenses  and 
Puritan's  2%  sales  charge,  call  or  write  for  a  free  prospec- 
tus. Read  it  carefully  before  you  invest  or  send  money.  Fidel- 
ity Distributors  Corporation  (General  Distribution  Agent). 
P.O.  Box  660603,  Dallas,  TX  75266-0603. 
Name  Address  


Fidelity 


investments 


City. 


State. 


.  Zip . 


Please  send  a  free  IRA  fact  kit: 

□  Fidelity  Puritan  Fund  IRA  (Pi  ritip) 

Call  toll-free  24  hours 

1-800-544-6666 

In  Massachusetts  call  collect  617-523-1919 


CODE:  FORB/PURI/122887 


COMPUTER  SIMULATION 
IS  MAKING  WHITE 
ELEPHANTS  EXTINCT. 


It  starts  innocently  enough.  Someone  gets  an  idea. 
A  decision  is  made.  And  before  anyone  realizes  it,  thou- 
sands of  dollars  and  innumerable  nours  have  been  spent 
on  a  system  that  may  not  work  as  intended. 

That's  how  white  elephants  are  born.  And  why 
Martin  Marietta  uses  computer  simulation  to  help  avoid 
them.  With  the  aid  of  some  of  the  world's  most  power- 


•uters,  telecommunications  and  computer  soft- 
're  able  to  put  designs  to  the  test  while  they're 

advantages  are  obvious.  We  can  fine-tune  an 
ion  network  or  predict  the  behavior  of  a  spacecraft 
;  a  penny  is  spent  on  design  and  development, 
er  simulation  even  helps  us  train  users  in  advance 


so  that  they're  up  to  speed  by  the  time  a  system  is  ready. 

At  Martin  Marietta,  we  apply  the  same  creative  intel- 
ligence to  information  management  that  we  bring  to 
other  systems  and  products  in  communications,  space, 
defense  electronics,  energy  and  materials. 

Because  a  bad  idea  can  end  up  costing  a  lot  more  than 
peanuts. 


TERMINDING  TOMORROW'S  TECHNOLOGIES 


MX\  FT  TIISI  i*WJ*  Ft  I  ETTA 


6801  ROCKLEDGF  DRIVf .  BETHESDA  MARYLAND 


> people  thought  the  copper  price  slump 
ild  last  as  long  or  go  as  deep  as  it  did. 
one  of  the  survivors,  Asarco  is  sitting 
pretty  now  that  the  slump  has  ended. 

Lean,  mean 
and  prosperous 


By  James  Cook 


RICHARD  DE  JONGH  OSBORNE, 
53,  the  trim  brisk  boss  of  New 
York's  giant  Asarco  Inc.  met- 
als conglomerate,  can  hardly  contain 
his  elation  over  the  price  of  copper.  A 
mere  66  cents  a  pound  early  in  the 
year,  it  was  at  $1.23  last  month,  and 
still  looking  strong.  With  every  1-cent 
gain  in  the  average  copper  price, 
Asarco  stands  to  net  an  additional  9 


cents  a  share  in  annual  earnings.  That 
means  close  to  a  $5.25-a-share  swing 
in  earnings  if  the  price  is  sustained. 
For  a  company  that  had  lost  over  $200 
million  on  operations  since  1981, 
that's  a  heady  prospect  indeed. 

But  it's  only  part  of  what  makes 
Osborne  so  ebullient.  In  the  two  years 
since  he  took  over  as  chief  executive, 
Osborne  has  largely  rebuilt  Asarco. 
"Asarco  is  an  entirely  different  com- 
pany," he  says,  "from  what  we  were 


two  years,  or  even  six  months,  ago." 

Between  foreign  competition  and 
the  manufacturing  recession,  most  of 
the  U.S.'  nonferrous  metals  compa- 
nies lost  money  well  into  the  mid- 
Eighties,  and  Asarco  was  no  excep- 
tion. "We  sat  here  in  December 
1985,"  Osborne  recalls,  "and  we  said, 
'We're  losing  $20  million-plus  a  quar- 
ter; where  do  we  go  from  here?'  " 

To  the  only  resort  available:  lower 
costs.  Asarco  renegotiated  wages  and 
work  rules,  cut  pension  costs,  renego- 
tiated its  rail  and  truck  transportation 
contracts  and  cut  back  its  salaried  per- 
sonnel. Savings:  $100  million  a  year, 
over  $2  a  share  before  taxes.  The  cuts 
went  deep.  Says  Osborne:  "People  say 
to  me,  'Why  are  you  doing  all  that 
paperwork  yourself?'  and  I  say,  'The 
people  who  used  to  do  that  are  no 
longer  here.'  " 

But  even  with  lower  costs,  Asarco 
was  still  in  trouble.  With  demand  off 
and  prices  down,  Asarco's  custom 
smelting  business  had  to  find  ways  to 
attract  enough  feed  from  outside  pro- 
ducers of  copper,  lead,  zinc  or  silver  to 
keep  going.  Though  Osborne  could 
shut  down  some  of  his  smelters,  and 
did  for  a  period,  he  couldn't  walk 
away  from  a  business  in  which  Asarco 
had  invested  more  than  $500  million 


Chairman  Dick  Osborne  at  Asarco's  New  York  headquarters  overlooking  the  East  River 
The  turnaround  was  more  basic  than  an  upswing  in  the  copper  price. 
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Your  insurance 
company  would 
like  to  offer  the 
best  insurance 
against  auto  theft. 


over  the  past  15  years. 

Osborne  got  the  additional  feed  he 
needed  by  buying  it.  He  picked  up 
Kennecott's  Ray  copper  mine  for  $72 
million  ("At  current  prices  we  will 
have  recovered  that  investment  early 
in  the  second  quarter  next  year"), 
committed  $60  million  to  getting 
Asarco's  long-delayed  West  Fork  lead 
mine  into  production  by  early  next 
year  and  acquired  Kennecott's  far 
larger  but  long-shuttered  Ozark  lead 
property  for  $850,000.  ("Kennecott 
viewed  it  as  more  of  a  liability  than 
an  asset,  and  at  the  time  the  price  of 
lead  was  20  cents  a  pound,  vs.  45 
cents  today.")  At  the  same  time,  Os- 
borne acquired  additional  reserves 
adjoining  Asarco's  big  Mission  cop- 
per mining  complex,  and  last  month 
announced  a  plan  to  expand  mine 
output  by  nearly  50%. 

The  result  is  that  Asarco's  smelters 
are  both  profitable  and  more  nearly 
self-sustaining  than  they  have  ever 
been  in  their  history. 

With  a  kicker  from  higher  silver, 
lead  and  zinc  prices,  Asarco  moved 
from  last  year's  $30  million  loss  to  a 
pretax  operating  profit  of  $38  million 
in  the  first  nine  months  of  this  year  - 
a  nearly  $70  million  swing. 

With  Asarco  no  longer  bleeding 


Asarco's  Mission  mine  near  Tucson,  Ariz. 
Higher  reserves  meant  higher  production 


cash,  Osborne  could  now  turn  to  the 
debt-heavy  balance  sheet.  He  took 
$50  million  out  of  an  overfunded  pen- 
sion plan.  He  sold  nearly  half  of  Asar- 
co's 34.9%  interest  in  M.I.M.  Hold- 
ings, the  Australian  metals  giant,  for 
$381  million  (more  than  twice  what  it 
would  have  yielded  after  the  market 
collapse  three  weeks  later).  Using 
these  funds,  he  is  paying  off  Asarco's 
$135  million  in  bank  debt  and  $151 
million  in  preferred  stock.  When  the 
process  is  completed  in  early  Febru- 


ary, Osborne  will  have  cut  Asarco's 
debt  almost  in  half  (to  $269  million), 
nearly  doubled  its  common  equity  (to 
$1.2  billion),  and  lifted  the  burden  of 
nearly  $30  million  in  interest  and  pre- 
ferred dividend  costs  from  Asarco's 
pretax  earnings.  To  boot,  he  sits  with 
$150  million  in  excess  cash. 

With  its  M.I.M.  interest  reduced  to 
19%,  Asarco  will  no  longer  account 
for  its  M.I.M.  holding  on  an  equity 
basis,  and  so  will  eliminate  the  mis- 
leading earnings  swings  that  have  re- 
sulted from  foreign  exchange  transla- 
tion adjustments  involved  in  account- 
ing for  M.I.M. 's  debt.  Henceforward, 
Asarco  will  report  only  the  dividends 
M.I.M.  pays  semiannually. 

Best  of  all,  the  copper  cycle  appears 
at  last  to  have  swung  explosively  up- 
ward. For  four  years  the  copper  indus- 
try has  been  living  off  inventories 
piled  up  in  the  recession  of  the  early 
1980s,  but  those  inventories  are  gone. 
There's  little  spare  production  capaci- 
ty outside  the  U.S.  or  Canada,  and 
nothing  new  coming  into  production 
except  the  Ok  Tedi  mine  in  Papua 
New  Guinea  and  Kennecott's  Bing- 
ham Canyon.  So  the  upward  pressures 
on  prices  are  unlikely  to  abate  at  least 
as  long  as  industrial  demand  holds, 
and  at  this  point  Osborne  sees  no  sign 
of  its  slackening. 
"Those  people  in  the 
consuming  industries 
have  been  operating 
on  just-in-time  in- 
ventory policies. 
They  had  no  inven- 
tories going  into  this, 
and  they  have  none 
now." 

When  the  copper 
cycle  moves  down 
again,  as  it  inevitably 
will,  Asarco  will  be 
ready  for  that,  too. 
"Our  costs,"  Dick 
Osborne  says,  "are 
trimmed  down  to  a 
level  that  makes  us 
very  competitive, 
even  at  the  bottom  of 
a  cycle." 

Sign  of  the  times: 
After  a  dozen  payless  quarters,  Asarco 
resumed  paying  quarterly  dividends 
last  month  at  the  rate  of  10  cents  a 
share.  With  earnings  this  year  likely 
to  reach  $7  a  share,  including  the  capi- 
tal gain  on  the  M.I.M.  sale,  and  next 
year  looking  far  better,  Asarco  is  one 
company  that  can  look  forward  with 
confidence  to  1988.  Clobbered  though 
they  were  in  the  October  massacre, 
the  company's  shares  had  recovered 
three-quarters  of  their  loss  by  early 
December.  ■ 
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if  there's  one  thing  any  business  knows,  it's  that 
your  growth  and  performance  are  tied  to  how 
efficiently  you  operate.  That's  why  Canon  office 
and  personal  calculators  are  engineered  to  take 
ai  it  calculating  without  tiring.  And 
unique  features.  !ike  the  ergonomic  design  of  our 
"Siant  Key"  calculators,  actually  make  calculating 
easier  on  you. 

Canon  offers  an  entire  line  of  high-performance 
calculators.  Because  demanding  business  situ- 
ations demand  Canon  quality. 


CP1211D  A 12  digit  printer/display  desktop 
calculator  that  takes  the  work  out  of  even  the 
most  complex  calculations,  theCP1211D  fea 
tures  single  live  memory,  an  equals/clear  key, 
quick  load  paper  feed,  automatic 
averaging  and  paired  addition 
capability  in  a  sleek, 
compact  unit. 


TP-7  Canon  continues  to  set  the  pace  in  cal< 
design  with  the  TP  7  an  8  digit  printer/display 
with  thermal  paper  printout  featuring  Slant  Ke 
design  for  dramatically  easier  and  more  efficu 
calculations 


CP2030  Boasting  silent 
operation  thanks  to 
revolutionary  Bubble-Jet 
printing  technology,  the 
CP2030  performs  all  routine 
calculations,  plus  financial, 
scientific  and  statistical 
calculations.  It's  even  easily 
programmable  to  tackle  specific 
tasks. 


KS-8  Solar  powered  for 
always-convenient  calculating, 
the  KS-8  is  an  8  digit  model 
with  a  single  live  memory. 
Comfortably  spaced,  large 
keys  make  it  even  easier  to  use. 


in' 


LS-52  A  solar  calculator  with 
exceptionally  readable  LCD  c 
the  LS-52's  "Slant  Key"  keypa 
looks  and  feels  great,  making 
mistakes  harder  to  make. 


Hands 


Every  business  depends  on  office  equipment  to  make  the  job  easier.  At  Canon,  the  i  otc 


But  what  reaily  makes  Canon  products  so  "friendly"  is  what  you  can't 


Canon  Copiers 

From  compact  personal  copiers  to 
high-volume  copying  systems,  only 
Canon  makes  a  copier  for  every 
copying  need— with  a  line  of  copiers 
that's  full  of  firsts  in  the  industry. 
Canon  automated  copying  so  that 
even  complex  jobs  are  completed 
with  a  touch.  And  it  was  Canon  who 
introduced  color,  recently  revolution- 
izing color  copying  with  the  remark- 
able Color  Laser  Copier.  Small 
wonder  that  at  the  office,  and  even  at 
home,  Canon  is  the  most  popular 
copier  in  America. 


NP-4000/NP-3000  SERIES 

Dual  color  copying  and  automatic  system 
performance  make  it  easy  to  change 
copy  colors  with  a  touch.  Or  copy  in  two 
colors  at  the  same  time.  With  the  high-per- 
formance NP-4000  series,  you  get  up  to  40 
copies  per  minute  and  a  choice  of  five  dual 
coior  copiers  with  features  iike  image  editing 
and  automatic  duplexing.  The  compact 
NP-3000  series  copiers  make  up  to  27 
copies  per  minute,  and  come  in  four  unique 
models  to  give  you  just  what  you  need. 


COLOR  LASER  COPIER 

The  world's  first  digital  full  color 
plain  paper  copier,  Canon's 
Color  Laser  Copier  does  things 
no  copier  has  ever  done  before 
Like  produce  brilliant  full-color 
copies  in  seconds.  Let  you 

change  a  color  to  any 
desired  color.  And 
digitally  "create" 
entirely  new  images 
from  any  original  Even 
from  35  millimeter  slides 
and  negative  film 


NP-8000  SERIE 

~v  Canon's  top-of-the-lme  copie 

also  the  fastest  at  70  copies  per  minute.  Together  with  hi 
volume  performance  and  Canon's  most  advanced  auta 
features,  these  copiers  speed  you  through  the  biggest  j| 
With  the  least  amount  of  effort. 


PC-3  Perfect  for  home,  office  or  a 
where  in  between,  this  new  comp 
personal  copier  is  portable  and  w 
only  25V2  pounds  It  comes  in  4  c 
—red,  blue,  black  and  white.  And 
in  5— black,  brown,  green,  red  ant 


3n  Typewriters 

n  has  a  typewriter  for  every  desk-even  for 
lap,  with  our  completely  portable Typestar 
jfters.  From  the  president's  office  to  the  rec 
count  on  Canon  typewriters  to  make  your 
;  look  their  best,  with  features  that  let  you 
and  adjust  text  with  astonishing  ease  and 
I.  Choose  from  a  wide  selection  that  offer 
features  and  one  very  important  thing  in 
ion:  reliability 


CAT  The  Canon  Cat  is  the  world's  first  Work 
Processor,  helping  you  write  and  edit,  com- 
municate and  calculate  It'll  even  dial  your  own 
phone.  It's  so  easy  to  use  you'll  be  amazed. 

because  the  CAT  works  the  way 
people  think 


S-58  Automatic  functions,  including  carrier  return, 
underlining,  correction  memory  for  up  to  30  char- 
acters  and  daisy  wheel  printing  make 
this  an  ideal  home  typewriter— but 
there's  more  Because  there's 
a  calculator  built  in1 


AP800  SERIES  Not  one  typewriter,  but  a  series  you  can 
expand  with  a  variety  of  display  and  peripheral  options  to 
make  it  the  perfect  machine  for  your  needs.  Add  more 
memory,  select  from  a  2-  or  8-line  display-or  even  a  9-inch 
screen.  The  AP800  Series  also  features  our  almost  silent 
Gentle  Impact  printing  system. 


TYPESTAR  7.  A  portable 
typewriter  that  lets  you  work  just 
about  anywhere-even  outdoors.  With  full  lift-off 
correction.  Memory  to  store  three  full  pages  of  text. 
The  ability  to  shade-over  words  for  emphasis.  Two 
color  typing.  Plus  the  other  features  Typestar  is 
famous  for:  Professional-size  keyboard,  letter- 
quality  typing  and  silent  operation.  And,  the 
Typestar  7  even  plugs  into  your  home  computer. 


Dlogically  advanced  their  products  become,  the  simpler  they  are  to  use. 
ch.  It's  Canon's  commitment  to  reliability  that  just  doesn't  quit. 


n  Facsimile 

inesses  seem  to  function  at  one 
-fast.  That's  why  Canon  makes  a  full  line 
imile  transceivers  to  send  documents 
ere,  in  just  seconds,  over  ordinary  phone 
acsimiles  that  include  small  desktop 
5  as  well  as  ones  with  laser  power  to  send 
nt  and  even  photographs, 
s  innovative  features  and  advanced  tech- 
are  making  business  communication 
'  and  faster.  Because  no  matter  how  fast 
sses  communicate,  there'll  always  be 
ne  who'll  want  to  do  it  faster. 


20  With  high  speed,  high 
n  and  high  intelligence, 
ion  FAX-L920  is  giving 
;  a  more  powerful  way  to 
ncate.  Laser  technology 
ransmit  documents  in  just 
ids/page  with  crisp,  clear 
n.  On  plain  paper, 
:d  automatic  features 
ine-touch  speed-dialing 
ations.  with  coded 
almg  to  100  more,  an 
c  document  feeder  that 
up  to  50  pages,  plus  a 
12MB  memory  for  batch 
sion,  relay  broadcast  to  up 
ations  and  transmission 
!4  confidential  mailboxes. 


FAX-410  It  does  everything  a  standard  business 
facsimile  should  do.  Only  more.  It  can  send  docu- 
ments anywhere  in  as  little  as  12 
seconds/page.  Speed-dials  130 
locations.  It  even  has  a  super 
fine  mode  for  fine  print  and 
halftone  transmission  in  16 
shades  of  gray.  Plus  full  com 
patibility  with  G3,  G2  and 
most  North  American  FM 
facsimile  units 


FAX-350  Sophisticated  enough  to  send  print, 
graphics— even  photographs— anywhere  in  the 
world  in  just  12  seconds.  Yet  simple  enough  to 
receive  documents  on  plain  paper.  Plus  features 
like  automatic  speed-dialing,  halftone 
transmission  in  16  shades  of  gray, 
relay  broadcast  command,  trans- 
mission to  confidential 
mailboxes,  an  auto-  / 
matic  document  ^ 
feeder  and  f  , 

more. 


FAX-110  A  combined  business  phone  and 
fax  that  fits  easily  on  your  desk,  the  FAX-110 
sends  a  page  in  just  17  seconds,  and  fea- 
tures an  automatic  document  feeder, 
speed-dialing  to  38  locations,  plus  hold, 
muting  and  monitor  speaker  features 


Canon  Credit  Makes  it  Easy  to  Buy  the  Best 

Easy  extended  payments  with  no  money  down 


•  Personal  or  corporate  membership 

See  your  participating  Canon  dealer  or  retailer 

tor  more  details  Available  only  in  US 
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As  I  See  It 


*ael  has  been  better  at  resolving  its  mili- 
tary problems  than  in  dealing  with  its  eco- 
nomic problems.  Maybe  it  should  encour- 
age a  little  free  enterprise. 

The  enemy  within 


By  Peter  Brimelow 


Daniel  Doron,  director  of  the 
Tel  Aviv-based  Israel  Center 
for  Social  &  Economic  Prog- 
ress, is  fighting  an  enemy  that  may  be 
more  dangerous  to  his  country  than 
the  PLO:  an  inefficient,  statist-orient- 
ed and  bureaucracy-ridden  economy. 
A  third-generation  Israeli,  the  U.S.- 
educated  Doron  made  money  as  an  art 
dealer  in  Manhattan  (specializing  in 
the  work  of  the  visionary  painter  Sha- 
lom of  Safed),  then  returned  to  his 
native  land  to  found  this  think  tank 
dedicated  to  releasing  Israelis'  entre- 
preneurial energy  from  the  grip  of  a 
bureaucracy  he  ruefully  compares  to 
that  of  the  Turkish  Empire,  which 
ruled  Palestine  when  his  great-grand- 
father settled  there. 

Doron.  You  know  the  story  of  the  man 
who  complained  to  the  rabbi  that  he 
hadn't  room  in  the  house  for  his  11 
children.  The  rabbi  told  him  to  take  in 
a  goat,  and  when  he  let  him  put  the 
goat  out  again,  it  seemed  a  relief. 
Well,  Israelis  have  got  rid  of  the  goat 
of  inflation,  it's  down  to  about  20%, 
and  they  are  basking  in  that  relative 
success.  This  has  taken  the  edge  of 
urgency  off  the  need  for  economic  re- 
form. But  the  house  still  isn't  big 
enough  for  the  1 1  offspring. 

Now  market  forces  are  coming  to- 
gether to  produce  a  sea  change,  a  new 
Israel.  Politics  in  Israel  have  been  pri- 
marily about  patronage.  The  old  stat- 
ist system  has  completely  lost  its 
verve,  only  a  few  Labor  stalwarts  still 
pay  lip  service  to  socialism.  And  no 
one  can  predict  the  political  conse- 
quences of  the  fact  that  now  Israel's 


three  major  banks,  which  with  the 
Labor  Federation's  holding  company 
own  most  of  Israeli  industry,  are  expe- 
riencing serious  financial  difficulties. 
So  are  the  Labor-affiliated  agricultural 
cooperatives  and  many  of  the  over  200 
state-owned  corporations. 


which  are  often  given  as  reasons  for 
government  intervention  in  the  econ- 
omy. But  they're  mostly  rationaliza- 
tions for  continuing  the  present  inef- 
ficiency, and  in  fact  government  in- 
tervention is  often  counter- 
productive. Israel  would  have  more 
immigrants,  and  could  afford  more 
defense,  if  its  GNP  were  twice  as  big, 
which  it  could  easily  be. 

Why?  It  has  no  natural  resources. 
Neither  does  Japan.  Israel's  wealth  is 
its  people.  For  example,  it  has  more 
scientists  per  capita  than  Switzerland. 
Look  at  the  Lavi  fighter.  [A  major  de 
fense  project,  just  canceled.]  From  an 
economic  standpoint,  it  should  never 
have  been  built;  we  should  have 
bought  a  mainframe  in  the  U.S.  and 
adapted  it.  But  it  was  a  remarkable 
technical  achievement. 

What  happened  to  the  "liberalization"  of 
the  Israeli  economy  under  Begin? 
Liberalization  never  got  off  the 
ground.  The  economy  remains  so 
highly  regulated  that  even  most  of  the 
so-called  private  sector  is  run  by  what 
are  in  effect  cost-plus  bureaucrats.  All 
the  liberalization  episode  did  was  al- 
low people  to  claim  that  the  free  mar- 

Geoffrev  Biddle 
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Israeli  strategist  Daniel  Doron 

Still  too  many  "cost-plus  bureaucrats. 


But  doesn 't  Israel's  defense  burden  mean 
that  the  government  must  inevitably  play 
a  major  role  in  the  economy? 
The  Israeli  GNP  is  officially  about 
$27  billion,  and  the  total  government 
budget  comes  close  to  that.  Defense  is 
about  25%.  But  if  you  factor  out 
American  aid,  defense  takes  only 
about  6%  of  Israel's  GNP. 

Israel  does  have  national  goals, 
such  as  encouraging  immigration, 


ket  was  discredited.  We're  holding  a 
special  conference  marking  its  tenth 
anniversary  in  January — we  wanted  to 
have  it  near  the  Dead  Sea,  for  symbol- 
ic reasons,  but  we  couldn't  make  res- 
ervations in  time.  The  Israeli  hotel 
industry  is  a  government-organized 
cartel. 

Are  market  forces  still  preiailing? 
Under  the   circumstances,   it's  as- 
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founding  vhat  Israel's  been  able  to  do 
so  much.  Look  how  many  of  its  inhab- 
itants drive  Cadillacs — to  you,  they 
look  likt;  (and  they  are)  Subarus,  but 
they  cost  as  much  as  Cadillacs.  This 
is  largely  due  to  the  underground 
economy.  The  real  Israeli  GNP  is 
probably  $30  billion. 

And  it  is  producing  an  interesting 
phenomenon:  The  social  groups  that 
have  access  to  political  power — the 


WASPs,  White  Ashkenazi  with  Pro- 
tektzia — are  not  doing  as  well  in  their 
highly  taxed  government  jobs  as 
many  of  the  Sephardim,  who  have 
been  forced  by  lack  of  access  to  politi- 
cal power  into  establishing  their  own 
small  businesses — beauty  parlors, 
vegetable  stalls  and  so  on.  Of  course, 
Tom  Sowell  [the  black  American 
economist  who  has  written  critically 
about  racial  quotas;  Forbes,  Aug.  24] 


would  not  be  surprised  by  this. 

I  loir  is  your  message  being  received? 
Among  Israeli  intellectuals,  in  some 
senses  better  than  expected.  Ameri- 
can Jews  I  find  amazing.  They're  often 
hard-nosed  businessmen,  but  they  go 
soft  on  Israel.  Even  their  so-called  in- 
vestments are  frequently  noneconom- 
ic.  Too  often,  they  seem  to  like  re- 
garding us  as  a  charity  ward.  ■ 


On  the  Docket 


Will  labor  talks  turn  nasty?  The  answer 
could  lie  with  a  federal  judge. 


What  price 
peace? 


By  Dei  id  re  Fanning 


T|he  1980s  have  been  happily 
touched  by  relatively  little  la- 
bor strife,  especially  when  com- 
pared with  the  decade  before,  and  one 
reason  has  been  the  widespread  use  of 
a  bargaining  tactic  known  as  the 
"lump-sum  payment."  In  lieu  of 
union  wage  hikes,  employers  have 
won  worker  cooperation  at  contract 
time  by  offering  one-time  payments 
rather  like  annual  performance  bo- 
nuses. In  1986  payments  of  this  kind 
figured  in  one-third  of  all  noncon- 
struction  labor  contracts  negotiated. 

Unfortunately,  this  sensible  alter- 
native to  ever  escalating  wage  and 
overtime  costs  could  be  in  trouble, 
and  with  it  the  labor  peace  that  it  has 
helped  purchase.  A  case  that  is  to  be 
argued  before  a  federal  appeals  court 
this  month  could  decide  whether 
such  payments  will  be  part  of  the  for- 
mula employers  must  use  to  compute 
workers'  overtime — thereby  under- 
mining their  very  appeal  as  an  alterna- 
tive to  contractually  agreed-upon 
wage  increases. 

The  current  issue  arises  from  1984 
labor  contract  talks  involving  paper 
manufacturers  and   some   of  their 


unionworkers.  To  stay  competitive 
with  the  pay  scales  of  other  paper 
companies,  the  firms  offered  their 
workers  a  contract  calling  for  reduced 
medical  benefits  and  minimal  wage 
increases.  To  sweeten  the  medicine, 
the  companies  offered  to  throw  in  two 
years'  worth  of  lump-sum  payments, 


totaling  $1,250  per  worker,  if  the 
union  would  accept  the  contract. 

The  union  agreed,  and  for  a  while 
union-management  relations  at  the 
companies  ran  smoothly.  But  last 
spring  everything  changed.  Acting  on 
a  suit  from  some  of  the  employees 
involved  in  the  1984  talks,  a  federal 
district  court  in  Pennsylvania  ruled 
that  contractual  lump-sum  payments 
must  be  incorporated  into  the  base 
hourly  rate  used  to  calculate  a  work- 


er's overtime.  The  whole  idea  behind 
such  payments  was,  of  course,  to 
avoid  precisely  that  result. 

Lump-sum  payments  first  came 
into  vogue  as  a  collective  bargaining 
tool  in  the  late  1970s  when  the  slow- 
ing economy  forced  companies  to 
hold  down  labor  costs.  But  labor  con- 
tracts carrying  wage  freezes  and  re- 
duced health  care  benefits  still  had  to 
appear  at  least  somewhat  palatable  to 
employees,  and  lump-sum  payments 
emerged  as  a  way  to  achieve  this.  The 
payments  allowed  corporations  to  put 
more  money  in  workers'  pockets 
without  agreeing  to  wage  increases 
that  would  reverberate  through  every- 
thing from  overtime  to  vacation  bene- 
fits and  pension  plans. 

"It's  a  negotiating  tactic  that  both 
management  and  labor  have  em- 
braced, for  different  reasons,"  says  la- 
bor specialist  Mark  Brossman,  a  law- 
yer at  New  York's  Chadbourne  &. 
Parke.  "Employers  keep  their  pay 
rates  down,  yet  workers  still  get  a 
check,  say,  for  $1,000." 

This  happy  arrangement  has  be- 
come a  hallmark  of  labor  negotiations 
throughout  all  of  industry.  In  1986 
fully  100%  of  labor  contracts  negoti- 
ated in  the  rail  industry  and  96%  of 
those  in  the  petroleum  industry  con- 
tained lump-sum  provisions.  Nearly 
70%  of  the  paper  industry  contracts 
and  45%  of  transportation  equipment 
contracts  contain  such  provisions. 

All  that  may  now  change.  By  siding 
with  the  union  in  the  1986  suit,  the 
district  court  created  what  is  so  far 
the  only  federal  case  law  existing  on 
the  matter.  How  the  Third  Circuit 
Court  of  Appeals  will  decide  when 
reviewing  the  case  is  anybody's  guess, 
but  there  seems  little  doubt  that  if  the 
lower  court's  ruling  sticks,  labor  talks 
could  become  much  tougher  to  nego- 
tiate in  the  future. 

In  short,  what  we  have  here  looks  to 
be  just  one  more  case  of  the  judiciary 
trying  to  fix  something  before  it's 
broke — and  possibly  breaking  it  real 
good  in  the  process.  ■ 
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1  customers  unhappy  with  their  bro- 
rshave  only  their  own  stupidity  to  blame 
investments  gone  sour.  But  investors 
with  legitimate  beefs  quickly  become  mired 
in  an  unexpected  mess:  arbitration. 

We  wuz  robbed 


By  Richard  L.  Stern 

Constance  Brown,  a  58-year- 
old  New  York  City  municipal 
employee,  thought  she  had  a 
friend  at  Rooney,  Pace,  the  securities 
firm  now  being  drummed  out  of  the 
brokerage  business  on  charges  of  mar- 
ket manipulation  (Forbes,  Dec.  1, 
1986].  Some  friend.  On  Apr.  28,  1986 
Brown's  broker,  Jean  Alexis,  allegedly 
without  authorization  bought  shares 
for  her  in  a  dicey  stock  called  Dense- 
Pac  Microsystems  and  promptly  lost 
$1,600.  After  fighting  with  Rooney, 
Pace  for  almost  seven  months,  Brown 
filed  for  an  arbitration  hearing  at  the 
National  Association  of  Securities 
Dealers,  charging  both  Alexis  and  the 
firm  with  making  unauthorized 
trades. 

Brown  made  the  error  of  dealing 
with  a  sleazy  outfit.  Investors  who  did 
business  with  First  Jersey  Securities 
or  with  Blinder,  Robinson  (Forbes, 
Apr.  20)  likewise  could  expect  to  be 
taken.  But  what  happens  if  you  think 
you've  been  had  by  a  reputable  bro- 
ker? How  decent  a  break  can  you  ex- 
pect from  arbitration? 

Arbitration  is  a  profoundly  imper- 
fect process.  There  are  no  rules  of 
evidence.  The  arbitrators  themselves 
are  paid  by  the  exchanges.  The  loca- 
tions and  times  of  hearings  are  often 
set  at  the  convenience  of  the  arbitra- 
tors and  brokers,  with  little  regard  for 
the  investor  seeking  redress. 

When  an  investor  does  "win"  a 
case,  awards  are  rarely  for  the  full 
amount  lost  and  even  less  frequently 
include  lawyer's  fees,  travel  expenses 
or  any  other  costs  to  the  investor  for 
prosecuting  the  case.  There  are  no 
written  decisions,  and  few  records  are 
kept.  Nothing  is  made  public,  and  a 
court  appeal  is  unlikely  to  be  success- 
ful unless  there  is  blatant  misconduct 


in  the  arbitration  proceedings. 

Yet  since  a  U.S.  Supreme  Court  rul- 
ing in  June,  Shearson  American  Ex- 
press v.  McMahon,  most  investors 
have  no  choice  but  to  arbitrate  their 
disputes  before  these  panels.  Many 
brokerage  firms  insist  that  their  cli- 
ents sign  arbitration  agreements. 

In  the  wake  of  the  market  crash, 
industry  arbitrators  are  certain  to  find 
themselves  confronting  hordes  of  an- 
gry investors.  A  postcrash  hotline  set 
up  by  the  North  American  Securities 
Administrators  Association,  trade 
group  for  the  nation's  state  securities 


commissioners,  took  6,500  calls  in 
the  15  business  days  following  the 
crash.  Do  all  these  people  have  legiti- 
mate gripes?  Of  course  not.  Most  no 
doubt  just  need  to  blow  off  steam, 
realizing  full  well  that  their  own  stu- 
pidity got  them  into  trouble  in  a 
hyped-up  market.  Most,  but  obvious- 
ly not  all. 

A  good  number  of  complaints,  for 
example,  came  from  people  who  said 
their  stock  positions  were  sold  out 
without  proper  notification  when 
their  accounts  fell  below  margin. 
"We've  got  retired  people  who  were 
near  their  phones  all  day  and  appar- 
ently were  never  called,"  says  North 
American  Securities  Administrators 
Association  spokesman  Scott  Stapf. 
"We're  not  talking  about  a  few  com- 
plaints, but  hundreds,"  Stapf  adds. 

Most  poignant,  few  of  the  callers 
realized  that  when  they  opened  their 
brokerage  accounts  they  might  also 
have  signed  an  agreement  in  which 
they  gave  up  their  rights  to  go  to 
court.  Such  agreements  have  been 
around  for  years,  but  they  were  ruled 
unenforceable  by  at  least  eight  circuit 
courts  of  appeal,  the  Supreme  Court 
itself  and  the  Securities  &  Exchange 
Commission.  Only  three  years  ago,  in 
fact,  the  SEC  was  demanding  that  bro- 
kerage firms  tell  their  customers  that 
those  signed  agreements  did  not  pre- 
clude their  rights  to  go  to  court. 
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Some  surprise,  then,  that  when  the 
McMahon  case  reached  the  high 
court,  the  SEC  under  former  chair- 
man John  Shad  performed  a  180-de- 
gree  turn  and  came  forward  on  the 
industry's  side.  The  result:  The  court 
ruled  that  arbitration  agreements  are 
binding.  As  Frank  Wilson,  general 
counsel  for  the  National  Association 
of  Securities  Dealers,  explains,  arbi- 
tration is  no  longer  just  an  alternative 
to  going  to  court.  It  is  now  the  only 
place  that  a  great  many  investors  can 
go  when  they  believe  they've  been 
cheated  by  their  brokers. 

Arbitration  most  often  is  under  the 
aegis  of  the  NASD  or  one  of  the  ex- 
changes, self-regulatory  bodies  that 
are  owned  and  operated  by  the  broker- 
age industry  itself.  The  arbitration 
panels  most  often  are  composed  of 
industry  people,  usually  three  to  a 
panel,  who  are  not  trained  arbitrators. 

The  process  was  originally  designed 
to  mediate  disputes  without  legalese 
and  without  the  endless  delay  and 
expense  of  the  court  system.  When  it 
works,  the  process  can  be  fair  and 
efficient.  Trouble  is,  it  does  not  work 
very  well  anymore.  The  standard  in 
this  area,  and  model  for  resolving  di 
putes  outside  the  courts,  is  thu  Ameri- 
can Arbitration  Association,  based  in 
New  York  City.  But  even  AAA  pro- 
ceedings have  now  become  tediously 
slow,  expensive  for  the  participants 
and  packed  with  clamoring  lawyers. 
A  process  meant  to  be  quick,  clean 
and  cheap  has  now  become  none  of 
the  above. 

The  first  thing  Connie  Brown  dis- 
covered when  she  filed  her  case 
against  Rooney,  Pace  was  that  the 
NASD  could  not  or  would  not  tell  her 
if  there  were  others  pending  or,  more 
important,  if  there  had  been  others 
decided  for  or  against  Rooney,  Pace  or 
broker  Alexis. 

With  a  little  luck  and  a  lot  of 
sleuthing  Brown  managed  to  find  two 
other  former  customers — Dawn  Ew- 
ing  and  Thelma  Thomas — with  com- 
plaints of  unauthorized  trades  against 
Alexis.  (A  hint  to  investors:  While  the 
NASD  and  the  exchanges  won't  tell 
you  if  there  have  been  past  securities 
laws  violations  by  your  broker,  most 
state  securities  commissioners  will.) 
Brown's  and  Thomas'  cases,  though 
filed  before  Ewing's,  are  still  pending. 
But  Dawn  Ewing  called  Thomas  as  a 
witness  and  won  her  case. 

The  National  Association  of  Securi- 
ties Dealers  ruled  she  should  get  her 
full  $1,500  loss  from  Rooney,  Pace 
and/or  the  broker  Jean  Alexis.  But  the 
firm  is  now  closed  and  Alexis  is  work- 
ing at  another  Manhattan  brokerage 
firm,  Brooks,  Wienger,  Robbins  & 


Leeds.  So  how  can  Ewing  get  her  mon- 
ey? The  NASD  told  her  to  hire  a  law- 
yer and  go  to  court.  For  $1,500.  Wel- 
come to  arbitration,  industry-style. 

While  the  complaints  of  the  three 
women  were  too  small  for  most  law- 
yers to  handle,  arbitration  panels  at 
the  NASD  and  the  exchanges  rarely 
award  legal  fees  anyway,  or  damages, 
or  travel  expenses.  And  there's  no 
doubt  that  in  bigger,  more  complicat- 
ed cases  such  as  stock  manipulation, 
having  a  lawyer  is  crucial.  But  the 
industry  panels'  unwillingness  to 
award  legal  fees  means  that  even 
when  there  is  a  finding  of  wrongdoing, 
investors  come  out  less  than  whole. 
Lawyers  do  not  work  free,  of  course. 
Their  fees  routinely  take  at  least  a 
third  of  any  awards. 

Industry  officials  argue  in  their  de- 
fense that  over  50%  of  the  arbitration 
cases  result  in  an  award  to  the  cus- 
tomer. However,  Robert  Dyer,  a  Flori- 
da attorney  who  frequently  takes  cus- 
tomer complaints  to  arbitration,  ar- 
gues that  most  often  the  awards  are 
no  more  than  60%  of  the  losses.  Cath- 
olic University  law  professor  David 
A.  Lipton,  in  a  study  of  40  randomly 
selected,  industry-run  arbitration 
cases,  found  the  customers  won  58% 
of  the  time.  But  70%  got  60%  or  less 
of  what  they  claimed  they  had  lost. 

A  major  reason  the  Supreme  Court 


may  have  ruled  the  way  it  did  was  its 
concern  for  relieving  overcrowded 
court  dockets.  This,  even  though  the 
numbers  of  securities  cases  are  still 
not  of  a  magnitude  to  overwhelm  the 
judiciary.  There's  also  little  doubt 
that  the  SEC's  turnaround  in  support 
of  the  industry  influenced  the  court. 
The  commission's  argument  was  that 
it  had  extensive  authority  to  regulate 
the  industry's  arbitration  procedures 
(although  it  admits  it  has  no  enforce- 
ment power).  At  any  rate,  last  Sep- 
tember the  SEC  did  propose  signifi- 
cant changes  in  the  arbitration  pro- 
cess. It  wanted  final,  detailed  written 
opinions,  for  example,  and  more  arbi- 
trators who  are  independent  of  the 
industry.  It  proposed  that  panel  mem- 
bers be  trained  and  evaluated  on  a 
regular  basis.  It  also  asked  for  revised 
subpoena  rules  so  that  requests  for 
documents  are  not  routinely  ignored. 

Meanwhile  Congress  is  also  look- 
ing at  this  entire  process  and  may  well 
decide  to  pass  new  laws  that  would 
strengthen  investors'  rights  in  broker 
disputes.  Obviously,  there  is  plenty 
that  the  industry  itself  could  do  to 
clean  up  this  act.  If  it  doesn't,  Con- 
gress will  step  in  and,  in  the  name  of 
consumerism,  saddle  the  securities 
industry  and  the  nation  with  the  last 
thing  we  need:  more  litigation  and 
higher  legal  costs.  ■ 


In  the  mens  quality  clothing  business, 
Hartmarx  is  the  biggest  and  most  profit- 
able. So  why  does  its  stock  lag? 

A  new  cut  for 
the  gray  flannel 


By  Steve  Weiner 


T|he  troika  that  runs  $1.1  bil- 
lion (sales)  Hartmarx  Corp. 
can't  figure  out  why  Wall  Street 
treats  the  company  like  just  another 
off-the-rack  suit. 

After  all,  the  creases  at  this  clothing 
maker  and  retailer  seem  sharply 
pressed.  With  a  20%  share  of  the  mar- 
ket for  expensive  men's  clothing 
(suits  to  $800),  Hartmarx'  profits  are 


up  nearly  70%  this  year  and  should 
rise  by  a  hefty  amount  again  in  1988, 
even  though  sales  are  flat.  A  painful 
reorganization  of  its  440-store  retail- 
ing arm  is  over,  and  the  division  is 
paying  well-tailored  returns.  The  Chi- 
cago-based company  is  establishing  a 
rack  of  new  national  brands  (Racquet 
Club  suits,  ties  and  shirts,  for  in- 
stance, or  Henry  Grethel  suits  and 
furnishings),  and  its  balance  sheet  is 
so  strong  that  it  pays  for  acquisitions, 
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Any  company  can  tald 

Only  one  can  pu 


The  moment  IBM  introduced  the 
Personal  System/2  family,  the  race  was  on  to 
copv  or  "clone"  the  new  technology. 

Easier  said  than  done.  And  here's  why. 

When  IBM  set  out  to  make  the  new  com- 
puters, we  could  have  simply  installed  a  more 
powerful  chip  into  our  top  PC  performer,  as 
some  computer  companies  are  doing.  To  us, 
that's  just  pushing  an  older  technology  to 
its  limits. 

Instead,  we  broke  ground  with  a  new 
technology.  One  that  would  maintain 
links  to  earlier  PCs,  meet  our  customers' 
needs  for  more  power  and  performance, 
and  serve  as  a  platform  for  future  growth. 

For  instance,  you  wanted  us  to  give 
you  more  standard  features,  and  we  did, 
but  not  by  plugging  cards  into  the  machine. 
Instead,  we  came  up  with  a  quieter,  more 
reliable,  more  compact  solution— a 
single  board  with  printer,  communica- 
tion and  mouse  ports,  even  advanced 
graphics,  built  in. 

In  fact,  the  entire  technology  was  de- 
veloped from  a  "total  system"  philosophy- 
using  IBM  components,  and  IBM  chips, 
specially  designed  and  integrated  to  send 
overall  performance  and  rebability  up,  and 
costs  down. 

We  could  even  have  been  content  to 
direct  information  through  a  tradition- 
al "single  bus''  highway.  Instead, 
we  created  a  superhighway 
called  Micro  Chann< 


architecture  in  Models  50, 60  and  80,  a 
much  more  efficient  method  of  sending  and 
receiving  information. 

We  also  introduced  a  new  version  of 
DOS  which  taps  into  the  power  of  the  new 
systems  and  runs  current  software  better. 
And  we  just  unveiled  a  new  operating  system, 
OS/2,  that  opens  up  a  world 
of  possibilities. 


lie  IBM  PS/2  apart. 

;  all  together. 


For  starters,  its  compatible  with  today  s 
DOS,  protecting  your  investment  in  hardware 
and  software.  It  works  beautifully 
with  Micro  Channel,  making  it  easier 
to  do  many  jobs  at  once.  What's  more, 
OS/2  establishes  a  consistent  look  for 
virtually  all  software  and  systems,  part 
of  a  blueprint  for  the  future  we  call 
Systems  Application  Architecture. 

Even  IBM's  legendary  dealer  network 
has  been  improved.  A  special  certification 
program  gives  dealers  advanced  training,  so 
service  and  support  are  even  stronger.  In  fact, 
support  comes  from  many  sources— right  now, 
hundreds  of  outside  developers  are  creating 
new  cards,  software  and  peripherals. 

So  you  see,  the  world  of  the  Personal 
System/2  is  far  greater  than  any  single  com- 
puter or  chip  or  component.  And  when  you 
try  taking  apart  a  system  like  this,  you  can 
just  wind  up  with  lots  of  bits  and  pieces. 

For  more  inf  ormation,  see  your  IBM  Mar- 
keting Representative  or  authorized  dealer. 
"Nobody*  got  it        For  the  dealer 
nearest  you,  call 
1-800-447-4700. 


IBM  isa  registered  trademark  and  Personal  System/2,  PS/2,  OS/2  and  Micro  Channel  are 
trademarks  of  I BM  Corporation  @  IBM  1987 


Ifcivid  Sulton 


John  Meinert,  Harvey  Weinberg  atid  Bert  Hand  of  Hartmarx 
Protracted  yawns  from  investors  despite  strong  profits. 


stock  repurchases  and  expansion  with 
debt  at  a  mere  15%  of  capital. 

Investor  reaction:  protracted 
yawns.  Rarely  buoyant,  Hartmarx 
stock  struggled  up  four  points  to  just 
over  34  this  summer  before  plopping 
back  after  the  October  market  crash 
to  just  above  19.  That's  only  9  times 
expected  1987  earnings,  well  below 
the  current  market  multiple  of  about 
15  and  at  the  low  end  of  the  range  for 
apparel  companies.  "Maybe  we 
haven't  told  our  story  well,"  says  Har- 
vey Weinberg,  vice  chairman  and 
chief  executive  officer. 

Or  maybe  Hartmarx,  like  many  of 
its  middle-aged  customers,  tends  to 
romanticize.  "Everybody,"  admits 
Weinberg,  "looks  in  the  mirror  and 
sees  a  40  regular,  not  a  44  long." 

Truth  is,  for  this  conservative  but 
energetic  company,  the  answer  lies 
somewhere  in  between.  The  biggest 
part  of  Hartmarx'  business,  elegant 
but  conservatively  tailored  men's 
suits  and  sports  jackets  under  venera- 
ble labels  like  Hickey- Freeman  and 
Hart,  Schaffner  &  Marx,  is  a  no- 
growth  operation  that  until  recently 
was  short,  as  well,  on  fashion  and 
pizzazz.  New  businesses  in  the  cloth- 
ing trade  tend  to  be  small.  The  five 
names  that  Hartmarx  hopes  to  coax 
into  a  major  new  business  (Briar  ties, 
Yorke  shirts,  H.  Oritsky  suits,  Henry 


Grethel  and  Cesarani  designer  cloth- 
ing) together  have  just  $50  million  in 
sales.  No  fashion  craze,  this. 

And  Hartmarx,  along  with  most 
garment  merchants,  tends  to  lean  to- 
ward overoptimism;  it  goes  with  the 
territory.  The  retail  stores  reorganiza- 
tion— which  consolidated  credit,  dis- 
tribution, buying  and  accounting 
functions  of  23  divisions  into  central 
locations — lasted  longer  but  took  a 
greater  toll  than  expected  before  it 
ended  last  year.  For  the  first  time  in 
its  history,  Hartmarx  fired  a  major 
cadre  of  employees,  800  mostly  ad- 
ministrative workers  who  ran  the  di- 
visions like  independent  duchies.  The 
flow  of  goods  to  the  stores  was  severe- 
ly disrupted,  cutting  sales. 

Among  the  casualties  of  the  reorga- 
nization: Retail  profits  plunged  from 
$28  million  on  sales  of  $634  million 
in  1985  to  a  $2.8  million  loss  last  year 
on  sales  of  $575  million,  pulling  over- 
all profits  down  42%,  to  $24.8  mil- 
lion, or  a  skimpy  $1.20  a  share.  Rich- 
ard P.  Hamilton,  the  chairman  and 
chief  executive  officer  who  oversaw 
the  often  bitter  reorganization, 
abruptly  resigned  late  in  1986. 

He  was  replaced  by  the  retailing 
chief,  Weinberg,  50,  and  two  other 
longtime  senior  executives,  John 
Meinert,  59,  the  chief  financial  offi- 
cer, now  chairman  and  chief  adminis- 


trative officer,  and  Elbert  O.  Hand,  48, 
manufacturing  boss,  and  now  presi- 
dent and  chief  operating  officer.  For  a 
usually  slow-moving,  gray  flannel 
outfit  like  Hartmarx,  they  have  done 
plenty  since  their  ascension;  so  much, 
in  fact,  that  Weinberg  expects  to 
goose  Hartmarx  sales  to  over  $2  bil- 
lion by  early  in  the  next  decade. 

Most  growth  now  comes  from  the 
reconstituted  retail  organization.  By 
consolidating  administrative  and  dis- 
tribution functions,  Hartmarx  saves 
$10  million  a  year  and  increases  its 
clout  with  suppliers,  who  now  deal 
with  several  buyers  instead  of  dozens. 
Better,  Hartmarx  has  begun  to  acquire 
small,  independent  retail  chains,  like 
Anton's,  a  nine-store,  family-owned 
Detroit  outfit  purchased  last  month 
for  $5  million. 

Such  little  chains  can  be  gold 
mines.  Anton's,  with  annual  sales  of 
about  $15  million,  produced  less  than 
$200,000  in  profit.  By  stripping  away 
most  of  its  administrative  staff,  im- 
proving merchandise  and  boosting 
margins,  Hartmarx  figures  to  multi- 
ply profits  tenfold.  Weinberg  expects 
more  of  these  deals,  while  he  also 
adds  stores  to  his  menswear  chains 
and  to  Country  Miss,  a  women's  ap- 
parel division.  Another  prospect  is  a 
chain  of  quality  sportswear  stores  for 
businessmen.  Weinberg  expects  retail 
profits  to  hit  $14  million  this  year  and 
to  double  next  year. 

Growth  comes  far  slower  on  the 
manufacturing  side.  Hand  wants  to 
build  several  national  brands — Rac- 
quet Club,  Briar  and  Henry  Grethel — 
to  appeal  to  a  new  Hartmarx  market, 
men  under  35.  But  that's  a  piecework 
process.  Racquet  Club  suits,  slacks 
and  jackets,  for  example,  a  mere  $15 
million  business  now,  may  double  in 
a  few  years  with  a  major  promotional 
push.  The  Grethel  designer  furnish- 
ings and  sportswear  lines  and  new 
Briar  label  for  moderately  priced,  tra- 
ditional clothing  will  not  be  profit- 
able until  1989  at  the  earliest. 

The  Hartmarx  board  has  authorized 
the  company  to  bid  on  other  clothing 
makers.  Last  year  it  took  a  run  at 
Oxxford,  its  main  competitor  in  top- 
price  suits,  but  lost  out  to  a  manage- 
ment buyout.  Inconclusive  talks  have 
been  held  with  companies  in  the  $200 
million  to  $300  million  range. 

The  effect  of  all  this,  says  Meinert, 
should  be  earnings  growth  of  better 
than  20%  a  year.  Even  allowing  for 
the  overoptimism  that  afflicts  the 
trade,  that's  a  pleasant  prospect.  Wall 
Street  sometimes  forgets  that  slow 
isn't  stupid.  These  days  Hartmarx  has 
developed  a  certain  careful  style.  Is 
that  so  terrible?  ■ 
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City  National  Bank  can  thank  a  whiskey 
distiller  for  its  colorful  past.  Credit  its  chief, 
Br  am  Goldsmith,  for  its  prosperous  present. 


Bank  to  the  stars 


By  Lisa  Gubernick 


F|  rank  Sinatra,  Kirk  Douglas 
and  Steven  Spielberg  all  bank 
there,  but  you  won't  see  their 
pictures  gracing  the  plain  gray  walls 
of  City  National  Bank  in  Los  Angeles. 
"We  don't  want  this  place  to  look  like 
a  deli,"  quips  Jerry  Schulte  executive 
vice  president. 

It  may  not  be  a  deli,  but  City  Na- 
tional isn't  your  ordinary  bank,  ei- 
ther. Its  roster  of  celebrity  customers 
is  only  part  of  what  makes  it  stand 


apart.  The  smallish  (assets,  $3  billion) 
bank  has  become  one  of  the  financial 
industry's  most  profitable  institu- 
tions. Its  19.3%  return  on  shareholder 
equity  compares  with  an  industry  me- 
dian of  8.8%.  In  1986  City  National's 
net  interest  margin — the  spread  be- 
tween what  it  pays  for  money  and 
what  it  earns  on  the  money — was 
5.27%,  one-quarter  percent  more  than 
the  industry  average.  One  reason: 
Like  many  affluent  people,  City  Na- 
tional's customers  are  less  concerned 
with  making  money  on  their  check- 


ing accounts — 30%  of  all  City  Na- 
tional deposits  are  in  demand  ac- 
counts, vs.  24%,  for  example,  at  Wells 
Fargo  &  Co. 

Some  of  this  profitability  derives 
from  the  bank's  computer  setup.  In 
1976,  when  Chairman  Goldsmith 
computerized  the  bank's  back  office, 
he  figured  he  could  sell  to  other, 
smaller  banks  what  he  was  doing  for 
himself.  Today  more  than  200  small 
banks  in  the  region  use  City  Nation- 
al's data  processing  operation,  provid- 
ing the  bank  with  17%  of  its  total 
pretax  income. 

But  probably  the  bank's  biggest  as- 
sets are  the  principals'  personal  con- 
nections. The  bank  was  founded  by 
Alfred  Hart,  a  southern  California 
whiskey  distiller  who  sat  on  Colum- 
bia Pictures'  board  of  directors.  An- 
other major  shareholder  was  also  a 
whiskey  distiller,  Ben  Maltz,  the  fa- 
ther-in-law of  a  young  California 
builder,  Bram  Goldsmith. 

Hart  was  a  crony  of  Frank  Sinatra 
and  helped  finance  From  Here  to  Eterni- 
ty. Sinatra  became  a  customer,  and 
one  star  attracted  another.  "In  Cali- 
fornia, where  prestige  and  status 
count,  City  National  has  meaning," 
says  Gerry  Findley,  a  Brea,  Calif.- 
based  bank  analyst.  After  Sinatra 
came  Danny  Kaye,  the  Marx  brothers 
and  Jack  Benny. 


City  National  Bank  's  Bram  Goldsmith 

"We  stick  to  the  businesses  we  understand"—  Frank  Sinatra,  Kirk  Douglas  and  Steven  Spielberg,  among  others. 
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Consider  the  credentials 


With  Morgan  Stanley  as  Sponsor  and 
Morgan  Guaranty  as  Investment  Advisor, 
The  Pierpont  Tax  Exempt  Money  Market 
Fund  offers  a  welcome  alternative  for  the 
discerning  investor. 

The  Fund  is  designed  for  individuals  and 
institutions  who  want  to  maintain  a  position 
in  high  quality,  highly  liquid  tax  exempt 
instruments.  It  seeks  to  maximize  the 
amount  of  current  income  exempt  from 
Federal  income  tax. 

The  minimum  initial  investment  is 


$25,000,  except  for  shareholders  of  another 
Pierpont  Fund,  for  whom  it  is  $10,000. 
There  are  no  sales  charges. 

More  complete  information,  including 
expenses,  is  contained  in  the  prospectus, 
which  you  should  read  carefully  before  in- 
vesting. To  obtain  a  copy,  along  with  current 
investment  results,  please  call  one  of  our 
account  representatives  toll-free  at  (800) 
521-5412,  or  write  The  Pierpont  Funds, 
Morgan  Stanley  &  Co.  Incorporated,  1221Av- 
enue  of  the  Americas,  New  York,  NY  10020. 


MORGAN  STANLEY 


Consider  the  credentials 


With  Morgan  Stanley  as  Sponsor  and 
Morgan  Guaranty  as  Investment  Advisor, 
The  Pierpont  Tax  Exempt  Bond  Fund 
offers  a  welcome  alternative  for  the  dis- 
cerning investor. 

The  Fund  seeks  tax  exempt  yields 
greater  than  those  available  from  a  portfo- 
lio of  short  term  tax  exempt  obligations. 
The  Fund  invests  in  municipal  bonds  and 
notes  that  earn  interest  exempt  from  fed- 
eral income  tax.  Currently,  the  portfolio  is 
predominantly  invested  in  instruments 
rated  AA  or  better. 

The  minimum  initial  investment  is 


$25,000,  except  for  shareholders  of 
another  Pierpont  Fund,  for  whom  it  is 
$10,000.  There  are  no  sales  charges. 

More  complete  information,  including 
expenses,  is  contained  in  the  prospectus, 
which  you  should  read  carefully  before 
investing. 

To  obtain  a  copy,  along  with  current 
investment  results,  please  call  one  of 
our  account  representatives  toll-free  at 
(800)  521-5412,  or  write  The  Pierpont 
Funds,  Morgan  Stanley  &  Co.  Incorpo- 
rated, 1221  Avenue  of  the  Americas,  New 
York,  NY  10020. 


MORGAN  STANLEY 


In  1963,  when  Sinatra's  son  was 
kidnapped,  he  went  to  City  National 
Bank  for  a  loan.  Within  hours  the 
bank's  vault  was  unlocked,  the 
$240,000  ransom  was  paid,  and  his 
son  was  freed.  The  only  charge  to  Sin- 
atra: $2,000  that  was  not  recovered 
from  the  kidnappers. 

Through  the  1960s  son-in-law 
Goldsmith,  one  of  the  largest  com- 
mercial real  estate  developers  in  Bev- 
erly Hills,  evolved  into  City  Nation- 
al's largest  customer.  He  became  a 
City  National  director  in  1963,  and 
when  Hart  took  ill  in  the  early  1970s, 
he  took  over  the  bank.  In  1975  Gold- 
smith bought  Hart's  20%  stake  for 
$3.6  million;  it's  currently  worth 
about  $72  million. 

Entertainment  types  are  used  to 
fast  service,  and  Goldsmith  provides 
it.  "If  you  need  money  for  a  client  or  a 

Why  are  there  no  stars' 
pictures  on  the  walls?  "We 
don't  want  this  place  to 
look  like  a  deli,"  says 
Executive  Vice  President 
Jerry  Schulte. 

project,  you  have  a  person  to  call  to 
get  a  decision  the  next  day,"  says  Ed- 
ward Hookstratten,  a  lawyer  who  rep- 
resents Johnny  Carson.  A  loan  com- 
mittee meets  each  morning  to  assess 
applications  received  before  3  the  pre- 
vious afternoon. 

Says  Goldsmith:  "We  stick  to  the 
businesses  we  understand."  There  are 
virtually  no  energy,  agricultural  or 
foreign  loans  in  City  National's  port- 
folio. Thus  in  1986  City  National  had 
a  net  charge-off  of  0.67%,  about  two- 
thirds  the  industry  average.  Most  of 
its  earnings  come  from  boring  but  sol- 
id commercial  loans.  The  bank  spe- 
cializes in  companies  with  sales  un- 
der $100  million — a  market  bankers 
eagerly  court  but  that  City  National 
has  long  enjoyed. 

Goldsmith's  real  estate  experience 
helps,  too.  While  other  banks  scurried 
to  lend  millions  to  build  row  upon 
row  of  high-rises  along  Wilshire  Bou- 
levard, Goldsmith  steered  clear.  "Cal- 
if ornians  just  aren't  cliff-dwellers,"  he 
notes.  Today  many  of  those  complex- 
es stand  half-empty,  their  finances 
foundering. 

What  happens  to  the  bank  after 
Goldsmith?  A  vigorous  64,  he  says  he 
has  no  plans  to  retire.  On  the  other 
hand,  he  has  no  apparent  successors — 
one  son  is  a  novelist,  the  other  runs 
Republic  Pictures.  But  with  a  busi- 
ness based  as  much  on  personal  con- 
nections as  this  one  is,  the  question  of 
succession  is  bound  to  arise.  ■ 
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Free  Facts  That  Can  Cut 
Your  Exercise  Time  In  Half 

Find  out  how  you  can  exercise  your  entire  cardiorespiratory 
system  with  the  GUIDE  TO  BETTER  HEALTH  AND  FITNESS 
—A  12  Minute  Aerobic  Workout  from  Lifecycle®This  hook-W  is 
yours  absolutely  FREE  when  you  mail  in  the  coupon  below. 

A  Challenging  Workout  in  Only 
12  Minutes 

You  can  get  an  extensive  cardiores- 
piratory workout  for  a  longer,  healthier 
life  just  by  doing  a  special  12  minute 
routine  a  few  days  a  week.  This  16  page, 
fully-illustrated  booklet  tells  about  an 
easy,  proven  method  that  can  help  you: 
•  Improve  your  cardiorespiratory  system 
^^^^       y       without  causing  severe  stress  or  strain  to 
k  your  heart 

*  Burn  off  calories  in  a  minimum  amount 
V        W  of  time 

W       ■    •  Decrease  your  permanent  body  fat 

•  Develop  a  trim,  fit  body  from  the  privacy  and 
convenience  of  your  own  home. 

9  W  You'll  Look  and  Feel  Better 

Studies  show  aerobic  fitness  helps  alleviate 
W  everyday  stress.  It  also  helps  you  look  and 

^  feel  really  good.  Now,  through  this  special 

booklet  you'll  learn  all  about  a  workout  pro- 
gram that  will  significantly  improve  your  car- 
diorespiratory system 
and  cut  your  exercise 


GUIDE 

TO 

BETTER  HEALTH  , 

AND  FITNESS-J 

A 

12  Minute  000 

5  Aerobic  ; 

0000  Workout  ^  1 

Pfc  | 

 'mI 

time  in  half!  And 
it's  so  easy,  your 
whole  family  ^JZ> 
can  do  it. 
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The  Up  &  Comers 


By  Edward  F.  Cone 


Merchants 


The  American  middle  class  cant  get 
enough  of  the  English  aristocratic  style, 
giving  Carson  Thompsons  beleaguered 
Tandy  Brands  a  long-awaited  winner. 

The  big  money  in 
Raffles  tables 


Tandy  Brands'  Carson  Thompson  (  left)  and  Robert  Nonrse  in  a  Bombay  Store 
After  some  costly  failures,  a  real  success. 


Y1  ou  have  probably  seen  the 
Bombay  Company's  ads  in  the 
New  Yorker,  the  New  York  Times 
or  your  local  newspaper.  They  offer 
tasteful  reproductions  of  classic  18th- 
and  19th-century  English  furniture 
pieces — the  brass-hinged,  leafed  Ox- 
ford butler's  table,  the  folding  English 
officer's  field  bar,  the  Duke  of  Marl- 
borough desk  and  dozens  more.  Prices 
for  these  hints  of  bygone  civility  are 
strictly  modern  American  middle 
class.  The  Bombay  Co.'s  Raffles  table 
goes  for  $49.  The  top-of-the-line  Sher- 
aton writing  desk  costs  just  $429. 

The  English  aristocratic  look  is  in 
these  days,  and  Ralph  Lauren  isn't  the 
only  one  to  have  noticed.  It  is  coining 
money  for  Bombay  Co.'s  owners,  Fort 
Worth's  Tandy  Brands.  Seven  years 
ago,  there  were  three  Bombay  Co. 
home-furnishings  stores.  Today  there 
are  141,  all  company-owned.  Over  the 
next  12  months  there  should  be  60 
more  stores,  with  similar  expansion 
planned  through  the  early 
1990s.  Bombay  already  ac- 
counts for  60%  of  Tandy 
Brands'  $67  million  in  sales. 

In  the  Bombay  Co.,  Tandy 
Brands  Chairman  Carson 
Thompson  finally  has  the  win- 
ner that  has  eluded  him  for 
over  a  decade.  Spun  off  from 
Tandy  Corp.  in  1975,  Tandy 
Brands  was  launched  by 
Thompson  and  his  predecessor 
on  some  disastrous  specialty 
retailing  adventures.  Ryon's 
and  Western  World,  Tandy's 
lines  of  western  wear  shops, 
went  the  way  of  the  buffalo 
and  the  urban  cowboy  fad. 
Thompson  finally  pulled  the 
plug  in  1984.  The  writeoff  on 
that  business  came  to  $5.1 
million  and  plunged  the  com- 
pany into  the  red. 

Another  costly  mistake  was 
Grate  Home  &  Fireplace.  It  be- 
gan losing  money  as  the  coun- 
try's craze  for  wood  burning 
stoves  cooled.  Tandy  Brands 
took  a  $9.4  million  charge  in 
the  second  quarter  of  this  year 
in  disposing  of  that  turkey. 
Add  everything  up,  and  Tandy 
Brands  has  lost  over  $20  mil- 
lion since  1983. 

But  Thompson  was  not  all 
thumbs.  He  kept  Tandy's 
T.A.B.  Accessories  division, 
which  makes  and  markets 
belts,  wallets  and  neckwear 
under  the  Hickok,  Tex  Tan, 
London  Fog  and  other  brand 
names.  After  the  disposal  of 
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Grate  Home  &  Fireplace,  T.A.B.  ac- 
counted for  40%  of  Tandy  Brands' 
sales  and  46%  of  operating  profits. 
T.A.B. ,  says  Thompson,  "is  our  cash 
cow." 

Thompson's  other  smart  move  was 
buying  Bombay.  The  original  concept 
for  the  stores  was  developed  by  two 
New  Orleans  entrepreneurs,  Bradford 
Harper  and  Anthony  Watson,  in  the 
late  1970s.  But  they  got  in  over  their 
heads  with  the  project,  and  sold  out  to 
Tandy  Brands  in  1980  for  $26,000  and 
the  assumption  of  debt. 

More  important  than  a  good  idea, 
the  Bombay  acquisition  brought 
Thompson  an  able  businessman:  Rob- 
ert Nourse,  a  former  Harvard  Business 
School  professor.  Nourse  had  pur- 
chased the  Canadian  rights  to  market 
Bombay  Co.  furniture.  He  sold  the 
rights  to  Tandy  in  1981,  and  agreed  to 
come  to  work  for  Tandy  Brands  in 
Fort  Worth  in  1984. 

Today  Nourse,  49,  runs  the  Bombay 
operations  with  help  from  his  stylish 
Dutch  wife,  Aagje  (pronounced  ah- 
kia).  She  oversees  the  product  line, 
which  is  manufactured  from  propri- 
etary Bombay  designs  in  Faivvan  and 
Korea  using  hardwoods  overlaid  w;th 
a  variety  of  veneers.  Each  year  around 
30%  of  Bombay's  product  line  is 
dropped  and  new  designs  are  added. 
Bombay  sticks  to  its  role  as  a  supplier 
of  smaller  household  accessories — 
mirrors,  wine  racks,  Raffles  trays  and 
tables,  nothing  larger  than  a  desk — 
and  steers  clear  of  primary  furnish- 
ings. "We  are  selling  an  image  of  taste 
and  sophistication,"  says  Aagje 
Nourse  of  their  strategy.  "That  is  cen- 
tral to  our  success." 

Mail-order  catalogs  sent  out  by  the 
Nourses  several  times  a  year  account 
for  half  the  company's  $6  million  ad- 
vertising budget.  Some  95%  of  sales, 
however,  are  made  in  Bombay's  retail 
stores,  most  of  which  are  in  shopping 
malls.  Mall  operators  like  the  Bombay 
stores,  which  are  a  welcome  change 
from  the  standard  array  of  clothing, 
shoe  and  jewelry  outlets.  Its  unusual 
products  in  tastefully  designed  stores 
that  average  sales  of  $300  per  square 
foot  add  up  to  solid  bargaining  power 
when  leases  are  negotiated.  That's 
why  Bombay's  newer  shops  usually 
get  prime  ("center  court")  shopping 
mall  locations. 

How  can  a  walk-in  shopper  struggle 
back  to  the  parking  lot  with  a  table  or 
desk  under  his  or  her  arm?  The 
Nourses  have  solved  that  by  design- 
ing Bombay  pieces  to  be  packed  flat, 
in  pieces,  for  simple  re-assembly  at 
home.  An  English  butler's  table,  for 
example,  goes  out  in  a  box  measuring 
28  by  18  inches.  This  also  helps  cut 


Stakeholders 


Vfre  believe  in  building 
mutually  beneficial  and 
enduring  relationships 
with  all  of  our 
stakeholders,  based  on 
conducting  business 
activities  with  integrity 
and  respect. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 


Customers 


NCR 


Vfte  take  customer 
satisfaction  personally: 
we  are  committed  to 
providing  superior 
value  in  our  products 
and  services  on  a 
continuing  basis. 


i 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 
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Transfers 
Rollovers 


between  retirement 
p\ans^______  

Scudder 

Serving  Investors 
Since 


SCUDDER  IRA  PORTFOLIO 

A  pure  no-load™  IRA. 

175  Federal  Street,  Dept.  225 

Boston,  MA  02110 


We  wrote  the 
book  on  IRA 
transfers  & 
rollovers 


Moving  your  IRA  assets  by  transfer  or  rollover 
can  open  a  broader  range  of  investment  oppor- 
tunities to  you.  Our  free  booklet  answers 
commonly-asked  questions  about  the  differ- 
ences between  transfers  and  rollovers  and 
provides  helpful  tips  to  investors  considering 
these  options.  Call  for  a  copy  today. 

■  Expand  your  opportunities 

The  Scudder  IRA  Portfolio  offers  investors 
a  full  family  of  no-load  mutual  funds  designed 
for  virtually  any  investment  objective.  Scudder, 
Stevens  &  Clark,  America's  original  no-load 
mutual  fund  manager,  provides  active  profes- 
sional management  for  all  our  funds.  An  IRA 
transfer  is  tax-free,  and  we  make  it  easy  by 
doing  all  the  paperwork. 

■  Leaving  your  job? 

Whether  you're  retiring  or  changing  jobs,  a 
lump-sum  distribution  from  a  company  retire- 
ment plan  will  leave  you  with  some  important 
decisions.  Often  an  IRA  rollover  is  the  answer. 
Our  free  booklet  can  help  by  explaining  the  ins- 
and-outs  of  rollovers  in  plain  English! 

■  The  pure  no-load™  advantage 

All  the  funds  in  the  Scudder  IRA  Portfolio  are 
pure  no-load™.  That  means  you'll  never  pay 
sales  charges,  transaction  costs,  or  those 
annoying  yearly  IRA  maintenance  fees.  And 
that's  especially  important  because  IRA  fees 
are  no  longer  tax-deductible.  When  you  transfer 
or  rollover  to  Scudder,  100%  of  your  IRA  works 
for  your  retirement  savings. 

■  Call  or  write  today 

We'll  send  you  a  free  copy  of  Transfers  &  Roll- 
overs, "the"  book  on  moving  retirement  assets, 
along  with  more  information  about  the  Scudder 
no-fee  IRA  Portfolio.- 


Contact  Scudder  Fund  Distributors,  Inc.  for  a  prospectus  containing  more  complete  information  including  management  fees  and  expenses.  Read  it  carefully 
before  you  invest  or  send  money. 


costs  of  transporting  the  items  from 
the  Asian  factories.  "In  ready-to-as- 
semble  furniture,"  says  Bob  Nourse, 
"we  avoid  shipping  air." 

Recession?  That  might  slow  Bom- 
bay's expansion.  But  because  it  is  not 
dependent  on  big-ticket  items  like 
bedroom  suites,  Bombay  would  prob- 
ably weather  recession  better  than 
many  furniture  chains. 

Competition?  There  aren't  any  di- 
rect competitors.  An  indirect  compet- 
itor might  be  Ken  Boudrie's  Bartley 
Collection,  which  markets  similar 
furniture  designs  but  in  kit  forms  and 
at  higher  prices  (Forbes,  July  28, 
1986].  In  terms  of  location,  product 
and  momentum,  Nourse  insists  he 
has  "a  sustainable  competitive  advan- 
tage" over  anyone  who  wants  into  the 
business.  He  envisions  over  400  Bom- 
bay stores  by  1992.  That's  ambitious, 
but  Bombay's  existing  outlets  are  al- 
most all  east  of  the  Mississippi,  leav- 
ing plenty  of  room  for  growth.  The 
chain's  first  California  stores  will 
open  next  spring. 


The  aristocratic  look  is  in, 
and  Ralph  Lauren  isn't  the 
only  one  to  have  noticed. 
Seven  years  ago,  there  were 
three  Bombay  stores. 
Today  there  are  141,  all 
company-owned.  Next  year 
there  should  be  60  more. 


In  fact  takeover,  not  competition, 
probably  commands  priority  among 
Thompson's  and  Nourse's  concerns. 
Fueled  by  the  Bombay  Co.'s  growth, 
Tandy  Brands'  stock  climbed  from  be- 
low 4  a  share  in  1985  (adjusted  for  a  3- 
for-2  split  in  October)  to  over  14  last 
summer — and  then  promptly  dropped 
below  7  in  the  present  market  turbu- 
lence. At  that  price  the  company's 
market  value  is  $27  million — about  9 
times  what  E.F.  Hutton  analyst  Chris- 
tine LaBastille  thinks  the  company 
will  earn  next  year  and  well  under 
one-third  likely  sales  for  1987.  Indeed, 
Chicago  investor  Clyde  Engle  used 
the  Black  Monday  selloff  to  increase 
his  stake  in  the  company's  3.86  mil- 
lion shares  to  8%. 

Thompson  could  buy  in  stock — 
Tandy  Brands  has  only  $3  million  in 
long-term  debt — but  doing  so  would 
divert  resources  from  the  new  Bom- 
bay stores  the  Nourses  want  to  open. 
Thompson  likens  his  task  of  running 
a  hot  but  undervalued  property  to 
"doing  business  in  a  Macy's  window 
with  your  pants  down."  A  rebounding 
market  for  specialty  retailers  would 
provide  him  with  suspenders.  But 
such  a  rally  looks  quite  a  ways  off.  ■ 


cai 


Employe 


C  R 


We  respect  the 
individuality  of  each 
employee  and  foster  an 
environment  in  which 
employees'  creativity 
and  productivity  are 
encouraged,  recognized, 
valued  and  rewarded. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 


Shareholders 


ElHI 


We  are  dedicated 
to  creating  value  for 
our  shareholders  and 
financial  communities  by 
performing  in  a  manner 
that  will  enhance  returns 
on  investments. 


NCR's  Mission:  Create  Value  for  Our  Stakeholders 
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Corp.  shareholders  missed  the  bull 
>et,  thanks  to  the  company's  founder 
and  largest  shareholder. 

How  Walter  Zable 
missed  his 
wake-up  call 


Cubic  Corp.  's  Walter  Zable  and  Top  Gun  trainer 
Is  it  time  he  listened  to  Wall  Street? 


By  Marc  Beauchamp 

At  72,  Walter  Zable  has  little 
patience  with  Wall  Street  ana- 
Llysts  half  his  age  telling  him 
how  to  run  his  company.  "Who  are 
these  guys?  Have  they  ever  met  a 
payroll?"  asks  Zable,  founder  and 
chief  executive  of  $338  million  (1986 
sales)  San  Diego-based  Cubic  Corp. 

Certainly  we  can  understand  Zab- 
le's  sneering  at  analysts'  solutions  for 
his  company's  dreary  performance. 
Most  of  them  have  come  up  with 
nothing  more  creative  than  selling  all 
or  parts  of  it.  Trouble  is,  although 
Zable  has  stubbornly  stuck  with  his 
own  notions  of  building  a  minicon- 
glomerate  in  defense  and  other  elec- 
tronic gear,  recent  results  have  been, 
shall  we  say,  disappointing. 

Company  sales  are  now  only  15% 
above  their  level  of  five  years  ago. 
Profits  in  the  same  period  stalled, 
then  collapsed  last  year  to  $1.1  mil- 
lion, vs.  $14.7  million  the  year  before. 
Cubic's  stock,  even  before  the  Oct.  19 
crash,  was  well  below  its  1982  peak. 

Cubic's  three  major  subsidiaries 
make  electronic  defense  systems  such 
as  flight  training  and  simulation  gear, 
electronic  freight  and  passenger  eleva- 
tors, and  automatic  fare  collection 
equipment  for  mass  transit  systems. 
But  this  diversification  hit  the  compa- 
ny with  a  triple  whammy  last  year  as 
operating  profits  fell  across  the  board. 
Costly  software  changes  on  Bl-B 
bomber  and  AWACS  simulators  all 
but  wiped  out  operating  profits  in  the 
electronic  defense  segment.  Rising  in- 
surance and  construction  costs  halved 
elevator  earnings.  The  fare  collection 
equipment  business  suffered  from 
new  product  development  costs. 

Zable  has  personal  reasons  for  being 
frustrated  with  Cubic's  showing.  His 
32%  stake  of  its  7.6  million  shares  is 
worth  some  $36  million.  The  stock, 
recently  15,  sells  near  book  value. 

But  unlike  many  a  modern  manag- 
er, Zable  has  resisted  the  temptation 
to  sell  off  his  problems.  Building  is 
more  his  style.  An  engineer  by  trade, 
Zable  hatched  Cubic  in  1951  in  his 
garage,  turning  out  digital  voltmeters. 
Only  a  decade  later  Cubic  had  engi- 
neered the  downrange  tracking  sys- 
tem for  the  Mercury  space  program.  In 
1969  Zable  added  $2  million  (reve- 
nues) U.S.  Elevator  Corp.  Through  ac- 
quisitions, growth  and  innovation — 
Cubic  was  the  first  U.S.  elevator  com- 
pany to  use  programmable  computer- 
ized controls  in  its  passenger  eleva- 
tors— Zable  has  built  U.S.  Elevator 
into  a  $103  million  (sales)  company. 

In  1972  he  bought  Los  Angeles- 
based  Western  Data  Products,  a  mon- 
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eylosing  maker  of  rail  transit  fare  col- 
lection systems.  In  ten  years  he  trans- 
formed it  into  the  nation's  leading 
supplier  of  this  gear.  Cubic  systems 
collect  money,  monitor  ridership  and 
help  prevent  fraud  on  transit  net- 
works in  Washington,  San  Francisco 
and  Atlanta,  among  other  cities. 
Overseas  they  are  in  use  in  subways 
in  Hong  Kong,  Singapore  and  London. 

So  rejecting  Wall  Street's  advice  to 
"realize  the  breakup  value"  of  the 
company — estimated  to  be  over  $30  a 
share — Zable,  a  former  pro  football 
player,  is  trying  to  rebuild.  He  restruc- 
tured the  $150  million  (sales)  defense 
electronics  subsidiary,  fired  those  re- 
sponsible for  the  software  snafu  and 
says  he  put  tighter  controls  in  place. 
In  August  Cubic  won  a  $100  million 
contract  for  five  new  combat  jet  train- 
ing systems  for  the  Navy.  Featured  in 
the  movie  Top  Gun,  the  $20  million 
system  can  plot  and  track  up  to  36 
fighters  in  mock  aerial  dogfights. 

To  give  the  elevator  business  a  lift, 
Zable  moved  production  across  the 
border  to  Mexicali  to  cut  costs.  And 
last  year  he  paid  $10  million  for  New 
York  City-based  Central  Elevator  Co. 
The  acquisition  moved  U.S.  Elevator 
into  the  Northeast,  the  nation's  larg- 
est— and  most  competitive — elevator 
market,  and  tilted  the  company's 
sales  mix  in  favor  of  the  more  profit- 
able maintenance  business. 

With  few  new  mass  transit  systems 
being  built,  Zable  has  moved  into  ret- 
rofitting existing  systems.  In  New 
York,  Cubic  is  dueling  with  Alta 
Technology,  Inc.  (a  unit  of  France's 
Compagnie  Generale  d'Automa- 
tisme)  in  a  two-year  pilot  program  to 
replace  the  subway's  token  system 
with  an  electronic  token/magnetic 
card  system.  Young  men  have  grown 
old  waiting  for  action  from  the  New 
York  City  Transit  Authority.  But  if 
New  York  decides  to  buy  the  system, 
the  order  could  be  worth  $100  million 
over  five  years.  Zable  has  moved  into 
other  markets  for  his  automated  fare 
collection  systems.  In  August,  for  in- 
stance, he  paid  $26  million  to  buy 
Mount  Vernon,  N.Y.-based  Automat- 
ic Toll  Systems,  a  leading  ($20  million 
sales)  maker  of  toll-road  automatic 
coin  collection  equipment. 

Fair  enough.  But  big  returns  on  the 
elevator  and  toll  collection  businesses 
are  far  off  at  best.  Had  Cubic  been  a 
purely  defense  electronics  play, 
though,  investors  would  not  have 
missed  the  bull  market.  Even  today  a 
defense  contractor  would  likely  pay 
good  money  for  Cubic's  technology.  If 
things  don't  turn  around  soon,  maybe 
Zable  will  have  to  stop  tinkering  and 
start  listening  to  Wall  Street.  ■ 
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Taxing  Matters 


Edited  by  Laura  Saunders 


Twice  in  the  last  three  years  Congress  has 
changed  the  tax  rules  for  divorce.  Opportu- 
nities abound  for  one  to  stiff  an  ex- 
spouse — or  the  tax  collector. 

Divorce  tricks 


ALL    DIVORCES    ARE    WARS,"  SaVS 
iMarjorie  O'Connell,  a  Wash- 
ington, D.C.  lawyer  and  editor 
of  DTExpert,  a  divorce  tax  newsletter. 
And  one  of  the  weapons  is  the  tax 
code.  Like  other  weapons,  the  tax 
code  can  backfire.  If  you  are  now  get- 
ting a  divorce,  or  if  you  have  gotten 
one  in  the  last  few  years,  you  should 
know  something  about  the  re- 
cent changes  in  the  law.  Some 
of  them  apply — or  can  be  made 
to  apply — retroactively. 

The  latest  rules  are  spelled 
out  in  the  15  pages  of  IRS  publi- 
cation 504.  But  don't  be  sur- 
prised if  your  lawyer  and  even 
your  judge  don't  understand 
them.  Many  divorce  lawyers 
aren't  familiar  with  the  ever 
more  complex  tax  rules,  notes 
Oppenheim,  Appel,  Dixon  tax 
expert  Arthur  Hoffman. 

•  Alimony.  The  traditional 
rule,  still  valid,  is  that  alimony 
is  deducted  by  the  payer  and 
claimed  as  income  by  the  recip- 
ient. That  is  helpful  if,  as  is 
usually  the  case,  the  payer  is  in 
a  higher  bracket  than  the  payee. 
The  divorcing  couple  can 
choose  to  treat  alimony  as  nei- 
ther deductible  by  one  nor  taxable  to 
the  other.  But  there  is  no  converse 
option.  Property  settlements  and 
child  support  can't  be  called  alimony 
and  deducted. 

Currently  there  are  three  separate 
laws  governing  alimony:  one  for  di- 
vorces final  by  Dec.  31,  1984;  one  for 
divorces  final  in  1985  or  1986;  and  one 
for  post-1986  divorces.  Taxpayers 
covered  by  a  later  law  cannot  elect  to 
be  covered  by  an  earlier  one.  But  tax- 


payers governed  by  earlier  laws  can 
elect  to  be  covered  by  current  law. 

If  you're  still  with  us,  you  might 
want  to  know:  Why  switch  laws? 
Many  people  in  the  second  group  and 
some  in  the  first  might  want  to,  says 
Carol  Caruthers,  a  divorce  tax  expert 
at  Price  Waterhouse  in  St.  Louis: 
"Anybody  paying  alimony  whose  di- 


vorce  falls  under  the  rules  [for  1985 
and  1986]  should  think  seriously 
about  switching  to  current  law." 
That's  because  the  latest  rules  are 
more  liberal  in  making  payments  de- 
ductible by  a  high-bracket  payer. 

The  big  question,  of  course,  is  when 
is  a  payment  alimony  and  not  a  prop- 
erty settlement  or  child  support?  Be- 
fore 1985  payments  often  had  to  con- 
tinue for  at  least  ten  years  to  be  alimo- 
ny. Beginning  in  1984  alimony  over 


$10,000  per  year  had  to  be  made  in 
roughly  equal  payments  spread  over 
six  years  to  qualify.  But  under  the  new 
law,  payments  need  to  continue  only 
for  three  years.  Moreover,  the  three 
payments  can  vary  by  up  to  $15,000 
(highest  to  lowest)  without  triggering 
a  disqualification.  So  if  John  pays 
Mary  $50,000  in  year  one  and  $35,000 
in  years  two  and  three,  he  may  deduct 
the  payments  in  full.  In  effect,  there 
has  been  a  $120,000  property  settle- 
ment, but  with  nicer  tax  conse- 
quences. Presumably,  Mary's  lawyer 
uses  John's  tax  benefit  as  a  bargaining 
chip,  winning  a  better  settlement 
than  Mary  would  have  had  otherwise. 
Presumably. 

What  if  the  payments  in  years  two 
and  three  fall  by  more  than  $15,000? 
Then  there  is  "alimony  recapture."  In 
year  three  John  adds  back  to  his  in- 
come some  of  what  he  claimed  as  his 
first-year  alimony.  Mary  gets  a  corre- 
sponding deduction  in  year  three. 
Clever  lawyers  see  an  opportunity 
here.  What  if  John's  tax  bracket  is 
falling  (from  this  year's  top  38.5%  rate 
to  a  1989  rate  of  21%,  which  is  what  a 
lot  of  wealthy  people  will  be  paying)? 
What  if  Mary's  is  rising,  to  33% 
(which  is  what  a  lot  of  middle-income 
people  will  be  paying)?  Then  their 
lawyers  might  front-load  the  alimony 
deduction  this  year,  deliberate- 
ly creating  a  recapture  in  1989. 
Playing  low  rates  against  high 
rates  in  both  1987  and  1989, 
they  get  a  double  tax  dodge  out 
of  one  divorce  settlement. 

The  ineptly  written  tax  code 
makes  possible  another  neat 
trick.  Recapture  hits  only  de- 
clining payment  schedules.  So 
John  pays  Mary  $300,000, 
$300,000  and  $500,000.  The 
$1.1  million  settlement  is  fully 
deductible  as  alimony. 

•  Property  settlements:  Before 
1985,  transfer  of  property  in  a 
divorce  was  treated  as  a  sale. 
That  is,  the  giver  immediately 
owed  capital  gains  tax  on  the 
appreciation  and  the  receiver 
got  property  "clean,"  i.e.,  with 
no  hidden  taxes  still  to  be  paid. 
But  for  divorce  settlements 
signed  in  1985  or  later,  the  receiver 
inherits  the  original  cost  (or  "tax  ba- 
sis"). The  giver  doesn't  have  to  pay 
capital  gains  tax. 

And  there's  the  rub.  "A  simple  way 
to  [shortchange)  an  ex  is  to  pass  low- 
basis,  highly  appreciated  property 
that  the  person  is  going  to  have  to  sell, 
especially  now  that  capital  gains  rates 
are  so  high,"  says  Caruthers.  This  is 
now  common,  especially  if  the 
"have"  partner  gets  better  advice  than 
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QUICK! 
WHICH  IS  THE  PHONE 
AND  WHICH 
IS  THE  COMPUTER? 


Once,  a  phone  was 
a  phone  and  a  com- 
puter was  a  computer. 

And  anybody  could 
tell  the  difference. 

Today  however,  tele- 
phones routinely  boast 
computer  memories,  com- 
puter intelligence,  even 
computer  screens. 

And  computers  are 
discovering  the  power 


of  networking,  as  tele- 
phones already  have. 

The  name  of  the 
game  is  getting  the  right 
information  to  the  right 
people  at  the  right  time. 

Because  being  able 
to  do  that  easily  will 
make  our  work  more  pro- 
ductive and  our  lives 
less  hassled. 

And  that's  what 
AT&T  is  all  about  today. 

Our  goal  is  to  do 
for  information  what 
we've  already  done  for 
conversation. 

To  accomplish  that, 
the  people  at  AT&T  Bell 
Laboratories  are  working 
to  combine  everything 
you  like  about  telephones 
with  everything  you 
expect  from  computers. 

So  computers  will 
finally  deliver  what  they 
have  been  promising 
for  decades. 

Consider  some 
examples:  Some  day  soon, 
instead  of  being  limited 


to  the  new  cars  available 
in  a  dealer's  inventory, 
you'll  be  able  to  sit  down 
at  a  computer  terminal 
in  the  dealer's  showroom 
and  enter  the  model  you 
want,  the  engine,  the 
options,  the  color,  etc. 

A  data  network 
will  automatically  trans- 
late your  order  into 
instructions  to  dozens 
of  suppliers  and  plants 
in  the  production  process. 
The  result  is  a  custom- 
made  car  delivered  faster 
than  you  ever  thought 
possible. 

In  banking,  powerful 
and  versatile  data  net- 
works could  mean  loan 
approval  in  minutes 
instead  of  weeks.  And 
account  balances  that  are 
always  current. 

In  retailing,  a  chain 
whose  stores  employ 
a  data  network  could 
always  have  hot -selling 
items  in  the  stores 
where  they're  selling  hot- 


test. Pleasing  both  the 
customer  and  the  com- 
pany controller. 

The  idea  is  networks 
which  not  only  move  in- 
formation instantly,  but 
which  also  interpret  it, 
rearrange  it  and  apply  it 
in  the  most  useful  way. 
All  automatically. 

Just  as  the  AT&T 
long  distance  network 
handles  a  telephone  call, 
instantly,  intelligently, 
automatically. 

Which  is  to  say,  we're 
very  close  to  the  day 
when  you  won't  be  able 
to  tell  a  phone  from 
a  computer,  and  won't 
even  care. 

But  until  then,  the 
phone  cord  is  the  one  on 
the  top. 
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the  "have-not"  partner.  In  one  recent 
case,  a  wealthy  man  ordered  by  the 
court  to  pay  his  wife  $500,000  gave 
her  some  of  his  low-basis  stock  in  a 
Forbes  500  company.  After  state  and 
local  taxes,  the  stock  was  worth  only 
$330,000. 

•  Child  support:  These  payments  are 
neither  deductible  to  the  payer  nor 
taxable  to  the  recipient.  But  experts 
caution  that  if  you  plan  to  amend  a 
pre- 1985  divorce  to  take  advantage  of 
current  laws,  be  careful  if  it  includes 
any  child  support  masquerading  as  de- 
ductible alimony.  Pre- 1985  law  pre- 
sumes that  payments  are  alimony, 
unless  otherwise  specified,  even  if 
they  decline  when  a  child  leaves 
home.  But  later  laws  reclassify  alimo- 
ny payments  that  drop  when  a  child 
leaves  home  as  child  support. 

Pay  attention  also  to  dependency 
exemptions  for  children.  Formerly  the 
higher-earning  spouse  often  used 
them,  even  if  the  other  had  custody. 
But  starting  next  year,  the  exemp- 
tions phase  out  for  those  with  moder- 
ately high  incomes.  Single  taxpayers 
will  begin  to  lose  the  extra  exemp- 
tions at  $100,480  of  taxable  income. 
So  if  it  makes  sense,  switch  them. 
"Wives  often  think  they  arc  getting  a 
great  deal  when  their  husband  gives 
them  this,  when  really  it  is  of  no  use 
to  him,"  says  Caruthers. 

•  Kiddie  tax:  If  you  have  custody  of  a 
child  under  14  whose  unearned  in- 
come is  over  $1,000,  he  will  have  to 
pay  tax  on  it  at  your  top  rate.  For 
parents  who  are  married  but  filing 
separate  returns,  however,  the  child 
must  pay  at  the  rate  of  the  higher- 
earning  parent.  So  if  the  mother  is 
filling  out  the  child's  return,  she  will 
need  tax  information  from  her  es- 
tranged husband  to  determine  the  cor- 
rect rate.  "He  may  not  want  her  to 
know  he  just  got  a  $200,000  bonus," 
notes  Research  Institute  of  America 
tax  expert  Sidney  Weinman. 

•  Pensions:  Since  1985,  the  benefits 
of  pension  plans  can  be  split  or  reallo- 
cated following  a  divorce.  New  in  last 
year's  tax  law:  a  15%  surtax  on  retir- 
ees drawing  more  than  $112,500  a 
year  from  all  tax-favored  retirement 
plans  combined.  (That  includes  pen- 
sions, IRAs,  Keoghs  and  thrift  plans.) 
While  there  will  be  certain  important 
grandfather  exceptions,  this  new  tax 
means  that  a  split-up  of  pension  as- 
sets should  probably  be  part  of  the 
property  settlement. 

•  Audits:  Frequently  overlooked  in 
divorces  is  who  pays  back  taxes 
turned  up  in  an  audit.  "The  IRS  con- 
siders tax  debts  from  joint  returns  the 
responsibility  of  both  partners  even  if 
they  are  divorced  or  one  spouse  is 


dead,"  says  Caruthers.  That's  even  if 
the  taxes  are  owed  as  a  result  of,  say,  a 
bad  tax  shelter  one  partner  bought 
without  approval  of  the  other.  Ad- 
dress these  issues,  say  experts,  and 
consider  filing  separate  returns  during 
periods  of  separation. 

Finally,  beware  that  the  IRS  recent- 
ly announced  a  pilot  project  to  audit 
alimony  deductions.  It  will  use  tax 
returns  for  1985,  the  first  year  in 
which  taxpayers  deducting  alimony 


Can  a  man  divorce  his  wife  and 
never  tell  her  about  it?  Yes, 
said  the  Tax  Court  recently,  in  a 
bizarre  decision  that  could  cost  the 
wife's  estate  several  hundred  thou- 
sand dollars. 

The  case  concerns  the  divorce  of 
Irving  Mitchell  Felt,  now  77,  and 
his  former  wife,  Elaine  E.  Felt,  now 
dead.  Felt,  a  well-to-do  New  York 
City  real  estate  developer,  is  the 
former  head  of  Madison  Square 
Garden  and  the  man  for  whom  the 
Felt  Forum  arena  is  named. 

According  to  court  documents, 
Irving  left  his  Park  Avenue  apart- 
ment and  his  wife  of  28  years  in 
January  1973  and  moved  into  the 
Plaza  Hotel.  Then  he  went  to  the 
Dominican  Republic  and  got  a  di- 
vorce. He  agreed  to  pay  Elaine  at 
least  $50,000  a  year  as  a  Domini- 
can "food  pension." 

The  only  formal  notice  of  the 
divorce,  as  required  by  Dominican 
law,  consisted  of  three  announce- 
ments in  the  Santo  Domingo  paper 
Ultima  Mora.  In  April  1973  Irving 
married  Serene  Leavenworth,  a 
New  York  businesswoman,  in  the 
Dominican  Republic.  He  later 
married  Leavenworth  a  second 
time,  in  New  York. 

In  1985  Elaine  lay  dying  in  a  hos- 
pital bed.  Lawyers  came  to  take  her 
deposition,  arriving  half  an  hour 
after  her  hospital  roommate  died. 
She  claimed— and  the  court  ac- 
cepted— that  until  1976,  when  she 
saw  a  copy  of  the  situation  decree 
in  her  Social  Security  file,  she 
knew  nothing  concrete,  only  ru- 
mors from  friends  and  acquain- 
tances. Unhappy  with  the  situation, 
she  refused  to  include  the  $50,000  as 
income  on  her  tax  return. 

Irving,  meanwhile,  was  deduct- 
ing $50,000  a  year  as  alimony.  That 
meant  that  one  way  or  another,  the 
IRS  was  being  cheated,  so  off  every- 
body went  to  tax  court.  The  central 


had  to  give  the  name  and  Social  Secu- 
rity number  of  the  recipient.  "A  lot  of 
alimony  is  being  deducted  but  not 
paid,  or  is  being  received  but  not 
claimed  as  income,"  says  the  Re- 
search Institute's  Weinman.  "They 
aim  to  change  that." 

Considering  how  complicated  the 
whole  matter  is  getting  to  be,  some 
people  might  just  conclude  that  they 
will  stay  married.  Who  could  blame 
them?— L.S. 


In  1972. 


issue:  whether  or  not  the  Domini- 
can divorce  was  valid. 

The  court  sided  with  Irving. 
"The  equity  was  with  Mrs.  Felt," 
says  Roland  Barral,  an  IRS  lawyer 
in  the  case,  "but  the  law  was  with 
Mr.  Felt."  (Irving  Felt  was  not 
available  for  comment.)  The  deci- 
sion held  that  though  the  divorce 
was  "of  doubtful  validity"  under 
New  York  law,  it  was  valid  for  tax 
purposes  because  it  was  never  held 
invalid  by  the  New  York  State 
courts.  A  separate  suit  that  Mrs. 
Felt  filed  in  New  York  challenging 
the  divorce  may  or  may  not  have 
died  when  she  did.  But  the  execu- 
tors of  her  estate  may  appeal  the 
tax  case. — L.S. 


Divorce,  Dominican  style 
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Honeywell  chips  make 
ETRs  new  supercomputer 
the  worlds  fastest. 


Honeywell: 
leadership  in 
automation  and 

CONTROL. 

When  the  new  ETA10  super- 
computer flexes  its  muscles  it 
is  capable  of  performing  a 
blinding  10  billion  calculations 
per  second.  It  is  by  far  the 
fastest  computer  the  world  has 
ever  seen. 

At  the  heart  of  this  new  world 
champion  are  integrated  cir- 
cuits developed  by  Honeywell's 
Solid  State  Electronics  Division. 
By  packing  over  3  million 
logic  gates  into  an  area  no 
larger  than  a  newspaper  page 
and  immersing  them  in  liquid 
nitrogen  to 
speed  per- 
formance, 
ETA  and 
Honeywell 
have  taken  a 
quantum  leap 
into  the  future. 
But  Honeywell's 
commitment  to  chip  technol- 
ogy doesn't  end  there.  We're 
one  of  only  three  companies 
working  on  a  long-term  Depart- 
ment of  Defense  project  to 
develop  VHSIC  (Very  High 
Speed  Integrated  Circuits),  a 
new  breed  of  even  faster  chips. 

Our  business  is  making 
your  business  more  produc- 
tive through  automation  and 
control.  From  aerospace  to 
manufacturing,  from  building 
control  to  process  control, 
Honeywell  technology  and 
teamwork  are  ready  to  work 
for  your  company.  Call  800- 
328-5111,  ext.  1593. 


Together,  we  can  find  the  answers 

Honeywell 


Nlinbers  Game 


nl  Cities/ ABC  has 
applied  a  bit  of  ac- 
counting magic  to  its 
drooping  earnings. 

What's  a 
flop  worth? 


By  Subrata  N.  Chakravarty 

At  Capital  Cities/ABC,  Inc.  earn- 
ings rose  28%  in  1986,  the  year 
the  two  broadcasting/publishing  com- 
panies were  merged.  But  look  careful- 
ly: The  performance  is  not  as  smart  as 
it  seems.  Almost  half  the  company's 
earnings  last  year  came  from  account- 
ing changes.  Without  the  accounting 
treatment,  earnings  would  have 
shown  a  31%  drop  rather  than  a  28% 
increase. 

There  is  nothing  sneaky  about  the 
accounting  change,  but  it  must  be  rec- 
ognized for  what  it  is.  Normally,  poor 
programming  investments  have  to  be 


written  off  the  year  the  programs 
bomb.  But  because  ABC  was  pur- 
chased by  Capital  Cities,  they  will  be 
written  off  a  bit  at  a  time,  over  the 
next  four  decades. 

Why?  Involved  are  purchase  price 
adjustments,  required  by  current  ac- 
counting rules  when  one  company 
buys  another.  The  rules  are  based  on  a 
1970  Accounting  Principles  Board 
opinion  that  the  purchase  price  in  a 
takeover  should  be  accounted  for  by 
allocating  a  "fair  value"  to  each  ac- 
quired asset.  This  means  that  the  as- 
sets are  valued  at  what  they  might 
bring  in  a  sale  rather  than  what  they 
are  carried  for  on  the  books. 

What  if  the  asset's  real  value  is  less, 
rather  than  more,  than  book  value? 
Well  then,  the  asset  must  be  written 
down  to  market  value.  But  because 
the  company  changed  hands,  the  new 
owners  could,  in  effect,  sweep  the 
writedown  under  the  rug.  Rather  than 
being  deducted  from  earnings,  the 
writedown  gets  posted  on  the  balance 
sheet  as  goodwill  and  slowly  amor- 
tized over  the  following  years. 

At  the  time  of  the  merger,  ABC  had 
a  fair  number  of  programs  worth  a  lot 
less  than  they  cost  to  make.  Among 
these  turkeys:  the  miniseries  Amerika, 
various  sports  programs  and  a  number 
of  theatrical  releases. 

Capital  Cities  took  the  opportunity 


to  reduce  drastically  the  cost  basis  of 
several  of  ABC's  programs,  in  order  to 
reflect  the  revenues  they  would  like- 
ly command.  The  difference  between 
the  old,  higher  value  and  the  new, 
lower  value  was  worth  $290  million 
aftertax,  and  was  credited  to  good- 
will. Under  old  management,  ABC 
would  have  had  to  take  that  $290 
million  through  operating  earnings  as 
the  budget-busting  flops  were  tele- 
vised. Not,  however,  the  combined 
firm.  As  goodwill,  the  $290  million 
writedown  will  be  amortized  glacial- 
ly, over  40  years — at  the  rate  of  $7.25 
million  a  year. 

How  important  was  all  this  to  the 
merged  firm's  bottom  line?  In  1986 
the  change  accounted  for  $84  million 
(net  of  amortization)  of  the  combined 
firms'  $182  million  of  total  aftertax 
earnings.  Earnings  will  get  a  similar 
kicker  of  $43  million  this  year,  $95 
million  in  1988,  $54  million  in  1989 
and  $7  million  between  1990  and 
1995  (excluding  amortization).  In  ef- 
fect Capital  Cities  has  created  an  ac- 
counting cushion  of  at  least  four 
years — buying  time  to  get  costs  under 
control  at  ABC. 

To  its  credit,  Capital  Cities  dis- 
closed the  effects  of  what  it  had  done 
so  that  a  careful  reader  of  its  1986 
annual  report  could  work  it  out.  A 
careful  reader.  ■ 


FINEST  BLENDED  SCOTCH  WHISKY 

'My  wife's  second  and  third 
choice  Christmas  trees 
ended  up  at  the  White  House 
and  Rockefeller  Center. 
Good  thing  Ballantine  s 
is  still  a  good  value." 


The  more  you  I :now  about  Scotch,  the  more  you  like  Ballantine 's. 


jitr.h  Whisky.  86  Proof  Bottled  in  Scotland  Importea  bv  21"  Brands,  Inc  ,  New  ttxti.  NY  O  1987 
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HAS  A  2220-MILE  RANGE 
IT  ALSO  RUNS  RINGS 


For  performance,  speed, 
reliability  and  service,  the  Beechjet 
easily  surpasses  the  primary 
competitor  and  even  its  successor 
which  won't  be  available  for 
another  year  or  more. 

And  the  Beechjet  carries  7-9 
passengers  in  a  superbly  comfort- 
able cabin.  It's  the  largest  in  its 
class-30  cubic  feet  roomier  than 
the  competition.  The  "squared 
oval"  cross  section  gives  you  more 
head  and  shoulder  room,  and  the 
floor  is  flat  so  your  foot  doesn't 
dangle  in  a  5-inch  ditch. 


Time  to  climb.  Sea  level 

tO  41,000  ft.  (minutes) 

Beechjet 
22 

Citation  Sll 
39 

Citation  V* 
24 

Rate  of  climb 

(sea  level,  standard  day, 
feet  per  minute) 

3960 

3040 

3650 

Cruise  speed  (mpn) 
29,000  ft. 
35,000  ft. 
41,000  ft. 

530 
516 
507 

469 
462 
436 

NA 
489 
471 

Range  (statute  miles,  crew  plus 
4  passengers,  comparable  speeds) 

2220 

2190 

2265 

Cabin  width  (in.) 

59 

59 

59 

Cabin  height 

(in.,  main  floor  to  ceiling) 

57 

52 

52 

•Citation  V  performance  based  on  presently  available  figures. 

Certified  more  recently  than  any 
other  jet  in  its  class,  the  Beechjet 
has  state-of-the  art  swept  wing 
aerodynamics. 

For  more  detailed  information 
on  the  Beechjet's  performance  and 
comfort,  call  1-800-835-7767 
Ext.  952.  Arrange  for  a  flight 
demonstration.  We  guarantee 
it  will  be  an  eye-opener. 
Beechcraft.  Where  new  Ideas  take  flight. 

®eechcraft 

A  Raytheon  Company 


As  familiar  in  Manhattans  Trump  Tower  as  in  Bombay's  film 
studios.  Flourishing  in  the  Iran  of  the  shah,  prosperous  in  the  Iran 
of  Khomeini.  Retaining  power  brokers  in  New  York,  Washington 
and  london.  The  mysterious  Hinduja  brothers  are  everywhere 
buying  their  way  into  the  worlds  of politics  and  finance. 


The  world  is  their  bazaar 


I 


N  THE  SEEDY  BAZAARS  OF  TEHRAN, 

there  is  an  old  Persian  saying  that 
translates  something  like  this:  "Create 


By  Pranay  Gupte 


Srichand  P.  Hinduja 


an  aura  of 

mystery  around  you,  and  you  will  forever  enjoy  power  and 
prosperity." 

Leaning  forward  in  his  chair  over  a 
vegetarian  lunch  at  his  Trump  Tow- 
er apartment,  a  sound-deadening 
53  stories  above  the  noisy  Manhat- 
tan streets,   Srichand  Hinduja  io 
practicing  what  the  adage  preaches. 
He  is  lecturing  a  reporter 
about  his  and  his  family's 
high     ethical  standards 
while   carefully  avoiding 
specific  answers  to  specific 
questions.    Behind  him, 
through  the  floor-to-ceil- 
ing windows,  Fifth  Avenue 
is  visible.  The  apartment, 
which  cost  $3.3  million 
when  the  Hinduja  brothers  bought  it  four  years  ago,  is 
furnished  garishly  and  expensively.  On  a  living  room  shelf 
sits  an  elaborately  framed  photo  of  the  late  shah  of  Iran. 

Other  photos  surround  it — George  Bush, 
Margaret  Thatcher,  Edward  Heath,  In- 
dira Gandhi,  Rajiv  Gandhi,  Mother 
Teresa.  Hindujas  are  in  each  picture. 
Everything  is  calculated  to  impress, 
to  overwhelm.  What  a  great  man  this 
must  be.  What  wealth  and  power  he 
must  possess.  Srichand  Hin- 
duja, 52,  is  one  of  four  broth- 
ers, the  others  being  Gopi- 
chand,   Prakash  and  Ashok. 
While  nobody  knows  much 
about  all  their  businesses,  an 
aura  of  mystery,  power  and 

  money   has   followed  them 

from  Bombay  to  Tehran  to  London  to  Geneva  and  now  to 
New  York  and  Washington. 

The  brothers  emerge  from  a  dim  background.  They 
made  a  fortune  in  Iran  under  the  shah,  and  although 
devout  Hindus — and  thus  "infidels" — they  are  still  doing 
business  in  Iran  with  the  ayatollah's  thugs.  The  family 
supposedly  sells  Iran  harmless  commodities  such  as  fertil- 
izers and  edible  oils.  But  court  records  in  New  York  reveal 
that  the  Hindujas  have  acted  as  middlemen  for  supplying 


Gopichand  P.  Hinduja 


U.S.  spare  parts  for  the  ayatollah's 
languishing  air  force  from  U.S. -based 
suppliers,  in  apparent  defiance  of  an  American  embargo. 

The  fact  is  that  much  of  the  Hinduja  empire  is  invisible. 
A  company  that  they  own  in  partnership  with  Arab  mon- 
ey, Gulf  Oil  Trading  Co.  (Gotco),  deals  in  crude  oil  and 
refined  petroleum  products,  lubricants  and  chemicals  (it 
also  owns  the  rights  to  use  the  Gulf  Oil  logo  outside  the 
U.S.  and  U.K.) — but  this  is  one  of  the  few  familiar  names 
in  their  portfolio.  One  thing  seems  clear  about  the  Hindu- 
jas: Their  known  and  admitted  businesses  could  hardly 
support  such  a  style  of  living  and  scale  of  influence- 
buying.  Only  the  tip  of  the  iceberg  is  visible;  the  Hindujas 
show  only  what  they  want  to  show.  They  do  not  admit  to 
things  like  Iranian  arms  deals. 

Like  the  Rothschilds  of  old,  the  Hindujas  have  sent 
different  brothers  to  different  financial 
centers,  where  each  works  and  enter- 
tains in  breathtaking  luxury.  Unlike 
the  Rothschilds,  however,  the  Hin- 
dujas shroud  their  center  of  opera- 
tions in  extreme  secrecy.  They 
have  numerous  residences, 
and   have   registered  their 
companies  in  many  coun- 
tries, including  such  tax  ha- 
vens as  the  Bahamas,  Pana- 
ma, Liberia,  Liechtenstein, 
Singapore  and  Luxembourg. 
Srichand  Hinduja  is  the 

power  of  the  family.  Gopi-   

chand  Hinduja,  47,  runs  Gotco,  has  the  main  Tehran 
contacts  and  still  travels  there  frequently.  Prakash,  42, 
lives  in  Geneva  and  looks  after  the  Hindujas'  investment 
firm,  Amas,  S.A.  Ashok,  38,  lives  in  fuhu 
Beach,  Bombay,  and  deals  with  the  film 
world  there  from  his  palatial  estate. 
Now  the  Trump  Tower  is  filled  with 
high-living  foreigners,  and  internation- 
al dealmakers  are  no  longer  a 
^     novelty.  But  the  Hindujas  are 
■I    notable  on  two  scores:  the  scale 
of  their  spending  and  the  mias- 
ma surrounding  how  they  make 
their  money. 
-  '      If  the  family  is  today  well 
connected,  the  brothers  were 
  scarcely  born  well  connected: 


Prakash  P.  Hinduja 


Ashok  P.  Hinduja 


FORBES,  DECEMBER  28,  1987 


85 


.immammammm 

Shetland  's  birthplace  was  the 
dusty  town  of  Shikarpur,  in 
what  is  today  Pakistan's  Sind 
province;  Gopichand  was  born 
in  Calcutta,-  and  Prakash  and 
Ashok  in  Bombay.  None  of 
them  reportedly  made  it  past 
high  school.  They  speak  English 
pooriy  and  read  it  painfully.  Fif- 
teen years  ago  they  were  mod- 
estly wealthy  but  almost  un- 
known even  in  their  native  In- 
dia. Today  all  four  move  about 
in  chauffeur-driven  Rolls-Royce 
sedans  and  fly  in  private  jets. 
Hinduja  wives  and  daughters, 
dripping  diamonds,  move  about 
in  smart  society  and  ski  in  Swit- 
zerland's more  expensive  re- 
sorts. When  in  public  view,  they 
make  a  show  of  spending  mon- 
ey as  if  it  meant  nothing  to 
them.  This  month,  thousands  of 
people  were  invited  for  the  wed- 
ding of  Srichand's  daughter, 
Shanu,  in  Bombay;  hundreds 
were  brought  in  at  the  Hindujas' 
cost  from  many  corners  of  India 
and  the  world  for  the  weeklong 
celebrations. 

But  this  is  not  Lifestyles  of  the 
Rich  and  Famous,  and  the  Hindu- 
jas are  not  all  play.  Far  from  it. 
They  are  all  business.  Their  lav- 
ishness  has  a  purpose — to  create 
and  nurture  a  mystique,  to  ex- 
pand their  contacts,  prestige 
and  influence. 

Their  choice  of  business  asso- 
ciates is  similarly  motivated. 
Their  attorney  and  a  principal 
adviser  on  the  U.S.  is  Theodore 
Sorensen.  This  old-time  Kenne- 
dy liberal  makes  no  secret  of  his 
expectations  of  high  office  in 
any  future  Democratic  adminis- 
tration. Among  other  things,  he 
eases  the  way  into  liberal  and 
Democratic  circles  for  the  Hindujas.  Sorensen  has  confid- 
ed to  at  least  one  acquaintance  that  he  is  a  bit  uncomfort- 
able representing  the  brothers.  He  has  also  said  that  he 
would  like  to  know  more  about  them.  But  money  is 
money.  Sorensen  is  a  partner  in  the  New  York  law  firm 
Paul  Weiss  Rifkind  Wharton  &  Garrison,  which  reportedly 
earned  $700,000  in  fees  last  year  from  the  Hindujas.  He 
declined  to  talk  about  his  fees  and  services. 

John  Lawrence  is  one  of  the  highest  priests  of  the  Boston 
Brahmin  establishment.  He  has  become  deeply  involved 
with  the  Hindujas.  Self-assured,  silver-haired,  the  78-year- 
old  Lawrence  was  a  leading  Boston  businessman,  whose 
family  put  Massachusetts  on  the  world  textile  map.  He  has 
been  president  of  the  Hinduja  Foundation  U.S.A.  since 
early  1985  and,  until  this  past  May,  was  also  president  of 
the  Harvard-affiliated  Massachusetts  General  Hospital.  As 
head  of  the  Hinduja  Foundation,  which  shares  a  plush 
suite  of  Manhattan  offices  with  two  Hinduja  companies, 
Amas  Securities  and  Hinduja  Brothers  Inc.,  Lawrence  han- 
dled the  brothers'  donation  of  a  $2  million  endowment 


Pages  from  a  handsome 
Thatcher  of  Great  Br  i tail 
India's  Indira  Gandhi.  3 
Prince  Charles.  5)  India '. 


brochure  distributed  by  the  Hinduja  Foundation.  1)  Prime  Minister 
i  with  Srichand  Hinduja  and  his  wife.  2)  Gopichand  Hinduja  with 
)  Srichand  with  Vice  President  Bush.  4)  Gopichatid  and  his  wife  with 
s  then-President  Zail  Singh  with  Gopichand  and  Ashok. 


(domiciled  in  Switzerland  and  managed  out  of  London)  to 
encourage  medical  and  public-health  research  at  Harvard 
and  Massachusetts  General,  with  the  intent  of  developing 
public-health  programs  in  India.  Lawrence  introduced  the 
Hindujas  to  Harvard  President  Derek  Bok.  Lawrence  in- 
sists he  does  not  get  involved  in  the  Hindujas'  business 
dealings  or  in  making  connections  for  them:  "I've  stayed 
out  of  that,"  he  says.  "Ted  Sorensen  does  that  kind  of  thing 
for  them." 

The  family  likes  to  mix  with  prominent  personalities: 
Edward  Heath,  member  of  the  British  parliament  and  ex- 
prime  minister,  is  involved  in  helping  the  family  set  up  a 
charitable  foundation;  Richard  Helms,  former  director  of 
the  CIA,  and  reportedly  a  consultant  to  the  Hinduja  fam- 
ily, will  not  say  how  he  helped  them;  William  P.  Clark,  a 
close  friend  of  President  Reagan's  and  former  head  of  the 
National  Security  Council,  acknowledges  that  he  was 
compensated  by  the  Hindujas  for  performing  unspecified 
services;  Charles  A.  Percy,  ex-senator  from  Illinois 
and  former  chairman  of  the  Senate  Foreign  Relations 
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In  the  United  States,  the  Foundations  have  been 
among  the  sponsors  of  the  Sculpture  of  India  exhibition 
at  the  National  Gallery  of  Arl  in  Washington,  organised 
as  part  of  the  1985  Festival  of  India,  by  the  Smithsonian 
Institution,  and  as  donors  of  the  plot  and  building  for  the 
Bharatiya  Vidya  Bhavan  centre  in  New  York  The 
Bhavan.  a  prestigious  Indian  cultural  and  educational 
institution,  has  established  centres  in  Britain  and  now  the 
US. 

In  Britain,  the  Foundations  have  donated  funds  to 
the  Festival  of  India  in  1982.  to  the  VMCA  Indian  student 
hostel  refurbishment  appeal,  to  the  Commonwealth 
Youth  Exchange  Council  to  the  Outward  Bound  Trust 
and  to  the  "Soulh'VSave  the  Children  Fund  Appeal. 

THE  WAY  AHEAD 
As  the  21st  century  approaches,  the  I  llnduj 
are  committed  to  play  their  part  in  pr 
harnessing  the  power  of  technology  whii 
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human  environment. 

The  Trustees  have  therefore  sought  the  advice  of 
leaders  of  opinion  in  both  the  Fast  and  West.  One 
reflection,  which  has  emerged  concerns  the  need  to 
establish  centres  of  excellence  for  training  those  who 
must  now  recognise  the  promise,  and  master  the  thrust,  of 
high  technology  for  countries  such  as  India. 

Meanwhile  in  their  journey  to  the  future,  the 
I  linduta  Foundations  will  continue  to  be  guided  by  the 
beacon  lit  by  Parmanand  Deepchand  more  than  half  a 
century  ago. 

"He  who  recognizes 
the  existence  of  suffering,  its  cause, 

its  remedy,  and  its  cessation, 
has  fathomed  the  four  noble  truths. 

Fie  will  walk  in  the  right  path" 


2  Prime  Minister  Indira  Gandhi  K*r'>  P  Hinduia  in 
wilhG  P  Hinduia  in  Tehran  7  Australian  Prime 

3  US  Vice-President.  George  Robert  Hawke  mil. 
Bush,  being  briefed  by  5  P  tlindma  PPhindu/a  Genei 
about  The  Hinduia  Toundam 
The  While  House 


Mr  and  Mrs 


4  HUH  Print  e  Charles  discus 

foundations  in  f hellnucdWii 
Colleges  and  The  tiharaliya  V. 
filial  an  with  Mr  and  Mrs  G  P 
Hinduia 


8  Prime  Minister  of  India  Panv 
Gandhi  with  G  P  Hinduia  at  a 
luncheon  hosted  by  The 
Smithsonian  Institution 
Washinglnn  lor  the  inauguration  of 
the  f  estival  ot 'India '  held  in  the 
(ISAinigSS  Also  shown  are  Mrs 


I  I  Prune  Minister  Indira  Gandhi 
ret  eivmg  S  P  Hinduia  and  G  P 
Hinduia  a!  her  New  Delhi  residence 
12  PKIIegde  (.hielMinislernt 
Karnataka  with  A  P  Hinduia 
visiting  The  Hinduia  Hospital 


6)  Indian  Premier  Rajii  •  Gandhi  with  Srichand.  7)  Australian  Premier  Robert  Hawke  with 
Prakash  and  wife.  8)  Gopichand  with  Gandhi  and  u  ife.  9)  Morocco 's  Hassan  II  with 
Gopichand  and  son  Sanjay.  1 0)  Mother  Teresa  with  Prakash  and  u  ife  11)  Srichand  and 
Gopichand  with  Mrs.  Gandhi.  12)Ashok  with  R.K.  Hegde,  Karnataka  politician. 


Society  for  Krishna  Conscious- 
ness, the  ubiquitous  Hare  Krish- 
na people.  A  nice  balance,  that. 

Who  pays  for  the  parties,  the 
socializing,  the  lavish  living? 
Beyond  the  sanctimony,  the 
brothers  are  stubbornly  reticent 
when  it  comes  to  talking  about 
their  business  interests.  In  Swe- 
den and  India,  however,  where 
the  brothers  are  better  known 
than  in  the  U.S.,  newspaper  and 
magazine  articles  have  specu- 
lated that  the  Hindujas  deal  in 
arms  as  shadowy  middlemen — 
something  that  the  Hindujas 
have  vehemently  denied.  Indian 
journals  have  suggested  that  the 
Hindujas  were  middlemen  in  a 
$400  million  deal  in  which  In- 
dia bought  submarines  from 
West  Germany.  And  in  April 
Sweden's  largest-circulation 
newspaper,  Dagens  Nyheter,  re- 
ported that  the  Hindujas  were 
paid  commissions  by  Nobel  In- 
dustries. Executives  of  a  Nobel 
subsidiary,  A.B.  Bofors,  have 
been  indicted  in  Sweden  on 
charges  of  making  illegal  weap- 
ons sales  to  the  Middle  East 
(Forbes,  Oct.  19).  The  Hindujas 
apparently  represented  Bofors 
and  Nobel  in  Iran  during  the 
1970s,  when  the  shah  embarked 
on  his  great  development  and 
arms  acquisition  program.  Late- 
ly Bofors  has  admitted  that  it 
paid  $45  million  to  three  com- 
panies in  connection  with  In- 
dia's recent  $1.3  billion  order 
for  155mm  howitzers.  It  hasn't 
named  the  Hindujas  or  anyone 
else  publicly.  In  India,  as  well  as 
in  the  Middle  East,  commis- 
sions are  often  another  name  for 
baksheesh — bribes . 


Committee,  visited  the  brothers  in  India;  Hugh  Carless,  a 
former  British  ambassador  to  Venezuela,  with  reported 
close  links  to  U.K.  intelligence  officials,  does  work  for  the 
brothers  in  London;  A. P.  Venkateswaran,  a  former  Indian 
foreign  secretary,  is  president  of  the  Hindujas'  foundation 
in  India;  Air  Marshal  O.P.  Mehra,  former  chief  of  staff  of 
the  Indian  Air  Force,  heads  the  brothers'  Sportsmen's 
Welfare  Fund  in  India;  Khodadad  Farmanfarmian,  former 
governor  of  the  Central  Bank  of  Iran,  now  serves  as  the 
Hindujas'  chief  financial  adviser  in  London. 

Associate  with  the  powerful  and  people  will  think  you 
are  powerful.  Prime  Minister  Margaret  Thatcher  of  Britain 
was  a  prominent  guest  last  year  at  the  Hindujas'  annual 
bash  in  London.  Reputedly,  the  brothers  gave  £25,000  to 
the  Tories.  In  Washington  Representative  Jim  Wright 
(D-Tex.),  the  ambitious  Speaker  of  the  House,  was  a  guest 
at  a  Hinduja  party. 

The  Hindujas'  philanthropic  interests  are,  to  say  the 
least,  catholic.  In  addition  to  the  Harvard  medical  founda- 
tion, the  family  has  given  money  to  the  International 


Martin  Ardbo,  a  former  man- 
aging director  of  Bofors,  confirmed  to  Forbes  that  he  had 
dealings  with  the  Hindujas  in  Iran  during  the  shah's  time. 
Other  businessmen  spoke  to  Forbes  about  the  Hindujas' 
interest  in  weapons  transactions  in  Nigeria  and  elsewhere. 
With  so  much  smoke,  can  there  not  be  fire? 

The  Hindujas  deny  the  commission  charges  and  have 
threatened  to  sue  Dagens  Nyheter.  But  the  joint  authors  of 
the  article,  Bo  G.  Andersson  and  Bjarne  Stenquist,  told 
Forbes  that  they  stood  by  their  story  and  that  there  would 
be  no  retraction.  Despite  the  Hindujas'  threat,  there  has 
been  no  lawsuit  so  far.  It  is  possible,  of  course,  that  the 
Hindujas  may  have  nothing  to  sue  about. 

Forbes  has  learned  that  a  Hinduja  associate  approached 
at  least  one  private  individual  in  the  U.S.  for  high-level 
introductions  in  a  turbulent  Asian  country,  where  an 
unnamed  client  wanted  to  peddle  arms. 

Their  approach  to  dealmaking  is  not  always  indirect. 
The  Hindujas  continue  to  operate  openly  in  Iran:  Alcari, 
S.A.,  Panama-registered  Metalco  and  Ashok  Trading,  situ- 
ated in  Tehran,  are  among  the  companies  the  brothers  use 
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Know-how  and  know  who 
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to  sell  fertilizers,  lead,  zinc,  sugar  and  other  commodities 
to  the  ayatollah.  While  tens  of  thousands  of  the  shah's 
supporters  have  been  murdered  by  Khomeini's  people,  and 
many  times  that  number  have  fled,  the  Hindujas  apparent- 
ly were  not  punished  for  dealing  with  the  shah. 

Despite  occasional  media  criticism  of  them  abroad,  lit- 
tle bad  publicity  has  so  far  followed  the  Hindujas  to  the 
U.S.  Brother  Gopichand  granted  an  interview  to  the  New 
York  Times  in  October  1986.  He  must  have  found  the 
resulting  article  most  pleasing.  It  ignored  the  whiff  of 
scandal  that  has  followed  the  Hindujas  from  India  and 
thence  to  Europe.  The  article  stated  that  the  Hindujas  had 
given  away  $100  million  to  charities.  Where  did  the  mon- 
ey come  from  for  this  largesse?  A  Hinduja  family  represen- 
tative was  cited  by  the  Times  as  claiming  that  companies 
owned  by  the  brothers  had  annual  revenues  of  $1 1  billion. 

What  are  the  facts?  A  few  things  are  known  about  the 
family.  Their  father,  Parmanand  Hinduja,  now  deceased, 
left  his  native  Sind  in  what  is  now  Pakistan  (see  box,  p.  92) 
in  1915  to  become  a  moneylender  in  Bombay  and  subse- 
quently an  importer  of  dried  fruits  from  Iran  and  an  export- 
er of  jute,  textiles,  sugar  and  tea  to  Iran.  Thus  began  the 
family's  Iranian  connection,  which  flourished  first  under 
the  shah  and  now  flourishes  under  the  fundamentalist 
dictatorship  there. 

The  brothers  have  told  friends  that  when  their  father 
died,  in  1971,  he  left  his  four  sons  a  total  of  $1  million  plus 
land  in  Ahwaz,  Iran,  valued  subsequently  at  $3  million. 
That  doesn't  add  up  to  big  money  by  international  stan- 
dards. Yet  Forbes'  research  suggests  that  the  family  is 


worth  perhaps  a  half-billion  dollars  and  possibly  more. 
That's  pretty  good  appreciation  on  a  base  of  $4  million  just 

15  years  ago. 

Following  up  on  father  Parmanand's  dealings  in  Iran,  the 
brothers  dubbed  Hindi  movies  into  Persian  and  exported 
them  to  Iran.  Indian  movies  are  big  in  the  Middle  East  (see 
box,  p.  'JO),  and  a  single  hit,  Sangam,  ran  in  100  theaters  in 
27  Iranian  cities.  The  Hindujas  subsequently  named  their 
most  visible  company  after  that  movie.  The  brothers  re- 
portedly paid  the  equivalent  of  $6,000  for  the  Iranian  rights 
and  netted  perhaps  millions  from  them. 

Owning  overseas  rights  of  movies  and  videos,  of  course, 
is  a  well-known  way  of  getting  around  exchange  controls. 
What  are  the  foreign  rights  to  a  given  film  worth?  Not 
necessarily  what  they  bring  in  at  the  box  office,  but  any 
amount  the  seller  sells  the  rights  for.  For  example,  if  a  film 
is  produced  in  Italy,  the  box  office  proceeds  from,  say, 
Japan  need  not  end  up  in  Italy.  If  an  Indian  film  grosses 
well  in  Egypt,  all  the  Indian  government  need  know  is  how 
much  the  producer  says  he  got  for  the  Egyptian  showings 
or  rights.  A  good  part  of  the  money  could,  in  fact,  end  up  in 
Switzerland  or  New  York. 

How  did  the  Hinduja  family  get  involved  with  movies? 
As  moneylenders.  The  going  rate  for  lending  money  to 
Indian  moviemakers  is  close  to  50%  a  year — 4%  a  month. 
Sometimes  foreign  and  subsidiary  rights  are  thrown  in  as  a 
sweetener.  At  any  rate,  the  Hindujas  exported  lots  of 
Indian  films  to  Iran  and  the  Middle  East.  They  continue 
prominently  as  moneylenders  to  Bombay  moviemakers. 

Beyond  movies  and  small-scale  trading,  Parmanand  Hin- 
duja's  four  sons  broke  into  the  international  big  time  about 
15  years  ago.  The  late  Indira  Gandhi,  then  India's  prime 
minister,  complained  to  the  shah  of  Iran  that  India 
couldn't  afford  to  pay  for  Iranian  oil  after  the  steep  price 
rises  following  the  Yom  Kippur  War  of  1973.  "Madam, 
then  sell  us  more  of  India's  goods  and  services,"  the  shah 
told  her  at  a  private  meeting,  according  to  a  participant. 
According  to  Iranian  and  Indian  sources,  India's  annual 
exports  to  Iran  rose  from  roughly  $50  million  in  1974  to 
several  times  more  by  1978.  The  Hindujas,  as  Indian 
nationals  with  extensive  contacts  in  Iran,  were  in  the 
middle  of  it  all. 

Doing  what?  In  the  biggest  single  deal,  they  pushed 
through  a  $630  million  iron-ore  project,  called  Kudre- 
mukh,  receiving  perhaps  as  much  as  $10.5  million  in 
"commissions."  Although  the  brothers  have  denied  get- 
ting anything  out  of  this  deal,  there  is  evidence  that  the 
Indian  government  paid  the  money  into  a  Swiss  bank 
account  for  commissions.  While  no  evidence  has  surfaced 
linking  the  Hindujas  to  payments,  speculation  persists. 

The  brothers,  operating  under  the  shingles  of  two  main 
companies — Sangam  and  Ashok  Trading — also  represent- 
ed a  variety  of  Western  and  other  firms  eager  to  cash  in  on 
the  shah's  development  boom.  Among  the  Hindujas'  cli- 
ents were  said  to  be  Daimler-Benz  and  Magierus  of  West 
Germany,  Nitro-Nobel  of  Sweden  (now  of  Norway),  Lock- 
heed Corp.,  Tata  Computers  of  India,  Mitsui,  Japan  Air 
Lines  and  Pan  American  Airways. 

After  the  shah  fell  and  after  his  moderate  successors  lost 
office,  Khomeini's  ayatolbahs  were  only  too  glad  to  use  a 
wide-ranging  network  like  that  of  the  Hindujas.  The  aya- 
tollahs,  as  much  as  Pahlevi  royal  relatives,  were  greedy  for 
greenbacks.  And  Iran,  whose  name  stinks  of  blood,  law- 
lessness and  fanaticism  in  the  international  community, 
needed  arms. 

That  the  Hinduja  influence  had  not  faded  with  the 
shah's  overthrow  was  clear  in  1980-81,  when  Pan  Am  had 
problems  repatriating  its  Iranian  funds.  The  airline's  exec- 


The  Hinduja  brothers  have  begun  to  collect 
friends  in  high  places — to  "gather  Stardust" — in 
the  U.S.  Among  those  they  have  eagerly  pursued  are: 
Richard  Helms,  former  director  of  the  Central 
Intelligence  Agency.  Helms  reportedly  has  been  re- 
tained by  the  Hindujas  as  a  consultant. 

Charles  A.  Percy  of  Illinois,  former  Republican 
senator  and  ex-chairman  of  the  Senate  Foreign  Rela- 
tions Committee.  Percy  refused  when  the  Hindujas 
asked  him  to  become  president  of  their  U.S.  founda- 
tion, but  he  accepted  a  Persian  rug  from  the  brothers 
during  an  India  visit,  when  he  was  feted  and  intro- 
duced by  the  Hindujas  as  their  guest. 

William  P.  Clark,  friend  of  President  Reagan,  for- 
mer head  of  the  National  Security  Council  and  ex- 
Interior  Secretary.  Clark  says  he  received  compensa- 
tion for  unspecified  legal  work  for  the  Hindujas. 

Theodore  C.  Sorensen,  President  Kennedy's 
speech  writer  and  special  counsel,  and  still  close  to 
the  Kennedy  clan.  The  Hindujas  are  clients  of  Soren- 
sen, a  partner  in  the  New  York  law  firm  Paul  Weiss 
Rifkind  Wharton  &  Garrison.— P.G. 

From  left.  IXums  Brack/Black  star.  Kevin  Horan/Plcture  Group, 
lolin  I  icjraA*  oodhn  Camp,  Kandv  Tavlor'Black  Slar 
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utives  contacted  the  Hindujas.  An  approach  was  reported- 
ly made  to  Hojatollislam  Rafsanjani,  the  powerful  speaker 
of  the  Majlis,  the  Iranian  parliament — the  same  Rafsanjani 
who  was  later  to  play  a  key  role  in  sabotaging,  as  well  as 
possibly  in  setting  up,  the  Reagan  Administration's  Iran- 
arms-for-contra-money  deal.  Pan  Am  got  its  funds,  and  the 
Hindujas  can  have  free  seats  in  first  class. 

Thus,  step  by  step,  the  family  fortune  grew  as  the 
brothers  deftly  crossed  and  recrossed  the  fine  line  that 
divides  business  and  politics.  In  a  world  where  national 
boundaries  are  increasingly  porous  and  where  money  is  no 
longer  something  physical  but  mere  blips  on  a  computer 
screen,  where  a  can  or  cassette  of  movie  film  may  be  more 
valuable  than  a  tanker  of  oil,  in  such  a  world  people  like 
the  Hindujas  know  how  to  operate.  They  deal,  not  only  in 
metals  or  money,  not  only  in  commodities  or  credit,  but 
also  in  influence  and  in  the  ability  to  shelter  money  from 
national  taxations. 

As  a  result  of  its  investigations  in  the  U.S.,  Britain, 
Sweden,  Switzerland,  India  and  France,  Forbes  was  able  to 
identify  24  companies  owned  by  or  associat- 
ed with  the  Hindujas.  But  the  real  number 
may  be  as  high  as  100 — mostly  companies 
registered  in  such  tax  havens  as  Panama, 
Liberia,  Liechtenstein,  Luxembourg,  the 
Netherlands  Antilles,  the  Bahamas,  Bermu- 
da and  Singapore.  Perhaps  the  only  man 
besides  the  brothers  who  knows  just  how 
many  companies  the  Hindujas  own  is  a 
Zurich  lawyer  named  Reiner  Rippniann.  He 
has  been  a  member  of  the  boards  of  a  couple  of 
their  companies  (Amas,  S.A.,  for  example), 
and  reputedly  buys  dummy  firms  at  their 
behest.  Rippmann  did  not  return  calls  from 
Forbes. 

Arms,  ayatollahs,  a  shadowy  global  net- 
work of  companies.  Suspicions  of  arms   

dealing.  Foreign  movie  rights.  Buying  and  entertaining 
their  way  into  influential  circles.  The  Hindujas  flaunt 
their  wealth  but  conceal  its  flow.  Forbes  found  that  the 
brothers'  flagship  company,  Sangam  Ltd.,  reported  to  the 
U.K.  Registrar  of  Companies  in  its  last  available  report — 
dated  1983 — that  annual  sales  for  that  year  were  £304,589 
and  that  the  company's  net  assets  were  barely  £57,200. 
Does  one  hire  Ted  Sorensen  with  that  kind  of  money?  Or 
buy  multimillion-dollar  apartments  in  Manhattan  and 
London,  seaside  villas  in  Cannes  and  Bombay? 

In  the  sketchy  way  they  are  willing  to  discuss  their 
businesses  publicly,  the  Hindujas  say  they  make  money 
selling  metals  and  fertilizers  to  the  ayatollah's  regime 
through  their  Geneva-based  company  Alcari,  S.A.  and 
through  their  Panama-registered  outfit  Metalco.  But  a 
knowledgeable  metals  dealer  told  Forbes  that,  even  taking 
into  account  the  fact  that  Iran  is  forced  to  pay  up  to  15% 
premiums  on  its  purchases,  the  Hindujas'  metals  sales 
could  hardly  exceed  $2  million  annually.  Fertilizers?  A 
high  official  of  Nobel  Chemicals  Ltd.  in  London  (associat- 
ed with  Sweden's  Nobel  Industries),  who  once  dealt  with 
the  Hindujas  in  Iran,  says  that  any  claim  by  the  brothers  to 
be  big  in  selling  fertilizers  would  be  "ridiculous."  Much  of 
the  global  fertilizer  market  is  dominated  by  five  or  six 
major  Western  manufacturers  (such  as  West  Germany's 
BASF),  he  pointed  out. 

By  all  accounts  Indira  Gandhi,  a  cultivated  but  calculat- 
ing woman,  disliked  the  brothers  for  their  style  and  was 
suspicious  of  their  motives  but  nevertheless  found  them 
useful  in  dealing  with  Iran.  She  used  them  to  help  keep 
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Islamic  Pakistan.  Rajiv  Gandhi,  her  successor,  shared  his 
mother's  reservations  about  the  Hindujas.  Now  he  report- 
edly finds  chem  equally  useful  and  somewhat  more  accept- 
able. Perhaps  emboldened  by  such  political  blessings,  the 
Hindujas  have  made  a  sharp  departure  from  their  tradi- 
tional trading  and  finance  activities  into  manufacturing. 
In  late  October,  in  partnership  with  a  Fiat  subsidiary, 
Iveco,  they  bought  into  the  highly  prized  Indian  truck 
manufacturing  subsidiary  of  British  Leyland.  The  Hindu- 
jas acquired  39.9%  of  Ashok  Leyland,  which  gives  them 
control  of  the  company. 

This  is  age-old  bazaar  economics  adapted  to  the  jet-and- 
computer  age. 

Trying  to  trace  their  deals  is  frustrating  and  usually  in 
vain.  The  deals  are  designed  to  be  untraceable.  The  Hindu- 
jas also  have  their  way  of  soliciting  silence:  Virtually 
everyone  associated  with  them  seems  to  be  inexplicably 
dumbstruck.  For  example,  Forbes  contacted  a  Plainview, 
N.Y.  businessman  named  Parviz  Lavi,  who  is  being  sued 
by  Alcari,  S.A.  in  U.S.  Federal  Court  in  Brooklyn,  N.Y.  The 
suit  alleges  that  Lavi  was  to  have  supplied 
20,000  fuses— worth  $1 1.2  million— for  jets 
to  the  ayatollah's  air  force  in  1981  but  did 
not  deliver  as  agreed  on  the  deal,  causing 
the  Iranian  air  force  to  confiscate  a  Hinduja 
deposit.  Lavi  is  countersuing  the  Hindujas. 

On  first  contact,  Lavi  spoke  excitedly  of 
having  got  hold  of  documents  linking  the 
Hindujas  to  arms  deals  in  Iran.  "I  have 
enough  evidence  to  blow  them  away,"  said 
Lavi,  an  Iranian  emigre,  adding  that  he 
wanted  to  consult  with  associates  before 
showing  the  "evidence"  to  Forbes.  But  he 
never  got  back  to  us  and  hasn't  returned 
repeated  calls.  Court  documents  associate 
the  Hindujas  with  General  Hassan  Toufan- 

  ian,  the  shah's  top  weapons  buyer.  Say  this 

for  the  Hindujas:  They  are  relentlessly  apolitical. 

Various  reports  have  linked  the  family  with  Princess 
Ashraf,  the  shah's  notorious  twin  sister.  It  has  been  widely 
reported  that  she  and  the  Hindujas  were  partners  in  many 
deals,  including  arms  buying.  Ashraf,  whose  commercial 
adventures  were  well  known  in  the  shah's  time,  has  com- 
plained privately  that  the  Hindujas  owe  her  money — 
possibly  as  much  as  $5  million.  Princess  Ashraf  agreed  to 
meet  with  Forbes  to  talk  about  her  dealings  with  the 
Hindujas.  The  meeting  was  to  have  taken  place  at  one  of 
the  Pahlevi  family's  homes,  at  32  rue  Paul  Valery  in  Paris. 
However,  it  was  her  daughter,  Princess  Azadeh  Chefik, 
who  turned  up  for  the  meeting.  She  denied  that  her  mother 
ever  had  anything  to  do  with  the  Hindujas.  She  further 
denied  that  Princess  Ashraf  had  gone  to  India  with  the 
brothers  in  1977-78  (although  that  visit  received  consider- 
able media  attention). 

Later  an  associate  of  Ashraf  told  Forbes  that  the  69-year- 
old  princess  felt  the  Hindujas  were  not  "beyond  black- 
mail." At  any  rate,  the  princess  had  somehow  changed  her 
mind  about  talking  with  this  magazine  and  denied 
through  her  daughter  that  she  knew  the  family. 

Thus,  behind  the  glitter  and  the  hobnobbing  with  fam- 
ous people  lies  a  tale  of  sharp  dealing.  Here's  one  example: 
India's  prestigious  Tata  Group  invited  Hinduja  investment 
in  its  London,  New  York  and  Washington  hotels.  The 
Hindujas  came  in  with  $17.5  million.  Then  they  demand- 
ed a  seat  not  only  on  the  board  of  the  Tata  subsidiary  that 
ran  the  hotels  but  also  on  the  board  of  the  parent  company 
in  India.  The  Hindujas  also  began  accusing  Tata  execu- 


Islamic  Iran  neutral  in  1971  when  India  went  to  war  with    tives  of  incompetence.  Participants  at  board  meetings  say 
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that  Srichand  Hinduja  frequently  spiced  his  accusations 
with  four-letter  words.  Finally,  the  Tatas  had  had  enough. 
They  bought  out  the  Hindujas  for  a  reported  $25  million. 
From  the  Hindujas'  point  of  view,  the  termination  arrange- 
ment was  just  great:  They  made  perhaps  $7.5  million  in 
less  than  two  years,  plus  such  goodies  as  free  rooms  in 
Tata  hotels. 

There  is  also  a  tale  of  meanness — the  bazaar  mentality 
breaking  through  the  jet-set  aura.  A  couple  of  years  ago  the 


Hindujas  threw  a  large  dinner  party  at  their  Trump  Tower 
apartment  catered  by  the  Raga  Restaurant,  owned  by  In- 
dia's Tata  Group.  The  bill  came  to  $4,782,  but  the  Hindu- 
jas refused  to  pay  it.  Why!1  Well,  they  said,  the  Raga  serving 
staff  damaged  an  expensive  dinner  table  in  the  apartment. 
The  management  immediately  paid  $1,200  to  the  Hindu- 
jas to  cover  the  cost  of  repairs.  To  this  day  the  final 
settlement  of  the  Raga  bill  is  pending.  Another  example:  A 
London  tailor  has  complained  that  Srichand  Hinduja 


Hollywood  East 


Where  are  the  greatest  number  of  films  produced? 
Hollywood?  No,  India,  which  churns  out  some 
900  feature  films  each  year  (an  estimated  500  U.S.  films 
were  made  this  year).  In  a  poor  country  whose  popula- 
tion exceeds  800  million,  movies  are  both  a  cheap 
popular  entertainment  and  an  escape  from  the  depress- 
ing realities  of  daily  life. 

India  is  still  overloaded  with  social  and  sexual  re- 
strictions, and  these  movies  serve  as  outlets  for  peo- 
ple's frustration.  Most  Indian  films,  especially  the  ones 
made  in  Bombay — India's  Hollywood — are  strictly  for- 
mula, much  like  Hollywood's  in  the  1930s:  daredevil 
heroes;  hirsute  villains  holding  voluptuous  heroines  as 
hostages;  lots  of  pathos;  violent  fight  scenes,-  one  or  two 
deaths,  preferably  of  a  doting  father  or  a  devoted  moth- 
er; and  at  least  one  or  two  car  chases.  Not  infrequently, 
the  hero  or  heroine  will  burst  into  song  at  a  crucial 
point  in  the  action  and  scantily  clad  (by  prudish  Indian 
standards)  dancing  girls  will  prance  across  the  screen. 

Virtually  every  Indian  movie  is  a  musical,  with  at 
least  a  half-dozen  songs  and  shrill  scores.  The  songs  are 
dubbed.  Indian  stars  rarely  sing  themselves;  "playback 
singers"  such  as  Lata  Mangeshkar  mint  money  mouth- 
ing the  lyrics  (indeed,  Mangeshkar  holds  an  honored 
place  in  the  Guinness  Book  of  World  Records  as  the  most 
prolific  chanteuse  of  all  time). 

As  they  are  for  the  U.S.,  movies  are  a  big  export 
earner  for  India.  Nobody  knows  quite  how  much  hard 
currency  is  earned;  estimates  vary  all  the  way  from 
$100  million  to  $500  million  annually.  One  thing  is 


j  Film  star  Amitahh  Bachchan 
Idol  to  millions,  pal  to  the  mighty. 


fairly  certain:  Not  all  of  the  money  earned  by  the  films 
finds  its  way  back  to  India. 

Indian  films  arc  particularly  popular  in  the  Middle 
East,  whose  Islamic  societies  share  many  of  the  restric- 
tive customs  and  mores  of  India.  Indeed,  Indian  music 
is  especially  appreciated  in  the  Middle  East  because 
native  Arab  music  often  employs  similar  beats  and 
tonalities.  Neighborhoods  in  such  places  as  Marrakesh, 
Damascus,  Amman  and  Cairo  are  festooned  yearlong 
with  colorful  Indian  film  posters,  and  taxi  drivers  in 
Arab  countries  often  hum  Hindi  film  tunes  and  ask 
Indian  visitors  about  Amitabh  Bachchan,  Raj  Kapoor 
and  other  Indian  film  luminaries.  Indian  movies  are 
also  popular  in  Eastern  bloc  countries.  The  Soviets 
regularly  sponsor  Indian  film  festivals  where  Indian 
stars  and  script  writers  of  "socialist  persuasion"  are 
honored  guests. 

As  in  the  U.S.,  movie  players  are  folk  heroes.  Ordi- 
nary people  lap  up  every  detail  of  their  private  lives. 
Stars  such  as  Amitabh  Bachchan — a  close  friend  of  the 
Hindujas  and  of  Prime  Minister  Rajiv  Gandhi — are 
constantly  in  newspaper  gossip  columns  and  film  mag- 
azines (which  enjoy  wide  circulation).  When  Bachchan 
was  hospitalized  a  couple  of  years  ago  after  an  accident 
on  a  movie  set,  Indians  stayed  glued  to  their  radios  and 
television  sets  to  monitor  the  actor's  progress.  Stars 
like  Bachchan  are  reputed  to  earn  the  equivalent  of  $1 
million  or  more  per  movie. 

Want  more  parallels  with  Hollywood?  Some  film 
stars  have  in  recent  years  forayed  into  politics.  The 
chief  ministers  of  Tamil  Nadu  and  An- 
dhra  Pradesh,  both  southern  states,  are 
former  movie  heroes.  Several  others  sit 
in  the  Indian  parliament. 

Superstar  Bachchan  resigned  from 
Parliament  last  summer,  reportedly  to 
avoid  being  questioned  from  the  floor 
about  his  possible  involvement  with 
weapons  deals.  Bachchan  had  definite 
Hinduja  connections.  The  Hindujas 
have  financed  some  of  his  hit  movies, 
and  not  long  ago  Bachchan  donated  the 
equivalent  of  $500,000  to  the  Hinduja 
Hospital  in  Bombay. 

With  its  tremendous  possibilities  for 
generating -"black"  money  in  a  highly 
taxed  economy,  Indian  moviedom  has 
more  than  its  share  of  scandals.  Movie 
folks  are  favorite  targets  of  income  tax 
officials,  who  often  conduct  well-publi- 
cized raids  for  untaxed  cash.  They  fre- 
quently find  it. — P.G. 
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WHERE'S  THE 
INFORMATION  AGE 
TAKING  YOU? 

Computers  have  put 
corporate  America  on 
an  endless  treadmill. 
The  more  informa- 
tion they  generate, 
the  less  productive 
business  becomes. 
The  harder  you  work, 
the  quicker  you're 
going  nowhere.  Ana- 
comp  can  show  you  a 
more  productive  way 
to  manage  informa- 
tion. And  move  you 
in  the  right  direc- 
tion. 317  844-9666. 

anacomp 

(for  your  information) 


order  ,  with  only  the  jackets  to  be  made  in  London. 

:'  Srichand  Hinduja  wanted  the  material  and 
pattern  for  the  trousers  sent  to  Bombay,  where  they  could 
be  stitched  at  less  expensive  Indian  labor  rates. 

>ple  like  the  Hindujas  go  on  the  assumption  that 
everyone  is  for  sale.  But  they  are  learning  that  there  are 
limits.  Says  one  former  Hinduja  executive:  "Everyone 
comes  to  a  certain  point  when  you  ask  questions  for  which 
there  are  no  answers.  I  left  the  Hindujas  because  the  cover- 
ups  were  obvious."  Another  executive  left  the  Hindujas 
after  learning  that  they  were  being  investigated  by  French, 
Swedish  and  West  German  intelligence  agencies. 

Some  U.S.  banks  have  evidently  caught  a  whiff.  Bank 
of  America  in  1984  asked  the  Hindujas  to  withdraw  a 
$40  million  deposit.  Citibank,  to  this  day,  holds  them 
at  arm's  length.  Small  wonder,  then,  that  the  Hindujas 
bank  with  minor  institutions,  like  the  Luxembourg- 
based  Bank  of  Credit  &  Commerce  International.  The 
shadowy  outfit  formed  with  Middle  East  money  was 
used  by  Alcari  in  connection  with  the  Iran  military 
spare  parts  deal. 

Yes,  the  family  did  talk  briefly  with  Forbes.  But  re- 
quests for  a  follow-up  interview  met  obstacles.  Pressed  for 
information,  Srichand  Hinduja  said  he  objected  to  the 
kinds  of  queries  Forbes  had  been  making  and  brought  up 
the  question  of  legal  action  if  we  pursued  the  story.  Why 
should  such  self-styled  ethical  people  object  if  a  reporter 
asks  tough  questions? 

Shortly  after  Hinduja  spoke  with  Forbes,  the  family's 
spokesman,  Ted  Sorensen,  telephoned  and  said  that  his 
client  was  "highly  agitated."  He  then  offered  his  assis- 
tance in  clearing  up  "any  misunderstanding."  But  no  inter- 
view ensued.  Clearly,  the  brothers  did  not  want  anyone 
writing  about  anything  but  their  philanthropy  and  high 
moral  standards. 

The  fact  is  that  the  brothers  have  made  smoke-screening 


into  a  science — even  while  mixing  ostentatiously  in  social 
and  political  circles.  They  belong  to  the  traditionally  se- 
cretive Sindhi  community,  where  the  byword  is:  Trust 
only  fellow  Sindhis,  and  then  sparingly.  The  brothers 
communicate  with  one  another  in  coded  telexes,  or  they 
discuss  their  business  during  walks  in  London  parks.  In  his 
letters  to  associates  or  friends,  Srichand  Hinduja's  statio- 
nery for  a  long  time  wouldn't  even  bear  a  permanent 
address:  He'd  simply  write,  "Camp  London."  That's  very 
Hinduja:  No  place  is  home;  every  place  is  a  stop  en  route  to 
somewhere  else. 

With  the  media,  their  first  step  is  to  co-opt  the  threat. 
Vir  Sanghvi  is  editor  of  the  prestigious  Calcutta-based 
weekly  Sunday.  Earlier  this  year,  when  Gopichand  Hin- 
duja suspected  that  an  article  Sanghvi  was  writing  would 
be  critical,  Hinduja  said:  "Our  families  have  known  each 
other  for  so  many  years.  Why  spoil  this  relationship  with 
one  article?"  Sanghvi  published  his  article  anyway  last 
May,  and  since  then  the  Hinduja  brothers  have  bad- 
mouthed  him.  Not  so  long  ago  another  journalist  came 
to  an  interview  and  was  reportedly  handed  an  envelope 
full  of  British  currency.  He  refused  the  money  and 
stalked  out. 

What  are  the  brothers  up  to  in  the  U.S.?  Why  are  they 
spending  so  heavily  to  get  Ted  Sorensen,  lavishing  gifts  on 
Harvard,  spreading  largesse  among  Washington  influen- 
tial? They  would,  of  course,  like  Americans  to  think  they 
are  about  to  make  major  investments  here.  But  the  open 
American  business  scene,  with  its  prying  journalists  and 
easy  access  to  information,  would  probably  not  be  conge- 
nial to  them.  A  more  logical  explanation  is  that  they  want 
to  build  prestige  here  and  in  the  U.K.  in  order  to  enhance 
their  ability  to  move  money  in  Asia. 

At  any  rate,  those  who  sup  with  the  Hindujas — whether 
in  New  York,  London,  Geneva,  Paris  or  Bombay — might 
well  be  advised  to  use  a  long  spoon.  ■ 


Whence  they  sprang 


Among  Indians,  people 
from  the  Pakistani 
province  of  Sind  have  a 
reputation  as  sharp  deal- 
ers. Sindhis  have  been  ur- 
ban traders  and  money- 
lenders for  centuries. 
Their  sometimes  unsa- 
vory reputation  among  In- 
dians may  be  undeserved, 
but  it  persists.  The  Hindu- 
jas are  Hindu  Sindhis  who 
fled  to  India  when  Paki- 
stan was  created.  Today 
most  of  the  Hindu  Sindhi 
community  lives  in  India 
rather  than  in  Muslim  Pa- 
kistan, but  nearly  1  mil- 
lion Sindhis  live  in  West- 
ern Europe,  the  U.S.,  Ja- 
pan, Hong  Kong, 
Singapore  and  other  coun- 
tries. No  matter  where 
Sindhis  have  gone,  how- 
ever, there  is  rarely  a  poor 


Lord  Ganesh,  the  Hindu  god  of  blessings 
Ask  for  His  help  in  all  ventures. 


Sindhi.  They  are  hard- 
working, clever,  mutually 
supportive. 

In  places  such  as  Lagos, 
Nigeria;  Singapore;  Hong 
Kong;  Lima,  Peru,-  or  even 
Beirut,  you  will  see  busi- 
nesses run  by  Sindhis 
such  as  the  Watumulls, 
Chellarams  and  Mel- 
wanis.  One  of  Hawaii's 
biggest  private  founda- 
tions was  established  by 
the  Watumull  family, 
which  is  now  settled  in 
Honolulu  and  Hong  Kong. 
Despite  their  financial 
muscle  and  their  fre- 
quently garish  lifestyles, 
the  Sindhis  tend  to  be  in- 
sular. Insular  on  the  pri- 
vate side,  flamboyant  on 
the  public  side — a  precise 
description  of  the  Hinduja 
style.— P.G. 
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YOU'VE  JUST  TAKEN  YOUR 
FIRST  STEP  TOWARD  SUCCESS. 
NOW,  WHAT'S  YOUR  NEXT  MOVE? 


TAXES 

Save  More  By 
Spending  More 


MICHAEL  KORDA 

The  Hidden  Message 
of  Manners 


ENTREPRENEURS 

The  Seven  Traits  All 
Winners  Share 


INVESTING 

You  Can  Retire 
With  a  Million 
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Getting  ahead  takes  know- 
how  and  hard  work,  but  it  also 
helps  to  have  the  right  tools. 
Luckily,  you've  just  picked  up 
one  of  the  most  powerful  instruments  around 
for  career  advancement:  SUCCESS!  Magazine. 

That's  a  start.  Now  you  need  to  make  the  next 
move.  Why  not  make  it  a  subscription  to  SUCCESS! 
— where  each  month  you'll  learn  the  new  strategies, 
techniques  and  opportunities  for  moving  ahead, 
moving  up  (and  making  more  money). 

You'll  discover  how  today's  top  executives  chose 
their  paths  to  success — and  how  you  can  blaze  your 
own  trail.  You'll  gain  insights  into  why  some  people 
become  successful,  while  others  are  left  behind. 

You'll  also  profit  by  quick  studies  that  range  from 
how  to  profitably  invest  your  own  funds  to  how  to 
handle  emerging  new  technologies. 

You  can  count  on  articles  in  every  issue  to  keep  you 
ahead  of  the  pack — and  on  your  way  to  the  top. 

Order  your  subscription  today.  Simply  call  toll-free 
1-800-247-5470  or  return  one  of  the  order  cards  in  this 
issue. 

We'll  send  you  one  year  of  SUCCESS!  for  only 
$9.97.  Not  only  a  small  investment  in  your  future,  but 
a  risk-free  one.  For  if  you  ever  wish  to  cancel  your 
subscription,  just  let  us  know  and  we'll  refund  your 
money  on  all  unmailed  issues. 

But  act  now.  These  special  prices  will  be  available 
for  only  a  limited  time. 


DECISIONS 

How  to  Think 
Like  a  CEO 


TOM  PETERS 

Sales  People:  Remember 
These  Crucial  Details 


Subscribe  NOW  and  SAVE— 
50%  off  the  annual  cover  price. 

SICCESS! 


MAKE  IT  YOUR  NEXT  SMART  MOVE. 


SUCCESS!  P.O.  Box  3036  Harlan,  IA  51593-2097 
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my  subscription  to 
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Statistical  Spotlight 


An  ebbing  tide  strands  all  the  boats.  Our 
1987  stock  pickers  fared  poorly.  But 
the  short-sellers  look  pretty  smart. 

Ten  favorites 


By  Michael  Ozanian 
and  Steven  Ramos 

Each  year  at  this  time  Forbes 
asks  ten  experts  to  name  a  fa- 
vorite stock.  While  the  overall 
market,  as  measured  by  the  Wilshire 
index,  fell  4%,  our  list  of  ten  stocks 
lost  an  average  of  22%.  Fortunately, 
we  hedged  our  portfolio  by  asking  five 
short-sellers  for  their  recommenda- 
tions. This  group  was  on  the  money. 
The  sell  recommendations  dropped 
an  average  32% . 

In  our  long  portfolio,  last  year's 
winner  was  Susan  Byrne,  president  of 
Westwood  Management,  whose  Wyse 


Patrick  McDonnell 

Technology  gained  25% .  For  finishing 
in  the  top  half  of  the  group  of  ten, 
Byrne  gets  to  take  her  fourth  consecu- 
tive shot  this  year  with  Neiman-Mar- 
cus  Group  (NYSE,  13%).  The  operator 
of  specialty  store  chains  (Neiman- 
Marcus,  Bergdorf  Goodman  and  Con- 
tempo  Casuals)  was  created  from  the 
Carter  Hawley  Hale  restructuring  in 
September.  "The  stock  market  is  pric- 
ing Neiman-Marcus  as  if  the  country 
was  going  into  a  terrible  recession 
next  year,"  says  Byrne.  "It's  one  of  the 
highest-quality  department  store 
franchises  in  the  country  and  has  ex- 
cellent management." 
Alliance   Capital's   John  Stewart 


picks  Warner  Communications 
(NYSE,  24 'A)  this  year.  "Warner's  [net 
asset)  value  of  $55  per  share  is  over 
twice  the  current  stock  price.  And 
Warner's  earnings  are  relatively  im- 
mune to  economic  factors."  Its 
Warner  Brothers  subsidiary's  recent 
hits  include  The  Witches  of  Eastwick  and 
Lethal  Weapon.  Then  there's  a  recorded 
music  division  (Warner,  Elektra,  Asy- 
lum and  Atlantic  labels),  comic  and 
other  books,  and  cable. 

Dee  Osborn  of  Shearson  Asset  Man- 
agement (Dee  Taggart  on  last  year's 
list)  selects  Bristol-Myers  (NYSE, 
38 Vs)  for  its  management,  diversified 
product  line  and  clean  balance  sheet. 
"Bristol  is  a  solid  company  in  which 
cash  flow  supports  a  lot  of  research 
and  development,"  says  Osbom.  One 
R&D  area:  AIDS  research.  Its  biotech- 
nology subsidiary  recently  won  FDA 
approval  for  tests  on  humans  of  a  vac- 
cine that  has  shown  promise  against 
AIDS  in  chimpanzees. 

Tom  Bailey's  Janus  Fund  is  holding 
on  to  recession-proof  stocks.  He  re- 
turns this  year  with  Pittsburgh-based 
Chambers  Development  (Amex, 
21%),  which  owns  landfills  in  South 
Carolina  and  Pennsylvania.  "Garbage 
does  well  in  any  kind  of  economic 
environment,"  he  says. 

David  Elias  likes  Union  Carbide 
(NYSE  19%)  as  a  dollar  play.  "With 
25%  of  earnings  coming  from  over- 
seas, the  depressed  dollar  should  re- 
sult in  much  stronger  earnings,"  he 
says.  He  predicts  a  settlement  of  the 
Bhopal  litigation  and  finds  Carbide's 
7.6%  dividend  yield  and  1988  esti- 
mated P/E  of  8  attractive. 

The  new  contestants?  Frank  Wil- 
liams, an  analyst  for  McKinley  All- 
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Mileage 
Service? 

Our  Brazil  and  Japan-bound 
frequent  flyers  gladly  give  up  their 
mileage  points  to  fly  with  VARIG. 


Why  •  Because  to  give  up  the 
\ARIG  flying  experience  for  mere 
mileage  points,  according  to  our 
passengers,  is  a  losing  trade-off.  IB 

Consider  VARIG  personnel —  //////§ 
each  not  just  a  dedicated  em- 
ployee,  but  a  VARIG  owner  as 
well,  through  a  unique  founda-  A 
tion  established  back  in  1945. 

From  the  professionalism  and 
charm  of  our  people  to  the  sump- 


1987 


tuousness  of  our  world-famous  on 
board  fare,  you  will  know  that  our 
foremost  concern  is  for  your  total 
comfort  and  satisfaction. 
^1       As  one  business  traveler  to 
jjp     another,  let  a  VARIG '  'owner' ' 

welcome  you  aboard  in  New 
®     York,  Miami,  Los  Angeles, 
Montreal  or  Toronto.  And 
as  for  mileage  points — you'll 


never  miss  'em! 


Y4RIG's  service  is  the  bonus  our  frequent  flyers  prefer. 

VARIG  SERVES  BRAZIL  AND  JAPAN  WITH  27  FLIGHTS  A  WEEK  FROM  NORTH  AMERICA. 


VAJ?IG 


The  World  Class  Airline  of  Brazil. 
Since  1927. 


My  one  and  only 


The  five  analysts  whose  stocks  fared  best  last  year  were 
invited  to  pick  another  favorite  this  year.  Five  newcom- 
ers join  them.  The  game  is  best  played  with  volatile 


stocks,  which  makes  this  something  less  than  a  conser- 
vatively diversified  portfolio,  but  it  includes  some  in- 
teresting special  situations. 


Name 

Affiliation 

Stock 

Business 

Recent 
price 

—Latest  12  mo — 
EPS  P/E 

Tom  Bailey 

Janus  Fund 

Chambers  Development 

operates  landfills 

21% 

$0.86 

25.4 

Susan  Byrne 

Westwood  Management 

Neiman-Marcus  Group 

department  &  spec  stores 

13% 

1.01 

13.7 

David  Elias 

David  Elias  Inc 

Union  Carbide 

chemicals 

19% 

1.38 

14.0 

John  L  Keller 

Corinthian  Capital 

CMI  Corp 

road-paving  equipment 

2'/4 

0.71 

3.2 

Frederick  A  Moran 

Moran  Asset  Management 

American  Cellular  Network 

cellular  phone  service 

11  »/4 

-0.48 

NM 

Dee  Osborn 

Shearson  Asset  Mngmt 

Bristol-Myers 

drugs,  health  care  prods 

38  Vh 

2.40 

15.9 

Elliott  Schlang 

Great  Lakes  Review 

Calgon  Carbon 

activated  carbon 

30% 

1.68 

18.3 

Richard  Schmidt 

Advest  Group 

Genuine  Parts 

replacement  auto  pts  dist 

33  Va 

1.75 

19.0 

John  Stewart 

Alliance  Capital 

Warner  Communications 

entertainment 

24 Vi 

1.75 

14.0 

Frank  Williams 

McKinley  Allsopp 

Medco  Containment  Svcs 

prescription  drugs  by  mail 

9% 

0.27 

36! 

NM:  Not  meaningful. 


sopp  in  Boston,  likes  Medco  Contain- 
ment Services  (o-t-c,  93/4),  a  mail-order 
distributor  of  maintenance  drugs  to 
people  in  sponsored  health  plans. 
Medco's  $283  million  of  sales  repre- 
sented a  little  under  half  the  industry 
total  in  the  year  ending  June  1987. 
"Distribution  is  one  of  those  lovely 
businesses  where  the  strong  tend  to 
get  stronger,"  says  Williams. 

Elliott  Schlang  is  the  editor  of  the 
Great  Lakes  Review,  sl  newsletter  from 
Prescott,  Ball  &  Turben.  Schlang  is 
very  particular:  Companies  he  recom- 
mends must  have  headquarters  in  the 
Midwest,  heavy  insider  ownership, 
little  foreign  currency  exposure  and  a 
specialty  niche,  among  other  things. 
He  picks  Calgon  Carbon  (o-t-c,  303/4), 
the  world  leader  in  activated  carbon, 
used  for  water  filtration.  "If  the  gov- 
ernment continues  to  put  teeth  into 
all  this  legislation  that's  been  passed 
for  cleaner  and  safer  water,  Calgon 
Carbon  will  be  a  major  beneficiary," 
says  Schlang. 

Richard  Schmidt,  director  of  re- 
search for  Advest,  favors  Genuine 
Parts  (NYSE,  33 Va).  the  country's  larg- 
est auto  replacement  parts  wholesaler 
(Forbes,  Nov.  30).  "Because  people 
will  be  buying  fewer  new  cars  and 
keeping  their  current  cars  longer,  the 
need  for  replacement  parts  is  going  to 
increase,"  says  Schmidt. 

John  L.  Keller,  president  of  Corin- 
thian Capital,  an  Englewood,  Colo, 
advisory  firm,  is  not  fearful  of  a  reces- 
sion. "We  think  there  is  going  to  be  a 
major  renaissance  in  American  manu- 
facturing," he  says.  Keller's  pick  is 
CMI  Corp.  (Amex,  2lA),  a  leading 
manufacturer  of  road-pavmg  equip- 


ment marketed  under  the  Caterpillar 
name.  Says  Keller:  "There  is  an  enor- 
mous need  to  improve  this  country's 
roads  and  bridges." 

The  last  addition  is  Frederick  A. 
Moran,  president  of  Moran  Asset 
Management  in  Greenwich,  Conn. 
Moran  selects  American  Cellular 
Network  (o-t-c,  1 1  Va).  "We  believe 
cellular  telephones  will  experience  a 
similar  technological  evolution  to 
that  of  videocassette  recorders."  He 
feels  American  Cellular's  central  lo- 
cation in  the  Northeast  makes  it  espe- 
cially attractive. 

And  now  for  the  pessimists.  John 
Rogers,  president  of  Ariel  Capital 
Management  in   Chicago,   led  the 


Not  so  hot 


These  experts  made  their  pre- 
dictions amid  a  bull  market. 
And  then  it  crashed.  Their 
stocks  lost  an  average  of  22%, 
against  the  market's  4%  loss. 


Name/Stock  % 

change 

Susan  Byrne/Wyse  Technology 

25.4 

John  Stewart/Coeur  d'Alene  Mines 

9.0 

Dee  Osborn/General  Electric 

9.0 

Tom  Bailey/Itel 

3.4 

David  Elias/American  Express 

-16.5 

Max  Zavanelli/Western  Tele-Comm 

-35.9 

Donald  Carver/Limited 

-41.5 

Gerald  Perritt/Nuclear  Metals 

^14.6 

Thacher  Brown/Church's  Chicken 

-54.4 

Barry  Ziskin/Subaru  of  America 

-74.5 

short-sellers  last  year  with  Home 
Shopping  Network,  down  73%.  Now 
he's  picking  Wal-Mart  (NYSE,  24)  for 
a  fall.  "The  glory  days  are  over  as 
competition  heats  up,"  says  Rogers. 

Malcolm  Lowenthal,  a  Shearson 
Lehman  vice  president,  was  second 
among  short-sellers  last  year  as  toy- 
maker  Coleco  declined  40%.  This 
year  he's  knocking  Japan  Air  Lines 
ADRs  (o-t-c,  2503/4).  "I  just  don't 
think  anything  is  worth  2.5  times 
sales  or  17  times  book  value." 

Kurt  Feshbach's  Carrington  Labs 
and  Alan  Gaines'  Valero  Energy 
dropped  35%  and  24%,  respectively, 
but  both  gentlemen  declined  to  pro- 
vide short  picks  this  year.  And  last 
year  Michael  Reid  was  sniping  at  Al- 
bertson's because  of  insider  selling. 
But  the  stock  gained  almost  15%. 

We  have  three  new  short-sellers.  Ju- 
lian Robertson,  a  partner  at  Tiger 
Management  in  New  York  City, 
thinks  supermarket  chain  Winn-Dix- 
ie (NYSE,  38%)  could  fall  to  the  mid- 
208.  "It  is  a  high-cost  distributor  and 
it's  being  encroached  upon  by  low- 
cost  companies  like  Food  Lion,"  re- 
marks Robertson.  From  John  LeFrere, 
a  money  manager  at  Delta  Capital 
Management  in  New  York  City:  "If 
Tiger  International  is  taken  over  by 
UPS,  then  Federal  Express  [NYSE,  44] 
is  going  to  be  in  trouble." 

From  Joel  Silverman,  whose  New 
York  City  money  management  firm 
bears  his  name:  "Kirin  Brewery  (o-t-c, 
154l/2)  [another  ADR|  is  a  superinflat- 
ed  Japanese  stock  that's  losing  domes- 
tic market  share  to  its  number  one 
competitor,  Sapporo  Brewery.  It  may 
go  down  75%."  ■ 
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Marketing 


Edited  by  Jeffrey  A.  Trachtenberg 


Bill  Cosby  is  good  at  selling  Coke  but  a  bust 
at  selling  stocks.  There  s  a  lesson  here. 

"It  seemed  like 
a  good  idea 
at  the  time" 


By  Christy  Marshall 


W'hen  Bill  Cosby  dressed  up  as 
an  ice  cream  man  to  promote 
jell-o's  new  vanilla  pudding 
pops,  the  desserts  made  from  pudding 
flew  out  of  grocery  freezer  cabinets. 
And  when  he  talked  about  integrity 
and  quality  at  Ford  Motor  Co.,  Cosby 
was  entirely  and  equally  convincing. 
But  when  he  tried  to  get  folks  to  buy 
their  stocks  at  E.F.  Hutton,  no  one 
listened. 

Gruff  and  firm,  actor  John  House- 
man successfully  steered  rafts  of  new 
customers  to  Smith  Barney  because  it 
"made  money  the  old-fashioned 
way."  But  when  Houseman  tried  ped- 
dling Big  Macs  and  french  fries  on  TV, 


he  provoked  giggles.  And  when  Xerox 
decided  that  Leonardo  da  Vinci  was 
the  perfect  image  for  a  new  campaign 
for  office  copiers,  television  viewers 
were  simply  befuddled. 

There  are  important  marketing  les- 
sons in  these  flops  as  well.  Choosing 
the  wrong  person  or  an  inappropriate 
image  to  tout  a  product  is  probably 
the  most  common  marketing  miscue. 

For  example,  for  14  years,  when  E.F. 
Hutton  talked,  everybody  listened — 
and  everyone  identified  the  campaign 
with  the  company.  In  1986,  when  the 
company  decided  to  let  Bill  Cosby  do 
the  talking,  people  turned  a  deaf  ear. 
Created  in-house,  the  "E.F.  Hutton: 
Because  it's  my  money"  campaign, 
starring  Cosby  (estimated  cost  of 


campaign,  $6  million),  was  dropped 
after  nine  months  even  though  Cos- 
by's  contract  extended  into  1990.  A 
new  campaign,  minus  Cosby,  created 
by  Hal  Riney  broke  in  November  with 
the  tag  line  "E.F.  Hutton.  We  listen." 

Hutton  had  hoped  that  the  come- 
dian's clean,  good-guy  image  would 
repair  the  firm's  reputation  after  it 
was  tainted  by  a  check-kiting  scheme. 
But  the  Cosby  problem  was  almost 
certainly  overexposure.  "When  Bill 
Cosby  speaks,  who  are  people  listen- 
ing to?"  asks  Gary  Stibel  of  the  New 
England  Consulting  Group.  "Is  it  E.F. 
Hutton  or  Coca-Cola  or  Texas  Instru- 
ments or  any  of  the  multiplicity  of 
advertisers  who  have  used  him?" 

Hutton's  big  mistake  was  abandon- 
ing a  14-year  campaign  that  had  tre- 
mendous recognition  and  credibility 
with  the  public:  "When  E.F.  Hutton 
talks,  people  listen." 

But  Hutton  was  in  good  company 
with  its  misplaced  confidence  in  a 
poorly  selected  spokesman.  Look  at 
how  McDonald's  blundered  in  Leo 
Burnett's  1983  campaign  starring 
John  Houseman.  Houseman  was  en- 
tirely believable  growling  that  Smith 
Barney  "made  money  the  old-fash- 
ioned way."  But  it  didn't  work  for  Big 
Macs.  "I  can't  imagine  John  House- 
man ever  having  been  in  a  McDon- 
ald's," says  Jay  Chiat,  chairman  of  the 
ad  agency  Chiat/Day. 

"It  seemed  like  a  good  idea  at  the 
time,"  says  Bill  Youngclaus,  then  vice 
president  of  marketing  at  McDonald's 
and  now  president  of  Tatham,  Laird  & 
Kudner,  a  Chicago  ad  agency. 

The  fast-food  business  is,  of  course, 
littered  with  advertising  bombs.  J. 
Walter  Thompson,  remember,  man- 
aged to  convince  Burger  King  that  it 
would  really  move  the  meat  with  the 
now  famous  Herb  the  Nerd  campaign. 


IFHutton 


Two  shots  from  Bill  Cosby  s  TV  campaign  for  E.F.  Hutton 
When  he  talked,  nobody  listened. 
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Burger  King  spent  $40  mil- 
lion and  four  months 
"searching"  for  the  man  who 
had  never  eaten  a  Whopper. 
TV  viewers  were  asked  to 
help  find  Herb  and  offered  a 
cash  reward  if  they  found 
him.  The  agency  figured  this 
for  a  suspenseful,  national 
teaser  campaign.  Fast-food 
customers  could  not  have 
cared  less.  Burger  King  had 
hoped  that  the  Herb  cam- 
paign would  boost  sales  by 
10% ;  sales  increased  no  more 
than  2%,  however,  and  dur- 
ing much  of  the  campaign 
sales  were  flat.  J.  Walter 
Thompson  lost  the  $200  mil- 
lion Burger  King  account. 

"Our  one  big  mistake  was   

when  Herb  was  revealed  as  a  nerd/' 
says  Steve  Bowen,  the  agency's  presi- 
dent. "Herb  should  have  been  Robert 
Redford.  In  reality,  everything  in  life 
is  aspirational,  even  fast  food." 

Maybe.  Certainly  no  one  got  the 
joke.  Which  is  also  what  happened 
when  Xerox  used  Leonardo  da  Vinci 
to  sell  copiers  in  1986.  The  tag  line 
was  "Xerox  brings  out  the  genius  in 
you."  Created  by  Ted  Bates  Co.  (now 
Backer  Spielvogel  Bates),  the  commer- 
cial showed  Leonardo  lost  and  men- 


John  Houseman 's  TV  campaign  for  McDonald's 
Nobody  believed  he  ate  fries  and  burgers. 


tally  befuddled  in  a  modern-day  of- 
fice. No  one  believed  it.  Just  as  bad,  no 
one  thought  it  was  funny. 

One  lesson  in  all  this  is  that  compa- 
nies may  be  just  too  quick  to  drop  one 
symbol  for  another.  In  spite  of  the 
widespread  brand-name  recognition  it 
achieved  with  a  bull  as  its  corporate 
symbol  and  14  years  of  commercials 
built  around  that  animal,  Merrill 
Lynch  and  its  ad  agency  Young  & 
Rubicam  abruptly  put  the  bull  to  pas- 
ture in  1985  because  they  thought  it 


no  longer  reflected  all  of 
Merrill  Lynch's  services.  In 
its  place  came  a  series  of  so- 
called  docudramas,  typically 
opening  with  the  proclama- 
tion, "This  Merrill  Lynch 
story  is  based  on  fact."  In 
one,  a  young  father,  suddenly 
concerned  with  the  high  cost 
of  a  college  education,  calls 
his  broker  to  talk  about  the 
value  and  adequacy  of  his  in- 
vestment portfolio.  Boring. 
The  commercials  were 
yanked  after  an  unusually 
negative  outpouring  from 
Merrill  Lynch  brokers  and 
customers.  "Even  our  own 
people  wondered  where  the 
bull  went,"  says  Charles 
  Mangano,  Merrill  vice  presi- 
dent and  director  of  corporate  advertis- 
ing. "The  recall  and  recognition  factors 
just  weren't  as  high  without  the  bull. 
Merrill  Lynch  switched  its  $45  million 
worth  of  business  to  Bozell,  Jacobs, 
Kenyon  &  Eckhardt.  BJK&E  brought 
back  the  bull  in  early  fall  1986  in  a 
campaign  tag-lined,  "Your  world 
should  know  no  boundaries." 

In  advertising,  as  elsewhere,  there's 
this  depressing  tendency  to  fix  things 
that  aren't  broken.  In  the  name  of 
progress  a  lot  of  money  is  wasted.  ■ 


Nobody  will  pay  $43  a  pound  for  coffee 
unless  you  convince  them  it  will  elevate 
their  status.  That's  what  marketings  about. 

Handmade 
muffins 


By  Jonathan  Clements 


^Vou'VE  NEVER  HEARD  of  Wolfcr 

Wman's  English  muffins?  Two 
inches  thick,  and  sprinkled  with 
blueberries  or  raisins,  if  that's  your 
taste,  they  cost  $13  for  two  dozen. 
Plus  postage.  That's  more  than  twice 
what  you  would  pay  for  a  slightly 
thinner  but  very  edible  supermarket 
version.  Yet  Fred  Wolferman's  over- 


size English  muffins,  based  on  a  recipe 
dating  back  to  the  early  1900s,  are  a 
national  smash. 

Welcome  to  the  wonderful  world  of 
gourmet  foods.  The  term  defies  de- 
scription except  in  financial  terms. 
Gourmet  food:  edibles  that  sell  at  a 
much  higher  price  than  similar  items 
even  though  differences  are  usually 
marginal.  In  short,  it's  a  synonym  for 
high  profit  margins  in  a  business  in 


English  muffins  from  Wolferman's 
Not  dough,  but  life-style. 

which  margins  are  normally  thin  and 
products  sell  largely  on  price. 

Every  year  maybe  700  or  800  local 
muffinmakers  or  bread  bakers  try  to 
break  into  the  national  gourmet  food 
market.  They  place  small  ads  in  se- 
lected national  or  trade  magazines.  Or 
they  try  to  convince  high-end  retail- 
ers like  Saks  and  Neiman-Marcus  to 
stock  their  stuff.  The  20  or  so  each 
year  that  get  a  good  response  usually 
have  several  things  going  for  them: 
the  ability  to  turn  out  a  seemingly 
exotic  but  consistently  high-quality 
product,  eye-catching  packaging  and  a 
sure  instinct  for  hitting  the  right  price 
points. 

Wolferman's  Good  Things  To  Eat 
began  taking  off  in  1977,  when  a  tiny 
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ow  do  you  get 


you  can't  aflbfld  to 


You're  Verna  Yellow  Horse  and  you  have 
a  small  business,  let's  say  a  specialty  shop 
featuring  American  Indian  jewelry 

The  store  is  doing  fine  but  the  business 
is  all  local.  You  know  there's  a  bigger 
market  out  there;  the  problem  is  reaching  it 
in  a  way  you 

can  afford  AT&Tcomes  through 

at&t  has  for  Verna^fellow  Horse 

^at™  with  the  low-cost 

seiTic^weve  AT&T 800  READYLINE. 

developed 

that's  a  real  plus  for  small  business. 

We  call  it  AT&T  800  READYLINESM  and 
what  makes  it  so  great  is  that  you  don't 
need  a  special  telephone  line  to  use  it. 

It  works  with  the  line  you  already  have. 
So  service  can  start  quickly  and 
inexpensively 

You  can  select  the  interstate  geographic 
areas  you  want  to  reach  and  customize 
your  market  coverage  to  include  only 
the  area  codes  that  best  meet  your  needs. 

So  you  pay  for  only  the  coverage  you 
choose  on  a  distance  sensitive  basis. 

What's  more,  AT&T  800  READYLINE 
offers  price  savings  based  on  time  of  day 
day  of  week,  as  well  as  a  call  volume 
discount.  So  it  pays  for  even  the  smallest 
company  to  use. 

Any  business  of  any  size  can  use  AT&T 
800  READYLINE  anytime.  For  such  things 
as  advertising  to  increase  sales,  starting  up 
a  telemarketing  program,  improving 
customer  service  and  for  seasonal  pro- 


grams  and  special  events. 

In  fact,  you  can  choose  from  a  whole  rang 
of  AT&T  800  Services  to  fit  your  needs. 

To  find  out  more  about  how  AT&T  800 
READYLINE  can  help  your  business,  talk 
with  vour  account  executive  at  AT&T  Or  one 


)  1987  AT&T 


BJ 


>ur  sales  representatives  at 

30  222-0400,  Ext.  63. 

rom  equipment  to  networking, 

m  computers  to  communications, 

£T  is  the  right  choice. 


AT&T 

The  right  choice. 


tl 


%  r 


Silver  Palate  owners  Sheila  Lukim  (left)  and  J u  lee  Rosso 

From  preserves  and  mustards  to  bestselling  cookbooks. 


Marketing 


ad  in  Bon  Appetit  magazine  pulled  in 
1,000  responses  for  muffins.  Image 
counts.  Wolferman's  fliers,  for  exam- 
ple, tell  how  his  grandfather  came 
from  Germany  in  the  mid- 19th  centu- 
ry, moved  to  Kansas  City,  Mo.  as  a 
youth,  and  opened  his  first  bakery  in 
1888  after  mortgaging  his  house.  To- 
day Wolferman  advertises  in  such 
publications  as  the  Christian  Science 
Monitor  and  Cook's  Magazine.  The  ads 
are  relatively  modest  quarter-pagers 
that  stress  how  his  products  are  made 
with  care.  Typical  is  the  Gourmet 
magazine  ad  that  says,  in  part:  "Dis- 
cover the  two-inch-thick  English 
muffin  made  almost  entirely  by  hand, 
not  pre-split  or  machine  pressed  like 
others." 

Handmade  muffins?  That's  right. 
And  they  fit  our  definition  of  gourmet 
food.  Special  introductory  price:  $21 
for  four  dozen. 

Wolferman  sold  out  to  Sara  Lee 
Corp.  in  1986.  By  that  time,  his  cata- 
log was  humming  and  more  than 
1,000  stores  nationwide  stocked  his 
wares.  A  cynic  might  say  that  he  had 
pushed  his  muffins  as  far  as  they 
would  go  and  wanted  to  get  out  while 
revenues  were  still  rising.  Wolferman 
says  that  his  business  was  so  good 


that  he  needed  deeper  pockets  to  keep 
expanding. 

Money  to  grow  is  a  common  prob- 
lem. First  Pacific  International,  a 
Hong  Kong-based  investment  firm, 
recently  paid  almost  $2  million  for 
preferred  shares  convertible  into  45% 
of  the  stock  of  Dean  &  DeLuca,  a  New 
York  City  retailer  of  fancy  foods  with 
a  growing  national  catalog  business  (a 
Christmas  basket  including  beluga 
caviar,  Texas  wild  boar  ham,  and 
Spanish  pimientos:  $325).  That  cash 
infusion  is  expected  to  go  toward 
opening  five  U.S.  stores.  Dean  &  De- 
Luca's  New  York  store  and  its  cata- 
logs already  do  a  brisk  business  in 
such  products  as  Jamaica  Blue  Moun- 
tain coffee  (6  ounces  for  $16)  and 
Giusti  Balsamic  vinegar  (8.5  ounces 
for  $17.90).  You  see  what  we  mean 
about  high  profit  margins. 

This  is  a  business  in  which  distinc- 
tive packaging  is  also  very  important: 
Your  gourmet  product  must  not  only 
taste  a  bit  different;  it  must  look  a  bit 
different,  too.  Take  the  highly  suc- 
cessful Manhattan-based  Silver  Pal- 
ate, an  operation  that  in  ten  years  has 
exploded  from  a  minuscule  storefront 
on  the  Upper  West  Side  into  a  major 
national  presence  in  stores  from  Saks 
to  Bloomingdale's.  Silver  Palate's  ar- 
ray of  preserves  (Strawberry  Fields 
goes  for  $6.25)  and  mustards  are  pre- 
sented in  squat  jars  with  bold  red-and- 
white  labels  and  a  homey  red  and 
white  gingham  cloth  that  covers  the 
jar  top.  Salad  dressings  ($4.89  for  12 


ounces  of  Balsamic  Country  Salad 
Splash)  come  in  equally  distinctive 
bottles  that  are  taller  and  thinner,  but 
still  with  the  familiar  deep  red-and- 
white  label. 

Silver  Palate  offers  the  esoteric,  but 
part  of  its  secret  is  making  the  esoter- 
ic comprehensible.  The  label  on  the 
back  of  a  $3.99,  7-ounce  jar  of  Sweet 
and  Rough  Mustard  tells  consumers 
what  to  do  with  the  concoction: 
"Magnificent  on  a  ham,  corned  beef  or 
cheese  sandwich.  Makes  a  sweet  and 
tangy  vinaigrette  for  spinach,  cabbage 
or  beet  salads.  Baste  ham,  poultry  or 
game  birds  during  baking  to  glaze. 
Mix  with  mayonnaise  or  sour  cream 
as  a  dip  for  vegetables."  Never  mind 
that  the  mustard  could  well  end  up 
costing  as  much  as  the  ham. 

Silver  Palate's  owners  Sheila  Lu- 
kins  and  Julee  Rosso  have  further  en- 
hanced the  image  that  goes  with  their 
stuff  with  two  bestselling  cookbooks 
full  of  handy  hints  on  food  combina- 
tions and  meal  preparations.  They 
also  developed  a  small  promotional 
cookbook  called  Pantry  Recipes:  Cook- 
ing with  Condiments,  with  ideas  for 
how  to  use  such  products  as  Hot  Hot 
Jalapeno  Chutney,  Green  Peppercorn 
Garlic  Mustard  and  Spiced  Ruby  Cur- 
rant Sauce. 

Is  any  coffee  worth  $43  a  pound,  a 
salad  dressing  $5  a  bottle?  Stupid 
question.  The  buyers  aren't  buying 
coffee  or  salad  dressing.  They  are 
seeking  to  enhance  their  self-image. 
They  are  buying  smart  marketing.  ■ 
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WHAT  IF  YOUR 
NAME  IS  CARSON 
AND  YOU'RE  NOT 
FUNNY? 


If  you  make  serious  money  by 
being  funny,  it's  easy  to  find  invest- 
ment firms  that  will  take  you  seriously. 

Dick  Carson  isn't  as  funny  as  his 
brother,  Johnny.  But ,  he  is  a  Dean  Witter 
client,  so  he's  just  as  special. 

And  even  though  he's  not  a  big- 
time  talk-show  host,  there  are  a  host 


of  ways  in  which  Dean  Witter  is  able  to 
help  him  meet  all  of  his  financial  needs. 

In  fact,  we're  helping  Dick  plan  for 
his  business  and  retirement. 

Through  his  Dean  Witter  Account 
Executive,  Dick  has  the  benefit  of 
Dean  Witter  s  resources  and  expert 
advice,  in  addition  to  a  full  range  of 


DICK  CARSON,  TV  DIRECTOR 

investment  opportunities. 

As  a  Dean  Witter  client,  you  can 
expect  the  same  special  treatment. 

So  call  us  today,  or  stop  by  to  talk 
with  one  of  our  Account  Executives. 

You'll  discover  that  you're  some- 
body at  Dean  Witter. 

No  kidding. 


^bu're  somebody  at  DeanWitter. 


A  member  of  the  J 
Sears  Financial  Network  LfiLl 

DEANWITTER 


E  1987  DEAN  WITTER  REYNOLDS  INC  MEMBER  SIPC. 


ience  &  Technology 


Edited  by  Gary  Slutsker 

Z/#fe  Genex  Corp.  had  technological 
smarts  and  lots  of  money,  but  not  much  in 
the  way  of  business  sense.  . 


Techno  blinders 


By  Alyssa  A.  Lap  pen 


J ust1  a  few  years  ago  Genex  Corp. 
of  Gaithersburg,  Md.,  was  men- 
tioned in  the  same  breath  as  biotech 


a  board  of  directors  filled  with  lumi- 
naries from  IBM,  Scott  Paper,  Emer- 
son Electric  and  other  such  compa- 
nies, and  it  had  grand  plans  for  mak- 
ing it  big  in  genetic  engineering.  Yet 


stars  like  Genentech  and  Cetus.  It  had    within  two  years  of  going  public  in 


1982,  Genex  and  its  affable  chief  exec- 
utive, J.  Leslie  Glick,  47,  had  fallen 
from  the  heights  of  the  biotechnology 
industry,  with  a  market  value  of  $300 
million,  into  the  sub-basement.  With 
Glick  gone,  the  stock  market  values 
Genex  at  $30  million,  and  no  wonder; 
in  the  first  nine  months  of  this  year, 
the  company  lost  $1.7  million  on  to- 
tal sales  of  $1.1  million. 

Genex'  bright  hope  had  been  a  nov- 
el plan  for  making  money  in  biotech: 
Stay  out  of  pharmaceuticals,  which 
are  heavily  regulated  by  the  Food  & 
Drug  Administration,  and  use  genetic 
engineering  techniques  to  make  spe- 
cialty chemicals  for  use  in  consumer 
and  industrial  goods.  The  idea  helped 
Glick  raise  $50  million  for  the  firm. 

Before  long,  Glick,  who  holds  a 
Ph.D.  in  biology  from  Columbia,  saw 
a  big  opportunity  in  Aspartame,  G.D. 
Searle's  sugarless  food  sweetener. 
Genex  had  come  up  with  a  way  to 
make  a  key  ingredient  in  Aspartame, 
L-phenylalanine,  on  the  cheap. 
Glick's  plan  was  to  sell  L-phenylala- 
nine to  Searle  in  bulk  quantities  to 
generate  quick  cash  flow  while  work- 
ing other  specialty  chemicals  for  long- 
er-term profitability.  Searle  signed 
Genex  as  a  supplier  and  in  1984  sales 
rose  200%,  to  $26.4  million.  Genex 
was  still  losing  money  overall,  but 
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J.  Leslie  Click  outside  bis  home  in  Potomac,  Aid. 

When  Searle  pulled  out,  all  that  remained  was  a  Paducah  white  elephant. 
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Science  & 
^chnology 


making  money  on  L-phenylalanine. 

Unfortunately,  though  he  did  not 
yet  realize  it,  Click  had  made  a  terri- 
ble miscalculation.  There  was  noth- 
ing special  about  the  so-called  special- 
ty chemical  he  was  selling  Searle. 
Genex'  manufacturing  process  was 
unique,  and  in  fact  Click  had  patented 
it,  but  there  were  other,  equally  eco- 


nomical, ways  to  make  L-phenylala- 
nine— and  CD.  Searle  claims  it  had 
all  along  eventually  planned  to  make 
its  own  L-phenylalanine  anyway.  It 
was  only  a  matter  of  time  before 
Searle's  executives  looked  at  each 
other  and  asked,  "Who  needs  Glick?" 

Regrettably,  Glick  had  already  gone 
ahead  and  invested  $18  million  in  a 
plant  in  Paducah,  Ky.  to  make  L-phen- 
ylalanine for  Searle.  Worse,  in  a  rush 
to  get  going,  Glick  had  forgotten  to 
get  a  long-term  supply  contract  from 
Searle  to  buy  the  stuff.  So  when  Searle 
pulled  out,  Genex  was  stuck.  Without 

Seth  Resnick/Picture  Group 


a  buyer,  Genex'  sales  tumbled  39%  in 
1985  and  the  firm  lost  nearly  $16  mil- 
lion. Saddled  with  an  idle  plant, 
Genex  last  year  lost  $12  million  more 
on  sales  of  only  $3.3  million — all  from 
contract  research. 

As  an  effort  to  salvage  the  company, 
venture  capitalist  and  cofounder  Rob- 
ert Johnston  replaced  Glick  with  a 
former  Olin  Corp.  executive,  Gary 
Frashier.  He  in  turn  hired  an  aggres- 
sive publicist,  Gershon  Kekst,  to  hype 
a  turnaround  story  to  Wall  Street. 
Says  Frashier,  51,  of  what  he  discov- 
ered on  arrival  at  the  firm,  "The  com- 
pany had  no  commercial  focus.  There 
were  no  marketing  people."  Worse, 
there  were  no  patented  products. 

Frashier  claims  he  sees  potential  in 
research  products  that  Genex  had  not 
yet  fully  developed  and  others  had 
overlooked.  It  seems  that  Genex  had 
developed  a  new  kind  of  protein  that 
could  ultimately  replace  monoclonal 
antibodies,  which  are  used  to  diag- 
nose disease.  Monoclonal  antibodies 
cannot  be  altered,  must  be  grown  in 
mice  and  often  cause  side  effects.  The 
patented  Genex  proteins,  dubbed  sin- 
gle chain  antibodies,  can  be  engi- 
neered, grown  in  bacteria  cultures, 
and  have  far  fewer  side  effects  than  do 
monoclonals. 

Meanwhile,  Genex  had  also  devel- 
oped a  method  of  cheaply  reproducing 
protein  G  — an  antigen  that  triggers 
the  human  immune  system  to  pro- 
duce antibodies.  The  firm  now  sells 
protein  G  to  various  testing  laborato- 
ries. Ultimately,  protein  G  could  help 
scientists  diagnose  immunological 
diseases  such  as  arthritis,  lupus  or 
even  AIDS. 

Finally,  using  protein  engineering, 
Genex  has  also  found  a  way  to  dupli- 
cate the  natural  adhesives  that  ordi- 
nary marine  mussels  use  to  attach 
themselves  to  rocks.  This  glue,  which 
repels  barnacles,  was  developed  under 
a  modest-size  contract  to  the  Navy, 
which  wanted  to  find  a  way  to  keep 
barnacles  off  sensitive  submarine 
parts.  Now  Frashier  wants  to  use  the 
stuff  as  a  basis  for  so-called  bioadhe- 
sives  in  such  things  as  medical  suture 
seals  and  dental  adhesives. 

All  that  will  not  stop  Genex  from 
losing  at  least  $2  million  on  revenues 
of  up  to  $3  million  in  1987.  But  Fra- 
shier and  his  venture  capital  partners 
helped  Genex  net  $4.1  million  in  a 
rights  offering  to  buy  time  for  a 
hoped-for  turnaround.  Meanwhile, 
the  offering  has  diluted  the  35%  stake 
in  the  company  held  by  Glick  and  his 
original  backers  to  14%.  Frashier  per- 
sonally has  options  to  buy  800,000 
shares  at  60  cents  each;  the  stock  re- 
cently sold  at  a  fraction  over  $1  a 
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share,  down  from  the  1983  high— $23. 

In  his  nine  months  at  Genex,  Fra- 
shier  has  kicked  up  plenty  of  dust.  He 
has  brought  in  some  new  managers, 
settled  a  breach  of  contract  suit  filed 
by  Glick  against  Searle,  and  sold  off 
the  Paducah  white  elephant  to  a  St. 
Paul  firm.  Frashier  even  claims  to 
have  signed  a  joint  venture  deal  with  a 


"major  consumer  products  compa- 
ny," but  won't  say  which  one.  He 
figures  over  the  next  five  years  the 
markets  in  which  Genex  will  partici- 
pate will  be  worth  $2.8  billion. 

How  much  of  that  money  Genex 
itself  sees  is  a  good  question.  Analysts 
put  the  firm's  survival  odds  about  50- 
50.  But  there's  a  moral  to  this  story, 


Random  Access 


Commentary  by  Esther  Dyson 


whatever  the  outcome:  Using  high 
technology  to  produce  an  unpatented 
commodity  product  that  can  be  made 
just  as  cheaply  through  other  means  is 
rather  silly.  But  if  you're  going  to  go 
ahead  and  do  it  anyway,  make  sure 
you  get  a  long-term  contract  from 
your  buyer.  ■ 


A  NEW  KIND  OF  CENSORSHIP? 


Dow  Jones  has  just  spent  $5  million 
to  buy  two  high-end  parallel  com- 
puters from  Thinking  Machines 
Corp.  for  use  in  its  News/Retrieval 
business.  Trincex,  the  three-year- 
old  joint  venture  of  Sears  and  IBM 
(CBS  dropped  out  last  year),  is  about 
to  begin  operations  next  year. 

This  means  that  electronic  infor- 
mation— videotex — is  about  to 
make  another  try  at  the  mass  mar- 
ket. Until  now  most  attempts  to 
deliver  consumer  information  elec- 
tronically have  been  less  than  suc- 
cessful. Knight-Ridder's  experiment 
fared  badly.  By  contrast,  Dow  Jones 
News/Retrieval  is  a  significant  con- 
tributor to  DJ's  Information  Ser- 
vices business  ($43  million  in  oper- 
ating income  on  $113  million  in 
revenues  for  the  first  nine  months 
of  1987),  but  its  own  executives 
concede  it's  hard  to  use. 

Inevitably,  information  will  be 
delivered  electronically,  in  ways 
that  will  have  a  fundamental  im- 
pact on  its  suppliers — newspapers, 
business  information  services,  ad- 
vertisers and  others;  and  on  its  us- 
ers— you. 

The  delays  and  false  starts  in  good 
part  have  resulted  from  inadequate 
display  technology,  from  confusing 
software  and  a  scarcity  of  custom- 
ers equipped  with  personal  compu- 
ters/terminals, modems  and  other 
necessary  paraphernalia.  More  im- 
portant, the  sponsors  of  the  con- 
sumer services  have  misunder- 
stood the  market  and  the  potential 
of  their  technology. 

They  failed  to  understand  what 
kinds  of  information  make  sense  for 
this  kind  of  business.  Not  the  kind 
that  some  earlier  services  tried  to 
deliver — plain   old  general  news, 


Esther  Dyson  is  editor  and  publisher  of  the 
newsletter  Release  1.0. 


clumsy  pictorial  advertisements 
that  looked  horrible  on-screen,  and 
the  like.  In  an  urgent  medium,  you 
need  urgent  news — summaries, 
breaking  stories,  figures,  with  fur- 
ther detail  on  request.  In  an  elec- 
tronic medium  you  need  informa- 
tion that  can  be  manipulated  elec- 
tronically— numbers,  prices,  other 
measures.  Screens  are  not  easy  to 
read,  so  the  ratio  of  relevant  content 
to  space  and  time  must  be  high. 

A  number  of  electronic  tech- 
niques will  help  make  that  happen. 
First,  the  information  service  can 
store  your  profile,  the  kind  of  news 
you  care  about.  If  you  owned  a  pizza 
chain,  say,  you'd  want  to  know 
about  restaurants  in  general  and 
fast-food  units  in  particular,-  food 
prices,  especially  cheese  and  toma- 
toes; consumer  spending  habits,  es- 
pecially eating  in  and  out;  labor 
trends,  especially  among  low-wage 
workers;  and  perhaps  demographics 
of  the  areas  you  serve  or  are  consid- 
ering for  expansion. 

With  its  new  Connection  Ma- 
chines, Dow  Jones  will  even  be  able 
to  select  articles  for  you  based  on 
previous  articles  you  have  labeled 
relevant,  using  complex  software 
and  fast  hardware  to  match  word 
patterns  from  article  to  article.  A 
consumer  service  might  deliver 
only  the  kinds  of  ads  you  want — or 
only  the  kinds  you  have  responded 
to  in  the  past. 

Meanwhile,  informative  advertis- 


ing will  be  delivered  the  same  way 
as  the  quantitative  business  infor- 
mation— prescreened,  in  a  form  that 
you  can  manipulate.  Want  to  buy  a 
computer?  Chances  are  you  look 
through  newspaper  ads  to  see 
what's  available.  But  if  you're  look- 
ing for  information,  not  persuasion, 
all  the  camera  and  video  ads  in  a 
newspaper  are  merely  in  the  way. 
Likewise,  the  ads  in  current  video- 
tex systems  (and  Trintex,  at  least 
initially)  are  so  much  fluff  if  you 
know  what  you're  looking  for.  In 
the  future  you'll  look  at  a  "smart" 
catalog  (or  yellow  pages,  if  it  comes 
from  a  phone  company):  Tell  it  your 
needs,  and  it  will  suggest  possible 
systems.  With  an  electronic  hook- 
up, it  can  also  tell  you  which  sys- 
tems are  on  sale  in  your  neighbor- 
hood, or  compare  mail-order  prices 
and  promised  delivery  dates. 

The  good  news  here  is  that  you'll 
have  to  spend  less  time  hunting  for 
information  and  less  time  analyzing 
it,  secure  in  the  knowledge  that  you 
can  find  what  you  need  when  you 
need  it. 

But  there's  a  catch.  What  happens 
if  electronic  information  so  focuses 
your  information  intake  that  you 
read  only  those  articles  and  ads  that 
you  are  comfortable  with,  on  sub- 
jects you  already  know,  analyze 
only  the  information  you  ask  for 
and  try  only  the  products  you  al- 
ready know  about.  How  many  Re- 
publicans would  select  the  editorial 
pages  of  the  New  York  Times  or  the 
Washington  Post7.  And  how  many 
Democrats  would  select  the  Wall 
Street  Journal's  editorials?  They  may 
not  read  them  now,  but  at  least  they 
are  exposed  to  them. 

I  have  no  answer,  and  I'm  worried 
that  technology  may  enable  us  to 
grow  mentally  lazy  just  as  it  has  let 
us  grow  physically  lazy.  ■ 
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ANOTHER  CHRISTMAS  WISH! 

The  holidays  are  the  busiest  time  of  the  Information  Age. 

Tracking  toy  inventories  on  the  new  Meridian*  LANSTAR* 
local  area  network  that  connects  all  the  elf  workstations. 

Checking  the  Who's  Been  Bad/Who's  Been  Good  data 
base  over  the  "Mom-Net"  DPN*  packet  switching  system. 

And  answering  calls  from  millions  of  children  phoning  in 
their  wish  lists  through  telephone  company  DMS*  switching 
systems  around  the  world.Thank  goodness  Santa  has  a 
Meridian  SL-1  phone  system  to  handle  all  the  calls. 

From  the  Northern  Telecom  Family  to  yours:  thanks  for 
1987  and  best  wishes  for  the  happiest  holiday  season 
ever  and  a  successful  New  Year. 


northern 
telecom 


NETWORKING 


Careers 


irisha  Yosei  has  become  one  of  Japans 
toughest  and  best-known  management 
training  centers.  The  big  question  now  is 
whether  its  brand  of  mystique  can  make  it 
in  the  U.S.  market. 

Hell  camp, 
Malibu  style 


Kanrisha  trainees  at  drill 

Yes,  but  can  they  solo  American-style? 


By  Richard  Phalon 

Can  Japan's  best-known  man- 
agement training  school,  the 
Kanrisha  Yosei  "hell  camp," 
successfully  export  its  grueling  13- 
day  leadership  development  pro- 
gram— "ribbons  of  shame,"  "sad 
salesman's  song"  and  all — from  the 
foothills  of  Mount  Fuji  to  the  corpo- 
rate slopes  of  the  U.S.? 

The  incentives  are  certainly  there, 
and  the  camp's  operators  intend  to 
find  out.  Starting  early  next  year,  Kan- 
risha Yosei  will  offer  U.S.  executives 
the  chance  to  sign  up  for  13-day  hell 
camp  programs  in  Malibu,  Calif. 
Price:  $2,480  a  head. 

"The  American  market  is  huge," 
says  Kanrisha  principal  Yasuo  Moto- 
hashi,  of  the  decision  to  go  interna- 
tional. But  as  well  as  potential  market 
size,  Motohashi  is  betting  on  Ameri- 
cans' seemingly  endless  fascination 
with  the  mystique  of  Japanese  man- 
agement. Bookstore  shelves  groan  un- 
der the  weight  of  bestsellers  like  The- 
ory Z  and  The  Art  of  Japanese  Manage- 
ment. Gurus  like  W.  Edwards  Deming 
("the  father  of  Japanese  manage- 
ment") command  seminar  fees  that 
run  to  five  figures  a  day.  Few  Ameri- 
can senior  executives  would  quarrel 
with  Motohashi's  assertion  that 
"American  companies  are  getting 
very  soft,  very  weak  in  their  way  of 
demanding  excellence." 

In  the  last  eight  years,  Motohashi 
has  helped  to  sweat  more  than  80,000 
upwardly  mobile  Japanese  managers 
through  the  13  days  of  hazing,  calis- 
thenics, night  hikes  and  "action  de- 
bates" that  are  the  core  of  the  school's 
program  (Forbes,  June  18,  1984).  But 
so  far,  demand  by  U.S.  executives  for 
Kanrisha's  brand  of  "Samurai  man- 
agement training"  has  been  under- 
whelming. The  first  Malibu  class  is 
scheduled  to  begin  Jan.  4.  But  by  early 
December  the  school  had  failed  to 
sign  up  a  single  member  of  its  targeted 
complement  of  15.  This,  despite  ad- 
vertisements in  the  Los  Angeles  Times 
and  the  Wall  Street  Journal. 

Not  exactly  an  auspicious  begin- 
ning for  an  export  leap  Motohashi  and 
Kanrisha  Yosei  founder  Ichiro  Taka- 
rabe  have  been  thinking  and  talking 
about  for  at  least  three  years.  In  fact, 
Kanrisha  Yosei — molder  of  superman- 
agers^-seems  to  be  making  many  of 
the  same  management  mistakes  often 
attributed  to  American  companies 
trying  to  crack  the  Japanese  market. 
Among  the  mistakes: 

•  Imprecise  product  definition.  In  Ja- 
pan, Kanrisha  is  known  as  the  man- 
agement training  equivalent  of  the 
Parris  Island  or  Fort  Benning  boot 
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Before  there  was  Castro, 
there  was  Partagas. 


If  you  treasure  the  rarity 
of  a  pre-revolutionary 
Cuban  cigar,  you  are  not 
alone. 

On  the  exceptional 
occasion  when  such  cigars 
have  been  discovered,  they 
have  commanded  extraordinary  sums  from  the 
most  discerning  connoisseurs. 

If  you  respect  the  tradition  of  Cuban  cigar- 
making  as  they  do,  it  may  interest  you  to  know 
that  it  does  not  live  entirely  in  the  past. 

The  fact  is:  there  is  a  cigar  that  is  still  made 
the  way  it  was  made  in  Havana  before  the  Cuban 
Revolution. 

The  cigar  is  a  Partagas  and  its  secret  is  a 
living  Cuban  legend. 


Ramon  Cifuentes:  a  living  Cuban  legend 


His  name  is  Ramon 
Cifuentes. 

He  has  spent  a  lifetime 
making  Partagas  Cigars 
by  hand,  just  as  his 
father  did  before  him. 
And  when  he  was  exiled 
from  the  island  of  Cuba  more  than  20  years  ago, 
the  secret  of  Partagas  went  with  him,  never 
to  return. 

This  Christmas,  ask  your  favorite  smoke  shop 
for  the  Partagas  that  is  made  for  you. 

The  feel,  the  taste  and  the  aroma  of  this 
legendary  cigar  in  its  rich  Cameroon  wrapper  is 
unlike  anything  your  senses  have  ever 
experienced. 

Ramon  Cifuentes  will  have  it  no  other  way. 


PARTAGAS 


©  Cifuentes  YCia  1987 


Principal  Motohashi 

Some  distillates  just  don't  travel  well. 


Robert  Mi'jllisJB  Pictures 


camps.  Leather-lunged  instructors 
chivy  their  charges  through  16-hour 
days  and  endless  repetitions  of  the 
proper  way  to  write  reports,  deliver 
speeches,  talk  on  the  telephone,  look 
after  the  health  of  subordinates,  ham- 
mer out  quick  decisions.  Only  after 
passing  tests  can  a  trainee  have  re- 
moved the  "ribbons  of  shame"  pinned 
to  his  Imperial  Navy-type  jumper. 
These  ribbons  are  designed  to  remind 
trainees  that  the  individual  is  noth- 
ing, the  group  everything — a  very  Jap- 
anese and  equally  un-American  way 
of  looking  at  the  world. 

Motohashi  concedes  "some  train- 
ing is  exclusively  for  Japanese  and 
can't  be  accepted  by  Americans."  He 
speaks  vaguely  of  changes  ("more 
thinking  training,  more  discussion 
training")  that  will  enable  him  to 
transfer  about  60%  of  the  curriculum 
from  Mount  Fuji  to  Malibu;  the  bal- 
ance will  be  designed  for  the  Ameri- 
can market,  to  make  the  program 
more  palatable  to  the  U.S.  psyche. 

In  Kanrisha's  offices  in  the  Little 
Tokyo  section  of  Los  Angeles,  in- 


structor Naoyoshi  Fujimori  ticks  off 
changes  no  one  seems  to  have  thought 
of  back  in  Tokyo.  Fujimori  wonders  if 
the  Malibu  camp  should  be  made  less 
hellish  and  a  little  more  laid  back  by 
letting  the  Americans  lay  about  a  bit 
longer  in  the  morning  (until  6  a.m. 
instead  of  getting  up  at  5  a.m.),  or 
perhaps  stripping  from  the  curricu- 
lum the  requirement  of  singing  the 
"sad  salesman's  song"  ("The  things  I 
make  with  tears,  I  must  sell  with 
tears")  in  railroad  stations  and  other 
public  spaces. 

"We're  still  modifying,"  says  Fuji- 
mori. Frowns  Motohashi:  "I  don't 
know  if  Americans  are  more  fragile 
and  sensitive  to  scolding."  While  they 
tinker,  it  is  difficult  for  U.S.  execu- 
tives to  know  just  what  they'll  be 
signing  up  for. 

•  Flawed  market  research.  The  U.S. 
competition  in  the  field — outfits  like 
Outward  Bound,  Executive  Ventures 
and  others  that  include  wilderness  ex- 
periences like  Kanrisha's  night  hikes 
in  their  training  courses — have  found 
that  four-  to  six-day  programs  work 


best  for  busy  executives. 

"Companies  want  an  intense  expe- 
rience for  their  people,"  explains  Eric 
Malmborg,  a  cofounder  of  Executive 
Ventures,  "but  not  too  much  time 
away  from  families  or  the  job."  Some 
Kanrisha  Yosei  insiders  have  argued 
that  the  Kanrisha  program  should  be 
shortened  to  conform  to  U.S.  market 
demands.  But  founder  Takarabe  has 
elected  to  stick  with  the  13-day  tour. 

The  quasi-military  atmosphere 
seems  destined  to  stay,  too.  This  will 
turn  off  many  U.S.  executives.  "We're 
not  interested  in  a  boot  camp,"  says 
Eugene  Andrews,  who  helps  run  GE's 
executive  training  program.  "What 
we  try  to  create  is  an  adult,  meaning- 
ful learning  experience." 

•  Overblown  performance  promises. 
According  to  Kanrisha  Yosei's  promo- 
tional literature,  "Samurai  manage- 
ment has  brought  sweeping  changes 
to  conventional  concepts  of  train- 
ing .  .  .  and  will  turn  any  manager  you 
send  into  a  knight  in  shining  armor." 
Such  primitive  hype  is  unlikely  to 
sway  many  U.S.  executives.  The  fact 
is,  Kanrisha's  program  is  an  eclectic 
repackaging  of  bits  and  pieces  of  the 
human  potential  school — a  bit  of  Out- 
ward Bound  here,  a  bit  of  est  there. 
Even  former  disciples  of  Werner  Er- 
hard  are  in  the  management  training 
business  these  days. 

•  Failure  to  clear  the  language  barrier. 
Hisashi  Yasue,  the  slender,  exquisite- 
ly mannered  manager  of  operations 
for  Kanrisha  U.S.A.,  says  he  speaks  no 
English,  and  on  introduction  produces 
only  a  Japanese  business  card.  Instruc- 
tor Fujimori,  who  will  team  with  an 
American  instructor  for  the  Jan.  4 
class — if  it  signs  up  any  students — 
speaks  English  that  is  serviceable,  but 
hardly  fluent. 

Financially,  Kanrisha  Yosei's  U.S. 
adventure  is  unlikely  to  excite  much 
envy  soon.  The  company's  Los  Ange- 
les offices  consist  of  a  suite  of  three 
barren  rooms  in  a  small  gray  building 
that  also  houses  the  Japanese  lan- 
guage weekly  U.S.— Japan  Business 
News.  But  Kanrisha  also  has  a  two-year 
lease  on  the  80-acre  Calamigos  Ranch 
at  the  Malibu  Conference  Center, 
which  will  provide  lodging,  food  and 
training  grounds.  "Very  expensive," 
worries  operations  manager  Yasue, 
through  a  translator. 

It  has  never  paid  to  underestimate 
Japanese  businessmen.  Much  will  no 
doubt  change  as  Kanrisha  Yosei  refor- 
mulates its  hell  camp  package  and  the 
promoters  get  a  better  grip  on  their 
first  sortie  into  an  overseas  market. 
But  for  now,  the  best  advice  to  Ameri- 
can executives  is  clearly:  Manager, 
heal  thyself.  ■ 
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The  marque  of  Vanden  Plas, 
one  of  Europe's  most  revered 
custom  coachmakers,  has 
long  been  associated  with  handcrafted  elegance  and 
luxury.  For  1988,  the  art  of  Vanden  Plas  comes  together 
with  the  legendary  ride  and  handling  of  Jaguar. 

Throughout  the  sumptuous  cabin,  the  warmth  of  rare 
burl  walnut  and  supple  leather  abounds.  To  chase  the 
chill  from  the  coldest  mornings,  heating  elements  have 
been  incorporated  into  the  power-adjustable  front  seats. 

For  the  convenience  of  rear  seat  passengers,  exqui- 
sitely finished  fold-down  picnic  tables  are  fitted  to  the 
backs  of  the  front  seats.  There  are  high  intensity  lamps 
for  reading  and  individual  headrests  for  comfort. 


The  Jaguar  Vanden  Plas 


The  Vanden  Plas  is  the 
most  exclusive  and  lux- 
uriously equipped  sedan 
offered  by  Jaguar.  Everything — from  fleece-like  rugs  for 
the  passenger  footwells  to  an  80-watt  stereo  system... 
from  climate  control  to  a  heated  headlamp  washer  sys- 
tem, and  more — is  standard. 

The  1988  Vanden  Plas  is  also  covered  by  Jaguar's 
extensive  three  year/36,000  mile  warranty.  See  your 
dealer  for  details  on  Jaguar's  limited  warranty,  applica- 
ble in  the  USA  and  Canada,  and  its  comprehensive 
Service-On-SiteSM  Roadside  Assistance  Plan.  For  the 
Jaguar  dealer  nearest  you,  call:  1-800-4-JAGUAR. 

JAGUAR  CARS  INC.,  LEONIA,  NJ  07605  •  ENJOY  TOMORROW.  BUCKLE  UP  TODAY 


Personal  Affairs 


Edited  by  William  G.  Flanagan 

Donating  your  yacht  to  charity  seems  a 
perfect  way  of  disposing  of  it.  Often  too 
perfect,  the  IRS  thinks. 

Take  my  yacht. 
Please! 


Associated  Marine  Institutes'  training  vessel  leaving  marina 

A  second  chance  for  the  kids,  a  second  career/or  the  Geraldine  S. 


T|ired  of  that  hole  in  the  water 
lined  with  fiberglass  into  which 
you  pour  money  (a.k.a.  your 
boat)?  Finding  it  impossible  to  sell 
after  Black  Monday?  Why  not  donate 
it  to  a  charitable  institution?  You  will 
get  a  nice  tax  writeoff  and,  in  some 
cases,  a  hefty  lump  of  cash  to  boot. 
That's  in  addition  to  the  warm  glow 
that  comes  with  knowing  your  yacht 
is  being  put  to  some  good  use— per- 
haps in  marine  research.  And  it  will 
no  longer  be  eating  you  alive  with 
dock,  repair  and  maintenance  fees. 

You  will  find  a  lot  of  eager  recipi- 
ents for  your  gift,  from  institutions 
engaged  in  oceanographic  research  to 
colleges  with  (or  without)  marine  sci- 
ence programs  right  on  up  to  the  U.S. 
Naval  Academy.  In  fact,  virtually  any 
charity  will  accept  the  gift  of  a  valu- 
able yacht.  There  are  even  organiza- 
tions that  act  as  agents  for  charities. 

How  might  such  a  gift  work?  Here's 
an  example:  Let's  say  you  paid 
$600,000  for  your  yacht  several  years 
ago,  and,  with  improvements,  it  can 
now  be  appraised  for  $1  million.  You 
decide  to  give  it  away.  You  may  get 
some  cash  in  return — say  $100,000 — 
and  take  the  remaining  $900,000  as  a 
deduction. 

Assume  the  boat  is  used  two  years 
for  a  worthwhile  educational  purpose 
and  eventually  is  sold  by  the  charity 
for,  say,  $400,000 — which  all  goes  to 
the  charity.  Everyone  benefits,  right? 

Problem  is,  such  yacht  donations 
seldom  work  out  so  cleanly.  Unless 
you're  careful  in  how  you  make  your 
gift,  and  to  whom  you  make  it,  you 
could  wind  up  in  deep  water  with  the 
IRS.  Your  yacht  could  also  wind  up  in 
the  hands  of  an  organization  that  nev- 
er puts  it  to  any  constructive  use 
whatsoever.  And  the  charity  or  chari- 
ties you  hoped  would  benefit  from 
your  generosity  might  never  set  foot 
on  your  boat,  nor  receive  more  than  a 
fraction  of  its  value  when  it  is  sold. 

If  you  are  serious  about  giving  away 
your  boat,  first  banish  any  romantic 
notions  of  young  researchers  unlock- 
ing the  mysteries  of  the  sea  from  your 
generously  donated  decks.  The  vast 
majority  of  donated  boats  are  of  inter- 
est to  most  charities  solely  because  of 
the  money  they  can  fetch  when  sold. 

There  are  exceptions.  The  U.S.  Na- 
val Academy  uses  many  donated 
boats'  to  help  train  midshipmen. 
When  the  boats  are  sold,  the  proceeds 
go  back  into  the  U.S.  Treasury  to  fund 
a  Naval  Academy  sailing  school.  And 
some  marine  institutions  might  con- 
vert some  small  craft  into  workboats. 
A  center-console  fishing  boat  donated 
to  the  Southampton  Campus  of  Long 
Island  University  in  New  York,  for 
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Marine  science  students  taking  water  samples  off  Southampton,  N.Y. 
Noble  duty  seldom  befalls  donated  yachts. 


example,  would  probably  be  used  as  a 
research  vessel.  But  not  a  racing  sloop. 
Your  boat  might  even  wind  up  being 
used  to  help  rehabilitate  juvenile  de- 
linquents, if  you  donate  it  to  Associat- 
ed Marine  Institutes  in  Tampa,  Fla. 

Other  fates  are  more  common. 
Your  boat  might,  for  example,  be  im- 
mediately sold  or  leased  to  folks  just 
like  yourself — at  bargain  rates.  How 
can  this  happen?  The  charitable  orga- 
nization, before  it  even  takes  posses- 
sion of  your  yacht,  can  go  out  and  find 
a  potential  buyer.  He  is  given  the 
chance  to  lease  your  boat  for  two 
years — at  the  market  price,  not  its 
appraised  cost.  (The  former  can  be 
45%  lower.)  He  puts  up  20%  of  the 
market  value  of  the  yacht  in  cash. 
Within  two  years  he  puts  up  another 
25%.  At  the  end  of  the  lease  period  he 
pays  the  last  55%.  Try  to  get  those 
terms  from  your  yacht  dealer. 

Maybe  you  don't  care  what  happens 
to  your  boat,  so  long  as  you  get  your 
deduction.  You  are  making  a  bona  fide 
gift,  in  good  faith,  and  that  is  all  you 
can  be  expected  to  do.  At  least  the 
charities  get  something,  you  reason. 

Well,  Uncle  Sam  might  not  see  it 
that  way.  In  fact,  the  IRS  has  been 
burned  so  often  in  the  past  with  in- 
flated deductions  for  yachts  that  in 


1984  it  established  some  pretty  strict 
rules  and  devised  special  forms  (8282 
and  8283)  for  such  gifts  over  $5,000  in 
value.  You  must  include  all  kinds  of 
information  about  the  boat,  including 
a  full  description,  what  you  paid  for  it 
and  its  original  purchase  price. 

The  most  important  consideration, 
however,  is  the  appraisal.  Your  friend- 
ly boatyard  will  not  be  eager  to  fur- 
nish one  that  is  highly  inflated.  The 
appraisal  must  be  sent  to  the  IRS,  and 
the  appraiser  must  sign  a  form  verify- 
ing it.  Most  important,  in  the  event 
the  IRS  later  deems  the  appraisal  in- 
flated, the  appraiser  is  subject  to  the 
same  penalties  as  you,  the  taxpayer. 
The  IRS  has  been  there  before,  re- 
member, and  will  be  quick  to  spot  an 
outrageous  appraisal. 

The  fees  and  penalties  are  stiff. 
Here's  an  example  offered  by  Sol  Up- 
bin,  head  of  the  tax  department  for 
Arthur  Andersen  &  Co.  Assume  you 
evaluate  your  boat  at  $300,000  and 
the  IRS  later  says  it  was  worth  only 
$150,000,  and  it  is  sustained.  You 
have  overstated  your  deduction  by 
100%.  Not  only  do  you  have  a  defi- 
ciency in  interest  because  of  the  lost 
deduction,  but  you  have  a  penalty  on 
top  of  the  deficiency.  And  so  does  the 
appraiser. 


Bear  in  mind  that  if  your  boat  is 
sold  by  the  charity  within  two  years 
of  your  making  the  gift — and  there's  a 
good  chance  it  will  be — the  IRS  will 
automatically  be  informed  and  thus 
will  know  its  resale  price.  That's 
when  your  appraisal  can  come  under 
especially  close  scrutiny.  Of  course, 
the  selling  price  then  is  likely  to  be  far 
below  your  appraisal.  According  to 
Albert  Veliky,  former  development 
officer  at  the  University  of  Miami, 
yachts  sold  within  a  year  to  18 
months  of  being  donated  generally 
fetch  about  40%  of  a  fair  appraised 
value  after  expenses. 

Because  sale  of  the  yacht  within 
two  years  practically  invites  an  audit, 
some  tax  advisers  insist  that  the  re- 
ceiving institution  agree  not  to  sell 
the  boat  in  that  time.  But  there  are  no 
guarantees.  And  an  audit  later,  or  be- 
fore, is  still  possible  anyway. 

So,  should  you  still  give  your  boat 
away?  "You  really  have  to  want  to 
make  a  charitable  gift,"  notes  Conrad 
Teitell,  a  charity  lawyer  with  the  firm 
Prerau  &  Teitell.  "If  you  are  just  look- 
ing to  come  out  ahead  of  where  you 
would  be  had  you  sold  it,  it's  not 
going  to  work.  The  IRS  was  not  born 
yesterday." — W.G.F.  and  Lisa  Scheer 
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Play ;  .ag  your  cards  right 

holiday  shopping  season,  a  lot 
overs  probably  smiled  for  a 
ange  when  they  reached  for  their 
credit  cards.  Depending  upon  the 
cards  they  use,  they  could  have  aided 
a  charity,  helped  the  U.S.  Olympic 
team,  gotten  free  insurance  or 
even  qualified  for  gifts  and  cash 
bonuses,  just  by  using  the  right 
company's  plastic. 

The  freebies  being  offered  by 
some  of  the  credit  card  giants  are 
not  to  be  sneezed  at.  American 
Express,  for  example,  has  just  in- 
troduced its  Purchase  Protection 
program.  Retail  items  bought 
with  any  AmEx  card  are  covered 
for  90  days  against  theft,  loss,  fire 
or  accidental  damage,  up  to 
$50,000.  All  you  have  to  do  is  file 
a  claim  within  45  days  of  loss, 
along  with  relevant  paperwork  (a 
police  report  is  typical  for  theft  or 
loss).  The  company  will  then  ei- 
ther replace  the  item  or  reim- 
burse you  for  it  after  any  home- 
owner's insurance  claim  is  set- 
tled. The  exceptions  are  traveler's 
checks,  tickets,  animals  and  living 
plants. 

So,  for  example,  if  someone  steals 
that  new  VCR  you  just  bought  for 
your  youngster,  and  the  new  Porsche 
you  brought  it  home  in,  AmEx  will 
replace  both  free — as  long  as  you  orig- 
inally charged  those  purchases  on 
your  AmEx  card.  What  about  the  invi- 
tation to  fraud?  "It's  a  manageable 
risk,  or  we  wouldn't  have  launched 
the  program,"  says  AmEx  Vice  Presi- 
dent Susan  Clark.  Besides,  she  says, 
"Our  card  members  are  honorable 
people." 

Scheduled  to  run  until  May  23,  Pur- 
chase Protection  complements 
AmEx'  Buyer's  Assurance  program, 
which  doubles  the  coverage  on  war- 
ranted products  up  to  an  extra  year. 
The  latter  program,  begun  last  fall, 
was  lately  made  a  permanent  perk  for 
AmEx  card  holders. 

On  the  MasterCard  front,  holders  of 
Dreyfus  Consumer  Bank's  gold  or  sil- 
ver cards  get  free  collision  insurance 
coverage  on  rental  cars,  which  nor- 
mally costs  around  $10  a  day.  Gold 
card  holders  can  also  get  cash  refunds 
of  up  to  5%  of  the  cost  of  domestic  air 
and  rail  tickets  and  car  rentals.  Re- 
bates on  hotel  room  charges  run  10% . 

Also  in  the  game,  Sears  gives  cash 
back  to  users  of  its  Discover  card.  The 
rebate  reaches  1%  on  all  your  Discov- 
er card  purchases,  once  you  have  rung 
up  $3,000  in  a  single  year.  You  can 
double  the  rebate  rate  if  you  open  or 


add  to  a  Discover  savings  account.  For 
new  members,  Discover  tosses  in  a 
book  of  coupons  good  for  discounts  at 
Holiday  Inns  and  Denny's.  You  also 
get  a  free  oil  change  and  $100  worth  of 
service  for  $10  at  a  Sears  auto  center. 


Mellon  Bank  introduced  Lifestyle 
cards  in  February.  These  are  Visa 
cards  for  devotees  of  skiing,  sailing 
and  golf  that  "use  group  buying  power 
to  obtain  some  discount  deals,"  ex- 
plains Paul  Kahn,  who  heads  Mellon's 
card  shop.  Card  holders  get  discounts 
on  equipment  and  travel  for  their  pre- 
ferred activities.  For  instance,  the 
popular  Inside  Edge  ski  catalog  gives 
10%  off  to  Lifestyle  ski  card  users. 
You  can  get  similar  discounts  on  golf- 
ing vacations  to  places  like  North 
Carolina's     Pinehurst     resort,  La 


Ouinta  in  Palm  Springs  and  St.  An- 
drews in  Scotland. 

MasterCard  also  has  a  travel  bonus 
program.  If  you  used  their  gold  card  to 
charge  any  airline  ticket,  rental  car  or 
hotel  room,  you  get  bonus  points  with 
American  Airlines,  National  rental 
cars  or  Sheraton  hotels,  respectively. 
MasterCard  and  Visa  are  competing 
on  the  charity  front,  too.  LTse 
your  Visa  card,  which  is  the  offi- 
cial credit  card  of  the  1988  Olym- 
pics, and  Visa  U.S.A.  makes  a  do- 
nation— from  a  fraction  of  a  pen- 
ny to  2  cents,  depending  on  the 
transaction — to  a  fund  for  the 
U.S.  team.  Some  member  banks, 
which  are  issuing  cards  embossed 
with  Olympic  insignia,  are  also 
kicking  in  to  the  fund,  which  is 
expected  to  total  $2  million.  Visa 
users  in  other  countries  help  fund 
native  teams  every  time  they  use 
their  foreign  Visa  cards.  The 
Olympic  effort  runs  through  the 
end  of  the  year  and  resumes  in 
April. 

MasterCard  International  has 
its  "Choose  to  Make  a  Differ- 
ence" campaign,  through  year- 
end.  Every  time  the  card  is  used, 
MasterCard  contributes  0.62  of  a 
cent  to  a  fund  for  six  charities,  in- 
cluding the  American  Heart  and  the 
Muscular  Dystrophy  associations. 
Card  users  will  vote  to  determine 
where  the  donations  go.  The  pro- 
ceeds ($2  million  minimum)  will  be 
divvied  up  proportionately.  Again, 
some  banks  are  issuing  special  cards 
for  the  occasion.  If  you  are  a  Multi- 
ple Dystrophy  Association  benefac- 
tor, you  can  get  a  card  with  Jerry 
Lewis'  picture  on  it. — Eric  Schmuckler 


The  nursing  home  blues 

Most  folks  in  need  of  nursing 
home  care  choose  to  pay  their 
own  way,  if  possible.  Reasons?  A  wid- 
er choice  of  facilities  and  better  care. 
In  fact,  about  48%  of  all  patients  start 
off  paying  their  own  way. 

But  often  the  money  runs  out.  A 
private  home  can  charge  $25,000  and 
up  per  year,  more  if  special  care  is 
needed.  What  happens  then?  Can  the 
patient  simply  be  booted  out? 

Yes,  if  the  patient  is  in  a  private 
nursing  home — one  not  certified  by 
Medicaid.  At  a  nursing  home  that  is 
Medicaid  certified,  however,  that  is 
not  generally  the  case.  Some  facili- 
ties, however,  are  Medicaid-certified 
only  in  certain  wings.  So  if  a  private- 
pay  patient  at  one  of  these  facilities 
runs  out  of  money  and  the  Medicaid 
wing  is  filled  up,  tough  luck. 


Many  patients  are  taken  advantage 
of  because  they  do  not  know  their 
rights.  Barbara  Frank,  associate  direc- 
tor of  the  National  Citizens'  Coali- 
tion for  Nursing  Home  Reform  in 
Washington,  D.C.,  says  that  many 
nursing  homes  persuade  patients  to 
guarantee  payment  for  a  given  peri- 
od— say,  two  years.  "That's  illegal," 
says  Frank.  "They're  asking  you  to 
waive  your  Medicaid  rights."  Still, 
many  agree,  just  to  get  in. 

Frank  also  warns  against  nursing 
homes  that  ask  relatives  for  hefty  con- 
tributions just  when  a  patient's  sav- 
ings run  out.  "They'll  say,  'She's  ex- 
hausted her  resources.  If  you  make  a 
contribution,  we'll  keep  her  on  as  a 
Medicaid  patient.'  That's  illegal, 
too." — Barbara  Kallen 
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A  British  pension  fund  took  a  flier  in  the  art 
world  about  a  decade  ago.  Now  it  wishes  it  had 
invested  even  more  in  Japanese  prints. 

Art  for  the 
pensioners'  sake 


By  Lisa  S cheer 


W'hen  it  comes  to  invest- 
ments, pension  funds  usually 
don't  stray  too  far  from 
stocks,  bonds  and  perhaps  the  occa- 
sional real  estate  deal. 

But  from  1974  to  1980,  the  British 
Rail  Pension  Fund,  with  $9  billion  in 
current  total  assets,  decided  to  take 
its  chances  in  the  art  market  and  ear- 
marked over  $60  million  for  a  portfo- 
lio put  together  with  the  advice  of 
Sotheby's. 

Among  the  things  it  secretly  pur- 
chased were  33  lots  of  Japanese  wood- 
block prints  for  over  $700,000. 
Lately,  the  pension  decided  to 
auction  off  the  prints,  but  first 
sent  them  on  a  presale  exhibi- 
tion tour  to  Tokyo,  London 
and  New  York  to  whet  buyers' 
appetites.  On  Dec.  8  the  entire 
collection  went  under  the 
hammer  at  Sotheby's  auction 
house  in  London.  In  all,  the 
lots  fetched  $2.8  million — 
about  four  times  their  original 
cost  in  dollars. 

Some  prices  had  the  art 
world  buzzing.  A  Hong  Kong 
art  dealer  paid  a  record  $1.1 
million  for  "Thirty-six  views 
of  Mount  Fuji,"  by  Katsushika 
Hokusai.  The  pension  origi- 
nally paid  $305,000  for  the  se- 
ries, in  1979.  Two  famous 
prints  by  Kitagawa  Utamaro 
also  fetched  record  prices. 
One,  a  portrait  of  a  teashop 
waitress,  fetched  $396,000;  its 
original  cost  in  1975  was 
$70,000.  Another  Utamaro, 
portraying  a  woman  applying 
makeup  after  a  bath  (see photo), 
went  for  a  record  $178,000.  In 
1975  the  pension  paid  $30,000 
for  it.  A  Toshusai  Sharaku 
print  of  Kabuki  actor  Otani 
Oniji  II,  bought  for  $35,000  in 
1975,  sold  for  a  record 
$297,000— the  highest  price 


ever  paid  for  a  Sharaku. 

Why  had  the  pension  trust  chosen 
this  particular  time  to  sell?  It  had 
originally  planned  to  hold  the  prints 
for  another  15  years.  The  official  ex- 
planation was  that  there  were  fears  of 
deterioration  of  the  fragile  prints  and 
problems  in  displaying  them.  But  oth- 
ers thought  the  strong  yen,  and  the 
Japanese  passion  to  collect  fine  art, 
had  more  to  do  with  the  timing  of  the 
sale.  David  Andrews,  company  secre- 
tary of  the  British  Rail  Pension  Trust- 
ee Co.,  acknowledged  before  the  auc- 
tion that  the  yen's  48%  rise  against 
the  U.S.  dollar  since  March  1985 


Classic  print  by  Utamaro 

From  $30,000  to  $178,000  in  12  years. 


played  a  role  in  the  timing  of  the  sale. 
And  there  is  no  question  the  Japanese 
anxiously  want  those  prints  back. 

Traditional  Japanese  woodblock 
prints  of  the  Ukiyo-e  school  were  a 
published  commercial  art  form  pro- 
duced primarily  in  the  18th  and  19th 
centuries.  The  prints  celebrated  war- 
riors, landscapes,  Kabuki  actors  and 
famous  courtesans  of  the  day.  Selling 
for  just  pennies  apiece,  they  were  ig- 
nored by  the  Japanese  aristocracy.  But 
the  new,  emerging  merchant  class 
loved  them  because  of  their  popular 
subject  matter. 

Eventually  the  prints,  especially 
those  by  landscape  artist  Ando  Hiro- 
shige,  in  brilliant  colors  and  bold  pat- 
terns, became  popular  in  the  West. 
Commodore  Perry  brought  home 
many  prints  as  souvenirs  from  his  ex- 
peditions to  Japan  in  1853  and  1854. 
The  Paris  World  Exposition  in  1867 
brought  Japanese  prints  to  the  atten- 
tion of  the  Europeans.  Degas  had  a 
diptych  of  bathers  by  Torii  Kiyonaga 
above  his  bed.  Van  Gogh  was  so  taken 
that  he  copied  two  Hiroshige  land- 
scape prints  and  one  Keisai  Eisen  fig- 
ure print,  and  even  briefly  set  up  a 
print  dealership  in  Europe.  Toulouse- 
Lautrec  patterned  his  posters  of  Pari- 
sian courtesans  after  Kitagawa  Uta- 
maro's  well-known  courte- 
sans of  Tokyo's  red-light 
district. 

"Japanese  prints  were  the 
pop  art  of  their  period,"  says 
Sebastian  Izzard,  head  of 
Christie's  Japanese  depart- 
ment in  New  York.  "The  sub- 
jects are  very  close  to  Postim- 
pressionist  and  Modern  paint- 
ings. They  used  the  same 
techniques  to  attract  the  eye: 
bold,  flat  colors  that  have  pow- 
er, graphic  impact." 

Some  of  the  finest  collec- 
tions of  Japanese  prints  are 
still  in  the  U.S.  and  Europe. 
Two  outstanding  public  col- 
lections are  found  at  the  Bos- 
ton Museum,  with  over  50,000 
Japanese  prints,  and  the  Brit- 
ish Museum  in  London.  The 
Riccar  Museum  in  Tokyo  has 
a  collection  of  some  5,000 
woodblock  prints,  including 
those  of  Kiyomasu  Torii  and 
Ando  Hiroshige.  Other  out- 
standing collections  include 
the  Tokyo  National  Museum 
and  Ota  Museum. 

The  shrinking  supply  of 
fine-quality  Japanese  prints  in 
mint  condition  has,  inevita- 
bly, created  a  boom  in  fakes — 
some  of  the  early  20th-century 
forgeries  are  very  hard  to  de- 
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tect.  Indeed, some  Japanese  claim 
they  are  reluctant  to  invest  more 
heavily  in  Ukiyo-e  because  some  prints 
d  to  authenticate.  Facsimile 
tions,  made  in  Japan  and  sold 
(  st  at  the  turn  of  the  century 
as  reprints  of  rare  masterpieces,  be- 
te  taded  and  worn  and  may  go  on 
the  market  as  genuine.  At  a  Sotheby's 
auction  in  London  in  1974,  for  exam- 
ple, a  copy  of  a  well-known  Nishi- 
mura  Shigenaga  print,  reproduced  by 
the  skillful  facsimile  maker  Taki- 
mizawa  in  the  1920s,  slipped  into  the 
Henri    Vever    collection    and  was 
passed  off  to  an  unwary  investor  (it 
was  later  returned). 
If  you  are  serious  about  collecting, 


A  Hiroshige  landscape 

$28,600  to  $107,000  in  8  years. 

Christie's  Izzard  advises  buying  early, 
fine  impressions  in  good  color.  Don't 
buy  damaged  and  faded  late  impres- 
sions. The  better  quality  the  print,  the 
easier  it  is  to  resell.  Be  wary  of  inex- 


pensive prints,  caution  the  experts. 
Consider  prints  above  $2,000. 

How  has  the  British  Rail  Pension 
Fund  fared  with  its  entire  art  portfo- 
lio? The  fund,  criticized  for  speculat- 
ing in  art  more  than  a  decade  ago, 
invested  less  than  5%  of  its  total  as- 
sets in  some  2,000  works  of  fine  art 
and  collectibles. 

To  date,  with  the  exception  of  the 
Japanese  prints  and  some  other  small 
collections,  notably  Old  Master  prints 
and  silver  (see  below),  the  fund's  return 
has  been  unexceptional.  Says  British 
Rail's  David  Andrews,  "We've  just 
managed  to  beat  inflation,"  noting 
that  the  fund's  annual  rate  of  return 
on  artwork  has  barely  topped  10%.  ■ 


Sotheby's  Art  Market  Trends 


Index  sectors 

Nov 
1987 

One 
month 

ago 

One 
year 
ago 

Two 
years 
ago 

Five 
years 
ago 

One 
month 
%  change 

One 
year 
%  change 

Two 
year 
%  change 

Five 

% 
change 

years 
average 
annual 
%  change 

Old  Master  paintings 

349 

349 

303 

289 

199 

nil 

+  15.2 

+  20.8 

+  75.4 

+  1 1.9 

19th-century 
European  paintings 

323 

323 

267 

249 

184 

nil 

+  21.0 

+  29.7 

+  75.5 

+  11.9 

Impressionist  &  Post- 
impressionist  art 

661 

661 

432 

371 

268 

nil 

+  53.0 

+  78.2 

+  146.6 

+  19.8 

Modern  paintings 
(1900-1950) 

666 

666 

429 

342 

254 

nil 

+  65.2 

+  94.7 

+  162.2 

+  21.3 

Contemporary  art 
(1945  onward) 

609 

597 

551 

497 

342 

+  2.0 

+  10.5 

+  22.5 

+  78.1 

+  12.2 

American  paintings 
(1800-pre-WWII) 

789 

789 

687 

635 

449 

nil 

+  14.8 

+  24.3 

+  75.7 

+  11.9 

Continental  ceramics 

320 

320 

290 

284 

266 

nil 

+  10.3 

+  12.7 

+  20.3 

+  3.8 

Chinese  ceramics 

550 

550 

486 

486 

462 

nil 

+  13.2 

+  13.2 

+  19.0 

+  3.5 

English  silver 

381 

349 

338 

306 

189 

+  9.2 

+  12.7 

+  24.5 

+  101.6 

+  15.1 

Continental  silver 

220 

201 

201 

178 

134 

+  9.5 

+  9.5 

+  23.6 

+  64.2 

+  10.4 

American  furniture 

459 

459 

404 

330 

213 

nil 

+  13.6 

+  39.1 

+  115.5 

+  16.6 

French  &  Continental 
furniture 

319 

319 

299 

273 

234 

nil 

+  6.7 

+  16.8 

+  36.3 

+  6.4 

English  furniture 

634 

594 

485 

382 

267 

+  6.7 

+  30.7 

+  66.0 

+  137.5 

+  18.9 

Aggregate  index* 

482 

477 

376 

336 

255 

+  1.0 

+  28.2 

+  43.5 

+  89.0 

+  13.6 

Basis:  1975  =  100  ($). 
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"Contemporary  art  was  added  to  the  Art  Index  in  September  1987.  The  aggregate  index  excludes  this  category  prior  to  that  date 

Sotheby's  Art  Market  Trends  reflect  subjective  analyses  and  opinions  of  Sotheby's  art  experts,  based  on  auction  sales  and  other  information  deemed  relevant. 
Nothing  in  Sotheby's  Art  Market  Trends  is  intended  as  investment  advice  or  as  a  prediction  or  guarantee  of  future  performance  or  otherwise. 


Monthly  highlights 

Art  markets  around  the  world  exhibited  substantially 
greater  strength  than  the  financial  markets  last  month. 

Leave  aside  the  Vincent  van  Gogh  painting  "Irises," 
which,  only  days  after  the  mid-October  stock  market 
crash,  sold  for  $53.9  million— the  most  expensive 
artwork  ever  sold  at  auction.  More  telling  was  the 
competitive  bidding  across  the  board  for  Impressionist 
paintings,  drawings  and  sculpture.  Sotheby's  sold  $84.3 
million  (not  counting  the  van  Gogh)  and  Christie's  sold 
$50.6million  of  Impressionist  art  in  the  span  of  four  days. 
Index  highlights 

Early  November  auctions  in  New  York  proved  that  the 
market  for  contemporary  paintings  remains  strong,  but 
the  increased  bidding  at  middle  and  lower  levels  of 
quality  seen  in  recent  months  seems  to  have  abated. 


Sales  of  Chinese  porcelain  in  Hong  Kong  were  ex- 
tremely successful.  Results  included  a  world  auction 
record  of  $959,000  (HK$7,480,000)  for  a  14th-century 
blue-and-white  Yuan  porcelain  dish. 

In  London,  sales  of  English  silver  included  a  number  of 
important  pieces  from  the  British  Rail  Pension  Fund's 
portfolio  of  artworks  formed  in  the  1970s.  Results  were 
strong.  Prices  for  their  28  pieces  totaled  $2,228,000,  over 
five  times  the  initial  purchase  cost. 

Overall,  auction  buyers  this  month  gravitated  toward 
top-level  artwork,  regardless  of  the  collecting  field.  They 
were  more  discriminating,  however,  when  it  came  to 
items  that  had  been  on  the  market  recently  or  that  were 
of  less  than  blue-chip  quality,  accounting  for  a  higher 
unsold  percentage  than  seen  in  recent  seasons. 
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Let's  do  lunch. 


The  scenery  may  differ,  but  the  rituals  of  business  remain 
comfortably  the  same.  As  comfortable  as  the  journey  you  make 
when  you  fly  United  to  Taiwan. 

Our  Friendly  Skies  service  provides  the  best  in  international 
travel.  Including,  in  First  Class,  sleeper  seats;  and,  on  the  ground, 
our  exclusive  Concierge  Service. 

We  do  a  great  lunch,  too.  United.  Rededicated  to  giving  you 
the  service  you  deserve. 

Come  fly  the  friendly  skies, 


kyo  •  Osaka  -  Hong  Kong  •  Seoul  •  Taipei  •  Sydney  •  Melbourne  •  Beijing  •  Shanghai  •  Auckland  •  Singapor 


British  BET's  Yank,  Clyde  Walton 
"We're  the  experts  in  support." 


Edited  by  Jerry  Flint 


A  doll's  house 

The  women  who  collect  my  dolls 
are  among  the  highest  element  of 
human  beings,"  says  Bertha  Behrman, 
92,  president  of  New  York  City's  Al- 
exander Doll  Co.  "They  don't  play 
cards  or  billiards." 

Behrman,  whose  company  is  in  its 
64th  year  and  family-owned,  boasts 
that  her  entire  line  of  traditional 
dolls,  which  retail  from  $22  to  $300, 
is  sold  out.  And  annual  sales  run 
about  $20  million.  Not  bad,  consider- 
ing Behrman  started  by  hand-making 
rag  dolls  in  New  York.  Behrman  has 
turned  most  of  the  day-to-day  opera- 
tions over  to  her  son-in-law  and 
grandson,  but  a  month  ago  she  sud- 
denly appeared  on  the  selling  floor  of 
F.A.O.  Schwarz  and  insisted  on  rear- 
ranging that  famous  retailer's  display 
of  her  dolls. 

Behrman's  success  is  coming  at  a 
time  when  other  doll-  and  toymakers, 
especially  those  producing  interactive 
dolls  and  high-tech  stuff,  are  suffer- 
ing. Sales  of  robot  toys  decreased  66% 
last  year,  according  to  the  Toy  Manu- 
facturers of  America.  A  few  days  be- 


fore Thanksgiving,  Coleco  laid  off 
10%  of  its  work  force  after  a  $6.6 
million  loss  in  the  first  nine  months  of 
1987,  vs.  a  $677,000  loss  for  the  same 
period  the  previous  year.  (It  looks  as  if 
Cabbage  Patch  dolls  are  passe.)  "Baby 
boomers  are  going  back  to  basics,  and 
simpler  toys  reflect  this,"  says  Ester 
Buchholz,  a  psychology  professor  at 
New  York  University.  "They  want 
more  structure  in  their  homes,  and 
this  preference  for  traditional  dolls  re- 
flects that  attitude." 

Bertha  Behrman  is  not  surprised. 
Her  dolls  have  sweet,  lifelike  faces, 
extravagant  hairdos  and  exotic  cos- 
tumes. There  is  a  Mother  Goose  doll, 
a  Red  Riding  Hood  doll,  a  Miss  Muf- 
fet,  plus  dolls  from  44  nations.  These 
dolls  may  even  appeal  to  people  with 
a  passion  for  "collectibles" — if  kids 
don't  tear  them  apart  first.  A  mid- 
Fifties  Behrman-designed  Lucille  Ball 
doll,  dressed  in  a  light  pink  tulle 
gown,  originally  retailed  for  $49.95. 
Last  year  one  sold  at  auction  for 
$4,000.— Kathleen  Healy 


Bertha  Behrman  and  her  friends 
Bacfc  to  basics? 


The  flack  who  came  in 
from  the  cold 

How  did  Clyde  Walton  get  to  be 
the  overlord  of  the  American  cor- 
porate arm  of  BET,  the  $3.5  billion 
(revenues)  British  holding  company? 
"He  was  too  smart  to  be  a  flack," 
whispers  an  associate. 

BET,  almost  100  years  old,  was  once 
British  Electric  Traction,  but  its 
streetcars  and  buses  were  national- 
ized, so  it  moved  into  other  services — 
trucking,  cleaning  buildings,  renting 
linen,  renting  construction  equip- 
ment and  trade  magazine  publishing. 
An  electronics  division  is  for  sale. 
Since  1982  BET  has  also  bought  more 
than  30  U.S.  companies,  with  sales  of 
$426  million  last  year,  operating  earn- 
ings of  $38  million,  in  lines  similar  to 
those  of  the  British  parent. 

"What  we're  offering  our  custom- 
ers," Walton  explains,  "is  the  oppor- 
tunity to  concentrate  on  their  core 
businesses  while  we  provide  the  sup- 
port services — plant  maintenance, 
uniforms,  transportation,  what  have 
you — in  which  we're  the  experts." 

What  does  BET  want  to  be  in  the 
U.S.?  "Much  larger,"  says  Walton,  37. 
He  pursued  a  doctorate  in  philosophy 
at  New  York's  Fordham  University 
before  joining  the  Financial  Times'  U.S. 
marketing  staff  and  then  going  into 
financial  public  relations.  As  BET's 
outside  investor  relations  consultant, 
he  spent  the  last  three  years  explain- 
ing BET  to  U.S.  analysts  and  inves- 
tors. That  effort  paved  the  way  for  the 
successful  sale  in  August  of  over  $100 
million  worth  of  BET  American  De- 
positary Receipts,  and  an  invitation  to 
join  the  company  full  time. 

"I  see  my  primary  role  as  lowering 
our  overall  cost  of  capital  by  helping 
raise  [BET's]  profile  as  we  continue  to 
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WHEN  COMMUNICATIONS  HELP  IS  NEEDED, 
AMERITECH  HAS  THE  SURE  HANDS  FOR  THE  JOB. 


t  takes  more  than  state-of-the-art  tech- 
lology  to  keep  communications  moving  on 
he  best  course  for  our  customers.  It  also 
akes  knowledgeable  people  working  to- 
lether  to  help  others  send,  receive  and  use 
iformation  in  any  form,  any  time  and 
nywhere. 

Ameritech  is  a  leader  in  communications, 
(/e're  the  Ameritech  Bell  companies  of 
linois,  Indiana,  Michigan,  Ohio  and 
(/isconsin.  And  we're  much  more. 

We  provide  the  latest  in  voice,  image  and 
lata  products  and  services  wherever  they 
re  needed  by  business,  and  we  arrange 
ompetitive  financing  packages  to  meet 
iur  customers'  requirements. 

Ameritech  pioneered  cellular  mobile 


phone  service  and  publishes  the  Ameritech 
PagesPlus®  phone  directories  and  a 
growing  number  of  specialized  publica- 
tions. We're  also  leading  creators  and 
marketers  of  computer  software,  and  we 
help  develop  new  technologies  that 
advance  the  future  of  communications. 

Our  tradition  of  helping  customers 
goes  back  more  than  a  hundred  years. 
We  have  the  talent,  the  technology 
and  the  team  to  keep  that  tradition 
shining  brighter  than  ever. 
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AMERICAN  INFORMATION  TECHNOLOGIES 


Helping  you  communicate, 


The  companies  of  Ameritech  Illinois  Bell  ■  Indiana  Bell  •  Michigan  Bell  ■  Ohio  Bell  ■  Wisconsin  Bell  •  Ameritech  Communications 
mentech  Mobile  Communications  •  ADR  •  Ameritech  Services  •  Ameritech  Credit  ■  Ameritech  Development  •  Ameritech  Publishing 


©  1987  Ameritech 


Corporate  Finance  and  the 

Deutsche  Bank  Group.  Resources  that 

get  the  job  done. 


It  means  employing,  or  creating, 
the  most  efficient  financing  instru- 
ment. It  requires  direct  placement 
capability  in  every  important  cur- 
rency, as  well  as  a  worldwide 
network  that  can  distribute  even 
the  largest  issues.  Finally,  it 
demands  a  demonstrated  com- 
mitment to  maintaining  a  liquid 
and  price-competitive  secondary 
market. 

The  Deutsche  Bank  Group  is  a 
world  leader  in  corporate  finance, 


because  time  and  time  again,  we 
apply  whatever  resources  we 
need  to  get  the  job  done.  In  fact, 
last  year  our  clients  relied  on  us  to 
lead-manage  euroissues  valued  at 
over  US  $  12  billion. 

For  corporate  finance,  as  well  as 
other  investment  and  commercial 
banking  services,  consider  using 
the  resources  of  one  of  the  world's 
leading  banks. 

Contact  the  Deutsche  Bank 
Group  office  nearest  you. 


Deutsche  Bank 


Deutsche  Bank  Capital  Corporation 
(Investment  Banking) 
40  Wall  Street.  New  York.  NY  10005 
Tel   (212)  612-06  00 


Deutsche  Bank  AG 

New  York  Branch  (Commercial  Banking) 

9  West  57th  Street.  New  York.  NY  10019-2799 

Tel.:  (212)  940-80  00 


Kjdurd  Derk 


of  Mark  Controls  Corp. 


^ —  ^^Ml^^l^k^^^^^B 

Gary  MacDongal,  former  chief  executive 
"We  were  living  on  borrowed  time." 


feel  our  way  in  the  U.S.,"  Walton 
says.  Although  BET's  U.S.  operating 
companies  report  to  divisional  heads 
in  London,  a  strong  corporate  pres- 
ence in  the  U.S.  is  especially  impor- 
tant because  BET  makes  most  of  its 
acquisitions  for  stock;  dilution  poses 
a  serious  threat  unless  investors  react 
positively. 

The  proceeds  from  the  ADR  issue 
helped  pare  BET's  debt,  providing 
room  for  growth  and  acquisitions. 
"We're  looking  for  any  industrial  sup- 
port services  that  can  be  contracted 
out  on  a  long-term,  recurring-revenue 
basis,"  Walton  says.  Candidates,  any- 
one?— Lawrence  Minard 


Know  when  to  fold  them 

Talk  about  timing!  "I  feel  some- 
where between  terrific  and  spec- 
tacular," says  Gary  MacDougal,  for- 
mer chief  executive  of  Mark  Controls 
Corp.,  headquartered  in  suburban 
Chicago.  And  well  he  should. 

While  others  took  a  beating  on 
Black  Monday,  investors  in  Mark 
Controls  were  rolling  in  dough.  Sever- 
al weeks  earlier  MacDougal  had  fin- 
ished selling  off  roughly  two-thirds  of 
the  firm  to  a  Swiss  group  for  $132 
million,  or  $27.50  a  share,  plus  a  new 
share  of  stock  in  the  leftover  compa- 
ny. That  was  nearly  double  the  price 
of  the  shares  on  the  New  York  Stock 
Exchange  before  the  company  an- 
nounced that  it  was  looking  for  a  buy- 
er last  May. 

"We  felt  we  were  living  on  bor- 
rowed time,"  MacDougal  says.  The 
impany  could  have  been  an  easy  tar- 
for  raiders,  and  outsiders  would 
have  gotten  most  of  the  selloff  profits. 
he  feared  a  shaky  stock  market, 
s  why  we  worked  over  Labor 


Day  weekend,  until  midnight,  to  get 
it  done,"  MacDougal  explains.  Had  he 
dallied  a  few  more  weeks,  the  stock 
market  crash  would  have  chopped  the 
prices  of  those  shares. 

MacDougal,  an  ex-McKinsey  part- 
ner, headed  Mark  Controls  for  18 
years  of  ups  and  downs.  "Once  83%  of 
business  was  in  nuclear  power,  and  it 
went  to  zero,"  he  reminisced.  Before 
the  selloff,  Mark  Controls  produced 
computer-based  building  manage- 
ment systems  that  control  heat,  light- 
ing and  security,  and  industrial  valves 
used  in  the  petroleum  and  other  in- 
dustries. "Over  18  years  the  stock 
went  from  10  to  160  [adjusted  for 
splits]  and  the  annual  growth  rate  was 
17%,"  MacDougal  says.  "Isn't  that 
how  you  define  the  game?" 

With  $6  million  in  his  own  pocket 
from  the  selloff,  MacDougal  can 
choose  his  next  move  with  leisure. 
Does  he  feel  sorry  for  the  Swiss,  who 
bought  him  out  just  before  the  market 
collapse?  "It's  still  a  good  deal  for 
them,"  he  says.  "And  a  deal's  a  deal. 
Feeling  sorry  for  the  Swiss  is  not  any- 
thing that  occupies  my  time." — J.F. 


Something  to  remember 

One  drinks  champagne  to  remem- 
ber and  everything  else  to  forget, " 
says  Frank  Casciari,  president  of  the 
North  American  arm  of  Piper-Heid- 
sieck,  the  French  champagne  maker. 
Casciari's  job  is  to  make  people  forget 
that  while  the  champagne  market 
here  has  doubled  in  the  past  five 
years,  Piper  sales  have  been  as  flat  as 
stale  beer.  Piper,  the  top-selling  brand 
in  the  U.S.  for  150  years,  dropped  to 
third  place  in  1975  and  last  year  fell  to 
fifth  place  (behind  Moet  et  Chandon, 
Mumm,  Taittinger  and  Perrier-Iouet). 


Faces 

Behind  the  Figures 


There's  nothing  wrong  with  Piper- 
Heidsieck,  says  Casciari,  39.  The 
problem  has  been  that  the  others,  like 
Moet  and  Seagram,  which  owns 
Mumm,  are  bigger  and  have  more 
marketing  muscle  than  a  smaller, 
family-run  operation  like  Piper. 

Casciari  is  battling  back  by  tripling 
ad  spending  to  $3  million  and  using  a 
new  distributor  (Heublein).  For  a  year- 
end  attention-getter — 40%  of  the 
champagne  sold  in  the  U.S.  is  con- 
sumed between  Thanksgiving  and 
New  Year's — he's  aggressively  mar- 
keting a  nebuchadnezzar,  a  65-pound 
bottle  ( 1 5  liters)  3  feet  high,  about  five 
times  bigger  than  a  jeroboam  (3  liters), 
which  costs  $900  in  New  York.  So  far, 
everything  seems  to  be  working.  Sales 
are  running  about  $25  million  this  year, 
up  from  $  1 6  million  last  year. 

Casciari  admits  the  falling  dollar, 
which  will  push  up  prices,  and  the 
stock  market  crash  will  hurt,  but 
there  will  still  be  plenty  of  business. 
"Champagne  is  still  an  affordable  lux- 
ury," he  says.  And  that  $900  Piper- 
Heidsieck  nebuchadnezzar  might  be 
just  enough  to  make  a  lot  of  Wall 
Streeters  forget  .  .  .  oops  .  .  .  remem- 
ber what  the  Dow  was  like  before 
Black  Monday.— Diana  Fong 


Kenneth  Chen 


Frank  Casciari  of  Piper-Heidsieck 
The  nebuchadnezzar  for  $900. 
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In  the  beginning,  fabled  designer 
Coco  Chanel  orchestrated  the 
development  of  each  fragrance 
that  bore  her  name  and  personally 
inspected  every  stitch  of  her 
innovative  fashions  shown  in  her 
Paris  rue  Cambon  salon.  The 
House  of  CHANEL  is  now  a  world- 
renowned  institution,  but  its 
commitment  to  quality,  service  and 
the  small  but  vital  detail  remains 
unequalled  today 

CHANEL  still  depends  on  personal 
craftsmanship  to  produce  many  of 
its  famous  products.  Those  processes 
that  can  be  entrusted  to  modern 
methods  are  entrusted  to  Unisys. 

"It's  a  perfect 
marriage  of  high 
tech  and  high 
fashion," 


says  Prakash  Trivedi.  His  Unisys 
team  worked  with  CHANEL  to 
develop  an  on-line  inventory  and 
manufacturing  system  that  enables 
The  House  of  CHANEL  to  monitor 
production  standards  and  to  keep 
track  of  goods  that  are  shipped  to 
stores  and  CHANEL  Boutiques 
across  the  country. 

"Efficiency  is  the  key  word." 
Manufacturing  specifications  for 
the  company's  famous  perfumes, 
including  CHANEL  N°  5,  are  stored 
in  Unisys  microcomputers  in 
Piscataway  N.J.  The  microcomputers 
also  are  used  to  evaluate  perfume 
samples  as  they  come  off  the 
assembly  line.  A  mainframe  system 
then  monitors  the  manufacturing 
and  distribution  of  products. 
This  manufacturing 


"High  tech 

comes  to  high 
fashion? 


data  is  immediately  available  to 
company  executives,  along  with 
information  from  microcomputers 
in  CHANEL  Boutiques  across  the 
country,  providing  an  up-to-the- 
minute  inventory  database.  It  used 
to  take  three  to  four  days  for  this 
information  to  reach  executives. 

"By  having  the  data  to  make 
better,  more-informed  decisions, 
profits  have  increased  while  the 
high  level  of  product  excellence 
and  customer  service  has  been 
maintained,"  says  Trivedi. 

CHANEL  has  long  been  familiar 
with  the  sweet  smell  of  success. 
And  now  with  Unisys,  CHANEL 
has  found  that  computers  are  very 
much  in  style." 

Unisys  and  manufacturing. 
The  power  of 2. 


Prakash  Trivedi, 
Branch  Sales  Manager,  Unisys 


We  Built  A$10 

Million  Mortgage 
Securities  System 

lb  Eliminate 
Seven  Little  Words 


Til  have  to  get  back  to  you!' 


"What  is  the  net  expected  spread 
of  Fannie  Mae  9's  with  volatility  at  14%?" 

"What  is  the  projected  total  return 
of  Ginnie  Mae  8's  versus  Ginnie  Mae  10's 
over  the  next  year  if  rates  rise  200  basis 
points?" 

"What  metropolitan  statistical  area 
has  the  highest  estimated  prepayment 
rates?" 

Whether  it's  instant  access  to  the 
most  timely  market  information,  or  up 
to  the  minute  prepayment  projections 


Bear  Stearns'  new  computer  system  has 
the  answers  right  at  our  fingertips. 

And  when  you  couple  the  power 
of  our  computer  with  the  creativity  of  our 
people,  you  get  a  lead  manager  with  a 
proven  track  record.  No  wonder  Fannie 
Mae  chose  Bear  Stearns  as  the  lead 
manager  for  their  first  and  second  REMIC 
offerings. 

For  more  information,  call  Blaine 
Roberts,  Senior  Managing  Director,  at  (212) 
272-2000,  or  vour  local  institutional  fixed 


regarding  future  or  hypothetical  situations,    income  representative. 


BBKR  STEARNS 

Sharing  Opportunities. 


;  Stearns  &  Co.  Inc.,  245  Park  Avenue,  New  York,  New  York  10017.  (212)  272-2000. 


The  Forbes/Wilshire  5000  Review 


Edited  by  Steve  Kichen 


Dow  Jones 
industrial  average 

The  total  price  of  30 
blue-chip  industrial  stocks, 
adjusted  to  reflect  splits. 
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12  month  close  up 


i  2250 
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Dow  Jones 
P/E":  13.9  " 


1750 


'Capitalization  weighted   

O  O  Percent  change  in  last  two  weeks. 
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Another  meltdown?  Wall  Street  still  hasn't  resolidified. 
On  Dec.  4  the  Dow  industrials  came  less  than  five  points 
away  from  their  Oct.  19  nadir  before  rebounding  and 
finishing  28  points  above  it.  But  the  capitalization- 
weighted  Wilshire  index  of  5,900  issues  shows  that  the 
overall  market  is  in  worse  shape  than  it  was  after  the 
October  panic.  In  fact,  the  Wilshire  finished  each  of  the 
last  five  sessions  below  its  Oct.  19  bottom  of  2310.  The 
past  two  weeks  have  been  a  disaster,  with  blue  chips 


suffering  even  larger  losses  than  secondary  shares.  The 
Amex  is  off  4.4%  and  the  Nasdaq  6.5%,  while  the  Dow  is 
down  7.7%  and  the  NYSE  7.1%.  The  Wilshire  index 
shows  that  the  overall  market  is  off  7%.  If  there  is  any 
consolation  to  be  gained  from  this  misery  it  is  that  earn- 
ings haven't  fallen — yet.  At  the  end  of  September  the 
Wilshire  index  was  selling  for  21.7  times  latest  12-month 
earnings.  In  just  the  last  two  weeks  the  Wilshire  P/E  has 
dropped  from  16.4  to  14.6. 


Closeup  On  the  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
5002 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-10.2 

-10.6 

-9.8 

-10.1 

-9.1 

-10.4 

in  last  52  weeks 

-13.4 

-12.2 

-8.2 

-12.4 

-13.4 

-19.5 

Stock  performance  based  on  six  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility5 

P/E  multiple 

Dividend  yield 

Growth  profile4 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-10.5 

-8.7 

-11.8 

-4.5 

-10.8 

-8.0 

-6.0 

-6.9 

-10.7 

-6.3 

-9.2 

-9.4 

in  last  52  weeks 

-13.0 

0.9 

3.0 

-0.8 

-18.8 

-15.2 

-10.9 

11.1 

5.2 

-9.7 

-11.7 

-2.5 

'Wilshire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity  since  index  was  created.  ^Based  on  sales. 
'A  stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable  4A  quantitative  evaluation  of  a  stock's 
growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  12/4/87.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  the  Action  Is 


;:•  held  up — but  only  in  comparison  with  the  rest  of 
;  market.  Large  yields  protected  utility  stocks  as  they 
registered  a  5.2%  decline  against  the  overall  market's  7%. 
The  decline  in  energy,  also  5.2%,  was  cushioned  by  indi- 
cations that  Texaco  and  Pennzoil  might  be  closer  to 
resolving  their  legal  battle.  Texaco  was  up  10%,  Pennzoil, 
7%.  Concerns  about  consumers'  response  to  the  collapse 


in  stocks  brought  consumer  nondurables  the  worst  2- 
week  score,  a  loss  of  8.6%.  In  this  diverse  group  Tyson 
Foods,  Brunswick,  and  Charming  Shoppes  all  lost  over 
23%.  Sharp  declines  in  First  Executive,  Morgan  Stanley 
and  Cincinnati  Financial  sparked  a  7.2%  decline  in  the 
finance  group.  In  the  past  52  weeks  investors  in  finance 
stocks  lost  24.5%  of  their  money. 


Percent  change  in  last  52  weeks  "O  <2>  Percent  change  in  last  2  weeks 


Capital  goods 


+  50 


-25 
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Finance 

+  50 

0 

-25 
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Transportation 

+  50 

0 

"25  1 
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Consumer  nondurables  and  services 

+  50 

0 
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Raw  materials 
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Utilities 

+  50 
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What  the  Analysts  Think 


Low  finance.  Estimates  for  1987  earnings  of  finance 
stocks  dropped  5.2%  in  the  last  2  weeks  and  10.6%  in  the 
last  4  weeks.  Among  the  major  stocks  with  sharp  2-week 


estimate  cuts:  Republic  New  York,  E.F.  Hutton,  Stewart 
Information  Services  (a  title  insurance  company)  and  First 
Federal  of  Michigan. 


Forecasting  the  Forbes  Sales  500 

Average 

Performance 

earnings  per 

period 

share 

P/E 

latest  12  months 

$2.40 

13.8 

1987  estimates 

2.80 

11.9 

1988  estimates 

3.66 

9.1 

Rank  based  on 
change  in  estimate 

Sector 

Estimated  1987 
EPS  P/E 

%  change  in  1987  estimate 
in  2  weeks     in  4  weeks 

1                   Consumer  durables 

$4.79 

10.0 

0.72% 

3.18% 

2 

Utilities 

2.39 

9.2 

0.17 

0.39 

3 

Consumer  nondurables 

2.33 

12.4 

0.45 

-0.78 

4 

Technology 

2.50 

12.1 

-0.45 

-O.60 

5 

Capital  goods 

2.16 

15.4 

-O.80 

-0.42 

6 

Energy 

2.34 

13.6 

-1.00 

-1.80 

7 

Raw  materials 

2.42 

11.8 

-1.28 

-0.01 

8  Transportation 

1.97 

12.1 

-2.89 

-4.78 

9 

Finance 

1.36 

17.2 

-5.15 

-10.57 

Earnings  projections  are  capitalization  weighted  consensus  estimates  from  over  2,000  security  analysts.  Data  are  compiled  and  updated  continually  by  the  Institutional  Brokers 
Estimate  System  (IBES),  a  service  of  Lynch,  [ones  &  Ryan,  a  New  York-based  brokerage  firm. 


Note'  Mi  data      periods  ending  12/4/K7.  Prepared  by  Wilshirc  Associates,  Santa  Monica,  Calif "  IBES,  a  service  of  Lynch,  Jones  &  Ryan,  New  York 
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Countdown 
to  1988 


GET  A  HEAD  START  ON 

NEXT  YEAR  WITH  

"OUTLOOK  *88"  

KIDDER,  PEABODY'S  MOST 

COMPREHENSIVE  

INVESTMENT  PREVIEW 
OF  THE  COMING  YEAR.  

Outlook  '88  includes: 

•  An  overview  of  the  U.S.  economy  and  its  interrelationship  to 
the  global  economy. 

•  A  forecast  of  interest  rates  and  their  impact  on  the  "bond  market. 

•  A  list  of  stocks  that  we  project  will  outperform  the  market. 

•  A  discussion  of  asset  allocation  including  Kidder,  Peabody's 
Model  Portfolio. 

Reserve  your  copy  now  and  youll  receive  Kidder,  Peabody's 
weekly  Investment  Strategy  Report  in  the  interim  until 
Outlook  '88  is  ready  to  mail. 

FOR  YOUR  COPY,  

CALL  1 800-KP*APVICE 

li  Kidder,  Peabody 

Founded  1865,  Member  All  Principal  Exchanges.  Over  60  Offices  Worldwide*  member  sn>c 


FINANCIAL  NEWS  FROM  B.A.T  INDUSTRIES 


NINE  MONTHS  RESULTS 

El  =  $163  at  30987($1  48at31  1286) 


9  months  to  September  1987 


9  months  to  September  1986 


PRE-TAX  PROFIT 

c  ?  n  m 
>_,  /,/_»_  _i  ;v 

£882m 

-i-'ti-Os. 
i  iQTri 

EARNINGS  PER  SHARE 

ijri  ju 
/'_'._'  fp 

35.02p 

r  i  J  Aj 

•  Rate  of  growth  has  slowed  from  mid-year.  •  Continued  third  quarter.  •  Recent  economic  events  could  have 
strong  performance  from  tobacco.  •  Growth  from  financial  significant  impact  on  results.  •  "The  Group  has  strong 
services  moderated  by  exclusion  of  investment  gams  in    liquidity  and  is  well-positioned  to  meet  difficult  times." 
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Capital  Markets 


MONEY  &  INVESTMENTS 

You  can  buy  bonds  via  an  insurance 
policy.  That  will  save  taxes — but  you  will 
pay  for  the  privilege. 

COSTLY  ZEROS 


By  Ben  Weberman 


Single-premium  variable  lue  poli- 
cies will  be  the  next  investment  fad. 
These  wrap  life  insurance  policies 
around  money  market,  bond  or 
stock  investment  vehicles.  In  other 
words,  insurance-cum-investment, 
like  the  classic  whole  life  product. 
The  key  to  popularity,  however,  is 
the  tax  break  for  investors  who  take 
out  insurance:  deferral  of  taxable  in- 
come from  the  savings  portion  of 
the  policy. 

Deferral  is  worth  a  good  deal, 
even  with  tax  rates  lower  now  than 
they  used  to  be.  Consider  someone 
in  a  33%  federal  tax  bracket,  typical 
on  a  joint  return  with  $100,000  to 
$200,000  of  gross  income.  He  buys 
$100,000  worth  of  Treasury  zeros 
due  in  ten  years.  Yields  on  such 
zeros  were  recently  9.4%,  com- 
pounded semiannually.  But  taxes 
are  due  every  year.  With  annual  tax- 
es figured  in,  a  $100,000  stake  grows 
to  $186,760  in  ten  years — an  annual 
return  of  only  6.3%. 

Now  suppose  our  investor  wraps 
a  life  insurance  policy  around  the 
bonds  and  compounds  the  invest- 
ment tax-free  for  ten  years.  Then  he 
cashes  out,  paying  33%  tax  on  the 
gain.  Ignore,  for  the  moment,  the 
cost  of  the  insurance  and  any  ex- 
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penses  or  markups  taken  out  of  the 
gross  return.  Our  investor  would 
have  $200,880  in  ten  years  after- 
tax— a  7.1%  yield.  Even  better,  if  he 
can  leave  the  policy  in  force  until  he 
dies,  earnings  escape  income  tax 
altogether. 

So  insurance  is  not  a  bad  vehicle 
for  buying  Treasury  zeros  or  other 
investments.  It's  just  costly.  As 
with  any  tax  shelter,  there  is  a  ten- 
dency for  the  promoter  to  eat  up  in 
fees  and  commissions  a  good  part  of 
what  the  investor  is  saving  in  taxes. 

Moreover,  insurance  is  such  a 
complicated  product  that  the  inves- 
tor often  can't  figure  out  what  those 
fees  and  commissions  are.  Even  Mi- 
chael Lipper,  whose  Lipper  Analyti- 
cal Services  tracks  performance  of 
variable  life  policies,  says  that  he  is 
frequently  puzzled  by  "mortality" 
and  "insurance"  charges  on  these 
products.  It  isn't  clear  how  much  is 
really  coverage  of  risk,  and  how 
much  merely  a  markup. 

There's  another  hazard  with 
these  insurance  products.  Although 
the  industry  has  beaten  back  pro- 
posed reforms  that  would  eliminate 
the  tax  deferral,  it  could  lose  anoth- 
er loophole.  Under  present  law,  pol- 
icy owners  can  capture  the  earnings 
on  their  investment  by  borrowing 
against  the  cash  value.  Congress 
may  move  to  make  such  loans  a 
taxable  distribution. 

But  suppose  you  have  no  plans  to 
use  the  policy's  borrowing  power. 
Do  these  products  make  economic 
sense?  Promoters  argue  that  they 
do.  Says  Andrew  Westhem,  chair- 
man of  Western  Capital  Financial 
Group,  a  marketer  of  single-premi- 
um policies,  "An  investor  is  locking 
in  a  lower  pretax  yield.  But  on  an 
aftertax  basis,  he  is  far  better  off.  He 


also  has  life  insurance  coverage  for 
that  entire  ten  years  almost  on  a 
cost-free  basis." 

Let's  look  at  some  recent  quotes 
on  a  Monarch  Life  product  Western 
is  now  distributing,  and  assume  the 
buyer  selects  a  ten-year  Treasury 
zero  as  his  investment  vehicle.  The 
zero  itself  is  a  bargain.  Indeed,  on 
Dec.  4  Western  Capital  was  quoting 
a  9.6%  yield  on  the  zero,  better  than 
the  9.4%  yield  then  prevailing  in 
the  wholesale  market. 

But  the  buyer  never  gets  his  hands 
on  this  9.6%,  what  with  all  the 
costs  coming  off  the  top.  First  there 
is  an  annual  0.7%  fee  for  ten  years, 
enough  for  the  distributor  to  recov- 
er up-front  costs:  a  sales  commis- 
sion and  state  premium  taxes. 

Then  there's  the  cost  of  the  life 
insurance.  If  the  buyer  dies  before 
ten  years  are  up,  heirs  collect  a  cer- 
tain amount  over  and  above  the  val- 
ue of  the  zeros.  This  extra  death 
benefit  is  the  only  real  insurance  in 
the  transaction.  For  a  male  investor 
buying  when  he's  55,  the  annual 
cost  of  the  insurance  ranges  from 
0.5%  to  0.8%  of  the  market  value  of 
the  zeros  during  the  ten  years. 

Then  there's  a  0.6%  annual  "mor- 
tality" charge  to  cover  certain  risks, 
such  as  the  possibility  that  the  in- 
surance charge  won't  quite  cover  all 
the  extra  death  benefits.  (If  the  in- 
surance charge  turns  out  to  be  too 
high,  needless  to  say,  the  policy- 
holders don't  get  any  rebate.) 

Topping  it  all  off  is  an  annual 
0.3%  trust  fee.  That's  to  cover  the 
cost  of  buying  the  zeros  and  paying 
a  bank  trustee  to  hold  them. 

In  total,  at  least  2. 1  %  is  shaved  off 
that  9.6%  annual  yield,  leaving  the 
investor  with  a  ten-year  net  yield  of 
7.5%.  That's  still  better  than  the 
aftertax  6.3%  he  would  get  on  direct 
purchase  of  Treasury  zeros — assum- 
ing, that  is,  that  he  can  somehow 
escape  taxes  on  the  policy's  earn- 
ings. How  to  do  that?  Leave  the 
policy  untouched,  as  an  estate- 
building  investment.  Indeed,  the  in- 
vestor can  go  further  with  this  ap- 
proach. A  "last  to  die"  policy  covers 
two  persons,  such  as  husband  and 
wife.  Regardless  of  who  dies  first, 
the  tax-deferred  buildup  of  the  cash 
value  continues  until  neither 
spouse  is  around  to  pay  taxes.  Heirs 
pay  no  income  tax  on  the  gains. 

In  sum,  there  are  some  genuine 
tax  advantages  in  insurance  prod- 
ucts. But  tax  advantages  have  a  way 
of  coming  with  fairly  expensive 
strings  attached.  ■ 
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The  Big  Portfolios 
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Money  managers  are  buying  chemical 
stocks,  but  they  are  hedging. 


LUKEWARM  LOVE 


By  Susan  Lee 


There  have  been  a  lot  of  rave  re- 
views in  the  press  recently  about 
the  chemical  industry.  Fine.  After 
all,  chemical  companies  went 
through  some  mighty  wrenching 
times  when  the  strong  dollar  priced 
them  out  of  their  markets  and  the 
price  of  their  chief  input,  oil,  moved 
around  like  a  jackrabbit.  And  who 
doesn't  like  to  see  something  that 
has  been  shunned  come  back  into 
favor?  But  does  this  sound  like  an 
investment  "story"?  You're  right. 

No  doubt,  money  managers  do 
like  these  companies  better  than 
they  used  to.  The  shrinkage  in 
worldwide  production  capacity, 
along  with  global  growth,  has 
brought  supply  into  better  balance 
with  demand,  so  that  companies  are 
operating  at  higher  rates.  Most 
firms  also  have  undergone  heavy- 
duty  restructuring  and  streamlin- 
ing. Not  only  has  that  made  them 
less  vulnerable  to  economic  down- 
turns, but  the  new  look  is  giving 
them  good  profitability  now  that 
revenues  have  started  to  flow. 

Nonetheless,  money  movers  are 
hedging  their  bets.  They  are  shun- 
ning straight  chemical  plays  and  go- 
ing for  companies  that  have  some- 
thing else  gouv  for  them.  In  short, 
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they  are  anxious  lest  a  global  eco- 
nomic downturn,  or  a  runup  in 
commodity  prices,  decks  pure 
chemical  companies.  Greg  Clark  at 
Bessemer  Trust,  for  example,  is  mad 
about  chemical  companies.  With 
9%  of  his  portfolio  in  chemicals,  he 
has  double  the  market  weighting, 
but  he  is  holding  only  stocks  that 
provide  what  he  calls  "a  cushion"  of 
other  businesses. 

The  primo  pick  among  big  money 
pushers  is  Dow  Chemical,  which 
has  diversified  into  industrial  and 
consumer  specialties.  Along  with 
ethical  drugs,  herbicides  and  insec- 
ticides, it  churns  out  well-known 
products  like  Saran  Wrap,  Handi- 
Wrap  and  Fantastik. 

Say  "Dow"  to  a  money  manager, 
and  the  first  thing  he  or  she  says  is 
"great  earnings."  Doug  Loudon  at 
Scudder,  Stevens  thinks  it's  the 
best-managed  company  in  the  busi- 
ness. "They  have  placed  their  plants 
around  the  world,  so  no  matter 
which  way  the  dollar  goes,  they  can 
balance  production  out  and  take  ad- 
vantage," he  says.  And,  as  Ralph 
Tate  of  Aetna  points  out,  "Dow  will 
never  be  hitting  on  all  cylinders  be- 
cause it  has  so  many,  but  that  also 
means  it  is  unlikely  to  be  devastat- 
ed by  a  single  event." 

Second  on  the  list  seems  to  be  Du 
Pont,  which  owns  Conoco  and 
some  biomedical  operations  and 
makes  consumer  products  like 
Stainmaster  carpet. 

There  is  also  lots  of  interest  in 
American  Cyanamid,  a  maker  of 
pharmaceuticals,  hospital  supplies 
and  consumer  products.  Its  medical 
division  is  the  highest  profit  area. 
Robert  Milne  of  Duff  &  Phelps  says, 
"The  pharmaceutical  division  is  al- 
ways said  to  be  going  to  do  great 


things,  and  it  now  seems  to  be  doing 
some  of  them."  (Including  an  anti- 
baldness  drug  expected  to  be  a 
strong  competitor  to  Upjohn's  prod- 
uct, Minoxidil.) 

Two  less  large — and  less  well 
known — chemical  companies  are 
the  Ethyl  Corp.  and  H.B.  Fuller.  Eth- 
yl makes  specialty  chemicals  and 
owns  First  Colony  Life  Insurance. 
And  Fuller  is  a  very  diversified  in- 
ternational maker  of  adhesives, 
sealants,  coatings,  paints,  specialty 
waxes  and  sanitation  chemicals. 
Jim  Rovner  of  First  Asset  Manage- 
ment thinks  that  two-thirds  of  their 
business  is  recession-proof. 

Some  big  diversified  companies 
are  on  lots  of  no-no  lists,  like  Allied- 
Signal  and  Monsanto — even  though 
Monsanto  has  a  good  cash  cow  in 
Nutrasweet.  And  almost  everybody 
considers  Union  Carbide  too  lever- 
aged to  be  a  good  bet  in  the  current 
economic  environment. 

But  note,  none  of  the  favored 
chemical  companies  are  pure  plays. 
Moreover,  only  four  of  the  smaller 
specialty  companies  even  rate  a 
flicker  of  interest  from  money  man- 
agers. They  are: 

Himont,  Inc.,  the  world's  largest 
producer  of  polypropylene,  a  com- 
ponent in  food  packaging.  Vista 
Chemical,  a  maker  of  commodity 
and  specialty  chemicals,  including 
polyvinyl  chloride,  a  construction 
material.  And  Georgia  Gulf,  anoth- 
er producer  of  commodity  chemi- 
cals that  has  begun  to  focus  on  poly- 
vinyl chloride. 

Last  but  not  least,  here's  a  walk 
down  memory  lane — Lubrizol 
Corp.,  a  former  member  of  the  Nifty 
Fifty.  Lubrizol  makes  chemical  ad- 
ditives used  in  lubricants  and  fuel. 
Boring  old  stuff.  But  Lubrizol  also 
invested  in  a  bunch  of  venture  capi- 
tal deals,  starting  in  1979,  and  cur- 
rently owns  a  lot  of  Genentech. 
Many  money  movers  dumped  the 
stock  during  the  energy  crisis,  and 
its  recent  irregular  earnings  haven't 
helped  any,  but  now  some  forecast 
it's  staging  a  comeback. 

Overall,  however,  note  that  the 
enthusiasm  for  chemical  stocks 
among  money  movers  is  distinctly 
lukewarm.  They  like  the  stocks  but 
don't  love  'em.  Ralph  Tate  says: 
"Chemicals  will  do  well  because 
the  industrial  economy  will  be  bet- 
ter than  the  real  GNP  numbers." 
But  when  it  comes  to  buying,  Tate, 
like  the  rest  of  his  colleagues,  likes 
companies  with  footholds  in  other 
businesses.  ■ 
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Fidelity  offers 
fewer  ways  to  invest 
in  the  stock  market 


The  35  Fidelity  Select  Portfolios* 
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Choose  Industries, 
Not  Stocks 

Fidelity  offers  35  Select  Portfolios  to  investors 
looking  for  a  different  approach  to  stock  market 
investing.  Instead  of  picking  from  hundreds  of  stocks, 
you  can  invest  in  the  stock  market  by  investing  in  one  or 
more  of  our  35  industry  sector  portfolios.  And  they're 
managed  by  Fidelity's  industry  experts  who  do  the 
stock  picking  for  you! 

Fidelity  Select  Portfolios  can  offer  aggressive 
investors  a  way  to  better  target  their  investments.  And 
aggressive  investors  are  finding  that  sector  investing 
may  be  a  way  to  outperform  stock  market  averages 
regardless  of  which  way  the  market  is  headed. 

But  remember,  since  Fidelity  Select  Portfolios  are 
non-diversified  and  focus  on  specific  industries,  they 
are  targeted  to  investors  willing  to  accept  the  risks  of 
greater  share  price  volatility. 


Free  Information  Kit 

Request  a  Free  Information  Kit  with  more  complete 
details  on  the  special  risks  and  potential  rewards  of 
sector  investing  and  Fidelity  Select  Portfolios.  You  can 
start  with  just  $1,000;  $500  for  IRA's.  Call 
toll-free  24  hours  1-800-544-6666. 
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For  more  complete  information,  including  manage 
ment  fees,  expenses,  the  2%  sales  charge  and  1% 
redemption  fee,  please  write  or  call  for  a  free  prospectus.  Read 
it  carefully  before  you  invest  or  send  money.  Fidelity  Distributors 
Corporation  (General  Distribution  Agent),  P.O.  Box  660603, 
Dallas,  TX  75266-0603. 
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Each  of  these  stocks  has  the  potential  to 
snap  back  to  double  digits  once  the  flight 
to  safety  broadens  into  a  search  for  value. 

8  AT  $8  FOR  '88 


By  Ann  C.  Brown 


If  Teledyne  at  $269  per  share,  Merck 
at  $153  and  CBS  at  $145  are  still  too 
rich  for  your  blood  or  too  ponderous 
for  your  investment  psyche,  consid- 
er the  following  crop  of  low-priced 
stock  suggestions.  (Last  year's  "Ten 
for  a  C-Note"  managed  a  nearly 
65%  gain  before  the  fall — providing 
you  had  bought  promptly  and  sold 
smartly.  This  year  there  are  several 
well-known  and  unexpected  names 
on  my  list,  thanks — or  no  thanks — 
to  the  abrupt  autumn  mark  down.) 

Each  of  the  stocks  mentioned  be- 
low (in  alphabetical,  not  preferen- 
tial, order)  has  the  potential  to  snap 
back  to  double  digits  once  the  flight 
to  safety  broadens  into  a  search  for 
value.  Each  is  down  around  50% 
from  its  1987  high  as  many  smaller 
capitalization  companies  hemor- 
rhaged, while  the  bigger  caps  mere- 
ly bled  during  the  October  opera- 
tion. And  each  could  become  even 
cheaper  as  a  result  of  tax  selling  or  if 
the  market  in  general  gets  roundly 
whacked  again.  However,  for  the 
most  part  each  of  these  stocks  ap- 
pears close  to  being  sold  out. 

Clayton  Homes  manufactures, 
sells  and  finances  low-to-medium- 
price  mobile  homes — or  manufac- 


Ann  C.  Brown  is  chief  executive  officer  of  the 
equity  advisory  and  portfolio  consulting 
firm  of  AC.  Brown  &  Associates 


tured  homes  as  the  image-conscious 
industry  prefers  to  call  them.  With 
rents  on  apartments  likely  to  rise  as 
a  result  of  the  Tax  Reform  Act  of 
1986,  which  discouraged  specula- 
tive building  of  multifamily  resi- 
dential units,  more  lower-income 
persons  (including  retirees)  may  fo- 
cus on  this  more  affordable  housing 
alternative.  CMH  could  earn 
around  $1  per  share  for  the  fiscal 
year  ending  next  June  and  perhaps 
as  much  as  $1.20  for  fiscal  1989. 

Colt  Industries  is  selling  at  6  times 
1988  estimated  earnings  per  share 
of  $1.55.  This  diversified  automo- 
tive, industrial,  aerospace,  govern- 
ment company  has  averaged  a  mul- 
tiple of  10  over  the  past  five  years, 
and  would  seem  to  be  significantly 
undervalued.  It  would  not  be  sur- 
prising to  see  the  stock  price  appre- 
ciate 60%  over  the  next  12  months, 
as  investors  become  more  confident 
that  the  economy  is  far  from  dead 
and  that  COT's  businesses  are  ac- 
tive participants  in  the  on-going,  al- 
beit slower,  growth. 

Danaher  Corp.  could  earn  25%  to 
30%  more  in  1988  than  in  1987  as  a 
result  of  reduced  interest  charges 
because  of  refinancing,  overall  cost- 
cutting  programs  and  strong  de- 
mand for  most  of  the  company's 
products,  particularly  the  electronic 
voting  machine.  DHR  earnings  per 
share  have  risen  from  a  deficit  of 
$2.44  in  1982  to  an  anticipated 
$1.20  next  year. 

GenRad,  Inc.  is  in  the  business  of 
testing  various  electronic  products, 
circuit  boards  and  semiconductors 
by  means  of  the  company's  manu- 
factured systems  and  instrumenta- 
tion. GEN  bit  a  couple  of  big  write- 
off bullets  in  1985  and  1986  as  it  all 
but   shut   down  its  unprofitable 


semiconductor  testing  division. 
The  company  is  slowly  returning  to 
profitability  and  is  estimated  to 
earn  around  35  to  40  cents  per  share 
this  year  and  double  that  in  1988. 

LA  Gear,  Inc.  is  currently  selling 
for  less  than  4  times  fiscal  1988 
(November)  estimated  earnings  of 
$2.25  per  share.  The  company  is 
into  high-fashion  and  leisure  foot- 
wear and  is  using  its  successful  cus- 
tomer acceptance  to  enter  into  a 
variety  of  licensing  agreements 
with  manufacturers  of  other  goods 
to  use  the  L.A.  Gear  label.  While 
consumers  may  cut  back  on  their 
purchase  of  high-priced,  high-fash- 
ion goods,  the  sales  of  stylish  low- 
priced  items  may  be  relatively  unaf- 
fected. And  with  LAGR's  low  mul- 
tiple, most  of  the  risk  would  appear 
to  be  in  the  stock  price. 

Mattel,  Inc.  has  about  everything 
going  for  it,  except  current  earn- 
ings— which  should  be  around  15  to 
20  cents  per  share  for  1987.  Next 
year  MAT  could  benefit  from  a  low- 
er tax  rate,  reduced  personnel  ex- 
penses and  savings  resulting  from 
refinancing  of  long-term  debt.  The 
company  could  earn  75  cents  to  $1 
per  share,  in  part  because  it  is  the 
leading  U.S.  toymaker  in  Europe, 
where  sales  are  strong  and  the  de- 
cline in  the  dollar  is  advantageous. 
In  addition,  Mattel  has  been  the 
subject  of  continuing  merger  specu- 
lation and,  at  the  current  low  share 
price,  someone  might  make  a  bid. 

Ryan's  Family  Steak  House,  Inc. 
should  be  able  to  maintain  its  excel- 
lent growth  record  next  year  be- 
cause people  are  likely  to  continue 
eating  out,  unless  there  is  a  zinger  of 
a  recession,  which  I  do  not  foresee. 
Ryan  will  benefit  from  its  quality 
service  of  good  food  at  reasonable 
prices,  its  increasing  number  of  new 
stores  and  expanding  seating  capaci- 
ty in  existing  restaurants.  This  year 
the  company  could  earn  around  33 
cents  per  share.  Next  year  50  cents 
looks  possible. 

Uniforce  Temporary  Personnel  was 
a  recommendation  of  mine  around 
this  time  a  year  ago  at  a  price  of  $1 1 
per  share.  The  stock  rose  45%,  to 
almost  $16,  before  the  market  drop, 
and  is  now  back  in  a  buying  range. 
While  UNFR  is  not  as  well  known 
as  the  larger  Kelly  Services  and  the 
Olsten  Co.,  its  estimated  eamings- 
per-share  growth  rate  is  higher  than 
either  of  these  industry  leaders. 
This  year  UNFR  is  estimated  to 
earn  50  cents  per  share  and  next 
year  65  cents  appears  possible.  ■ 
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Now,  especially  now, 
you  need  an  investment  firm 

that  is  Rock  Solid. 


Prudential-Bache 


Securities' 

RnckSolidMarketWse 


967  Prudential-Bache  Securities  Member  SIPC  A  Subsidiary  of  Trie  Prudential 


The  Contrarian 


MONEY  &  INVESTMENTS 


The  market  looks  like  1962,  but  it  could 
be  something  worse.  Moral:  Commit 
some,  but  not  all,  of  your  cash. 

DON'T  BE  RASH 


By  David  D reman 


Both  sides  have  been  disappointed 
by  the  stock  market  since  the  Oct. 
19  crash.  The  market  didn't  come 
roaring  back  for  the  bulls,  nor  did  it 
resume  its  collapse  for  the  bears. 
What  now? 

We  must  remember  that  the  fi- 
nancial panic  that  almost  sucked 
the  system  dry  of  liquidity  and 
forced  scores  of  speculators  and  fu- 
tures players  to  sell  at  any  price  is 
something  that  hasn't  been  seen  in 
almost  60  years.  The  first  prerequi- 
site for  recovery  from  this  kind  of 
savaging  is  a  restoration  of  confi- 
dence. A  study  of  panics  over  the 
past  century  indicates  it  never  hap- 
pens overnight  but  takes  time. 

One  of  the  most  important  anti- 
dotes is  a  period  of  calm  er,  less  vola- 
tile markets.  So  far,  that  is  what  we 
are  getting,  thanks  to  the  temporary 
elimination  of  the  destructive  ef- 
fects of  portfolio  insurance  and  in- 
dex arbitrage  (see  this  column,  Nov. 
16).  Despite  the  major  outcries  by 
portfolio  insurers  and  the  commod- 
ity exchanges  that  such  trading 
wasn't  the  cause,  these  exchanges 
have  put  far  higher  margins  on  in- 
dex futures  trading  and  also  posted 

David  Dreman  is  managing  director  of 
Dreman  Value  Management  Inc.,  Invest- 
ment Counsel,  New  York,  and  author  of 
The  New  Contrarian  Investment  Strategy. 


limits  on  their  daily  price  move- 
ments, something  they  had  been 
urged  to  do  for  years  but  refused.  On 
top  of  this,  portfolio  insurance  in  its 
most  commonly  practiced  form  has 
been  abandoned  by  the  very  profes- 
sors who  said  it  was  "foolproof" — 
while  still  adamantly  denying  there 
is  anything  wrong  with  it.  Why  was 
it  necessary  to  reduce  the  savings  of 
tens  of  millions  of  Americans  to 
bring  about  these  changes  in  the 
rules  when  many  of  us  already 
knew  they  were  so  dangerous? 

Even  though  the  professors  won't 
admit  they  were  wrong,  we  now 
have  less  volatile  markets  with  the 
far  more  limited  use  of  index  fu- 
tures and  index  future  options  than 
we  had  previously.  But  this  is  only  a 
beginning  for  restoring  confidence. 

After  1929  it  took  25  years  for  the 
market  to  regain  its  old  peaks.  In 
1962,  when  there  was  a  bad  crash,  it 
took  only  a  little  more  than  a  year 
for  the  market  to  recover  and  go  to 
new  highs. 

Is  this  1929?  Or  1962?  I  think 
1962.  Then  as  now  the  market  had 
more  than  tripled  from  its  lows  be- 
fore the  major  averages  suffered  a 
devastating  25%  drubbing  in  April 
and  May,  accompanied  by  a  90% 
break  in  the  new-issues  market.  But 
the  economy  was  strong,  tax  cuts 
had  come  into  effect,  bolstering  con- 
sumer spending,  and  earnings  were 
forging  ahead.  The  market  moved  in 
a  narrow  range  for  months,  ap- 
proaching the  spring  lows  in  the  late 
fall.  Within  three  years  the  Dow 
almost  doubled  from  its  bottom. 

While  differences  certainly  exist 
today,  there  are  also  some  impor- 
tant similarities.  Corporate  earn- 
ings are  rising;  the  S&P  500  earn- 
ings should  be  up  close  to  20%  this 


year — the  largest  gain  by  far  for  the 
six  years  of  the  market  rise.  Even 
assuming  a  flat  economy  next  year, 
earnings  should  improve  by  10%  or 
more  because  of  belt-tightening  by 
most  companies  and  increasing  ex- 
ports of  chemicals,  pulp  and  paper, 
and  a  host  of  other  products,  a  by- 
product of  the  falling  dollar.  The 
trade  deficit  should  thus  begin  to 
show  a  much  more  significant  im- 
provement. Other  favorable  eco- 
nomic considerations  include  the 
likelihood  of  a  continuation  of  low 
interest  rates  with  current  moder- 
ate inflation  levels,  and  the  possibil- 
ity that  consumer  spending  may 
prove  higher  than  expected  because 
of  the  lower  tax  rates  that  will  be  in 
effect  next  year. 

With  earnings  moving  up  strong- 
ly and  stock  prices  having  declined 
sharply,  price/earnings  ratios  have 
come  down  considerably.  The  S&P 
500  P/E  is  13.1  times  1987  esti- 
mates and  12.2  times  1988's.  By  this 
valuation  yardstick,  the  stock  mar- 
ket is  back  to  where  it  was  in  1984, 
and  again  below  long-term  norms. 
In  short,  we  have  gone  from  an  over- 
valued market  to  one  that  is  some- 
what undervalued. 

Should  you  then  throw  all  your 
equity  reserves  in  now?  I  wouldn't. 
For  the  first  time  in  the  history  of 
this  column  I  advised  readers  to 
raise  cash  in  the  Sept.  21  issue  when 
the  Dow  was  above  2600.  It's  proba- 
bly prudent  to  commit  about  half  of 
your  cash  reserves  at  today's  much 
cheaper  levels  and  sit  tight  with  the 
other  half — just  in  case  this  isn't 
1962  but  something  far  worse. 

This  is  also  the  time  to  restruc- 
ture your  portfolio.  After  a  panic, 
many  stocks  that  normally  trade  at 
well  above  market  multiples  get 
knocked  down  sharply,  sometimes 
to  the  point  where  they  become 
low-P/E  stocks.  If  such  companies 
are  available,  grab  them  and  sell 
others  with  less  promising  outlooks 
and  fundamentals.  When  the  mar- 
ket comes  back,  these  companies 
normally  have  the  biggest  bounce. 

No  one  with  any  horse  sense 
would  attempt  to  tell  you  precisely 
when  investor  confidence  will  re- 
turn and  stocks  move  up  again.  But 
what  we  know  is  value  has  always 
worked  out  over  time. 

Some  value  stocks  you  might  use 
for  part — but  not  all — of  your  cash 
reserves:  American  Express  (21),  P/E 
12,  yield  3.6%;  Scott  Paper  (60),  P/E 
10,  yield  2.3%;  and  Westinghouse 
(42),  P/E  8,  yield  4%.  ■ 
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rat's  a  fairly  odd  phrase  — 
when  you  realize  the  fu- 
ure's  behind  you."  But  a  for- 
vard  thinking  company  knows 
:xacdy  what  it  means. 
Quite  simply,  the  kind  of 
ompany  you  are  tomorrow 
lepends  a  great  deal  on  the 
noves  you  made  yesterday,  the 
lecisions  you  make  today. 

In  recent  years  the  moves 
ve've  made,  the  decisions 
ve've  reached  have  renewed 
iur  spirit.  It  took  introspec- 
ion,  belt-tightening,  and  some 
ough  calls.  Now  we're 
marter,  more  flexible,  and 
lore  responsive  to  change. 
It  all  strengthened  our  belief 
lat  the  way  to  step  toward  to- 
ioitow  is  not  to  follow,  but  to 
;ad.  With  fresh  thinking  that 
Hows  us  to  do  business  as  we've 
ever  done  it  before. 
Today  we're  involved  in  em- 
rging  technologies  that  can 
:ad  to  new  business  opportu- 
ities  tomorrow.  Projects  like 
le  development  of  synthetic 
letals  for  increased  safety  in 
Dmmercial  aviation.  A  new 
;nture  with  the  Baylor  Col- 
:ge  of  Medicine  to  produce 
i  early  cancer  detection  kit. 
nd  a  proprietary  synthesis 
chnology  for  the  formulation 
F non-toxic  pest  control. 
When  you  look  back  at 
here  we've  been,  then  for- 
ard  to  where  we're  going, 
im'll  find  we're  a  company 
charged  and  marching  on. 
For  more  information  write 
!  Patricia  Marshall,  Phillips 
;troleum,  16D-4  Phillips 
Idg.,  Bartlesvilk,  OK  74004. 


hillips  Petroleum  Company 

Performing  to  meet 
the  challenge  of  change. 


WHEN  YOU  REALIZE 

THE  FUTURE'S  BEHIND  YOU,  YOU  DON'T 

TAKE  YOUR  STEPS  LIGHTLY. 


Commodities 


MONEY  &  INVESTMENTS 


Investors  who  are  truly  risk-averse  must 
now  look  to  broaden  their  portfolios 
beyond  stocks  and  bonds. 

EVERY  DOG 
HAS  HIS  DAY 


atively,  a  decent  month.  A  couple 
even  had  great  months. 

The  table  below  lists  the  perfor- 
mance of  nine  of  the  largest,  most 
widely  followed  growth  stock,  and 
growth  stock  and  income  funds, 
with  assets  ranging  from  $1.1  bil- 
lion to  $8  billion.  The  second  part  of 
the  table  gives  the  performance  of 
the  nine  largest  futures  funds,  with 
assets  of  from  $11  million  to  $67 
million.  The  numbers  tell  a  story 
that  commodity  fund  managers  and 
several  academic  studies  have  been 
arguing  for  a  long  time:  Futures 


By  Stanley  W.  Angrist 


For  many  years  commodity  funds 
have  gotten  very  bad  press.  Not 
without  reason.  Investors  frequent- 
ly failed  to  earn  the  T  bill  interest 
rate  and  sometimes  took 
sizable  hits.  One  of  the 
causes  of  the  poor  returns 
is  that  many  commodity 
mutual  funds  have  pretty 
hefty  front-end  loads, 
charge  an  asset  manage- 
ment fee — typically  6% — 
and  have  high  commission 
costs.  Thus,  a  fund  manag- 
er must  make  about  19% 
on  an  annual  basis  for  an 
investor  just  to  break 
even.  Not  many  could. 

While  most  commodity 
fund  investors  were  strug- 
gling to  look  respectable 
over  the  last  five  years, 
many  equity  mutual  fund 
investors  were  hauling  in 
substantial  rates  of  return 
with  what  they  thought 
was  little  risk.  Then  along 
came  October  1987.  Most 
growth-oriented  equity 
funds  were  sandbagged, 
while  the  commodity  mu- 
tual funds  had,  at  least  rel- 


Stanley  W.  Angrist  is  a  commod- 
ity speculator,  consultant  and 
longtime  observer  of  the  com- 
modity markets. 


Two  cheers  for  the  futures  funds 


On  average,  the  nine  large  futures  funds  below  out- 
performed the  nine  large  equity  funds  listed.  But 
over  a  five-year  period  the  equity  funds  probably  had 
the  edge.  (The  comparison  must  be  tentative  because 
only  one  of  the  futures  funds,  Commodity  Trend 
Timing,  has  been  trading  for  as  long  as  five  years.) 


-Gain/Loss 


Equity  funds 

Sept  82-87 

Oct  87 

Jan-Oct  87 

AMCAP 

170.3% 

-19.2% 

10.2% 

Investment  Co  of  America 

222.4 

-17.4 

7.0 

Dreyfus  Fund 

156.7 

-16.6 

5.6 

Twentieth  Century  Select 

245.1 

-23.9 

4.7 

Vanguard  Windsor 

243.1 

-16.5 

3.9 

Pioneer  II 

200.3 

-25.2 

2.8 

Templeton  World 

228.4 

-20.9 

1.4 

T  Rowe  Price  Growth 

184.9 

-23.6 

0.7 

Fidelity  Magellan 

340.0 

-25.8 

-0.5 

S&P  500  Index 

227.4 

-21.5 

6.6 

Start 

Start  to 

Jan- 

Futures  funds 

date 

Sept  87 

Oct  87 

Oct  87 

Tudor 

9/84 

572.5% 

61.8% 

153.2% 

Coram  Trend  Timing 

9/82 

40.5 

-18.5 

51.0 

Mint  Ltd 

1/83 

222.0 

-1.5 

38.8 

Commonwealth  Fin 

4/83 

155.5 

0.0 

35.1 

Cornerstone  Fund  II 

12/84 

12.7 

17.2 

33.5 

RJ  Dennis  &  Co  Prf 

1/87 

31.6 

-9.2 

19.5 

Futures  Expansion 

1/87 

2.6 

1.0 

3.6 

Cornerstone  Fund  I 

12/84 

-1.9 

-9.9 

2.0 

Cornerstone  Fund  III 

12/84 

47.3 

-2.2 

1.2 

Equity  fund  data  from  Upper  Analytical  Senices  and  individual  funds 
Futures  fund  data  from  Managed  Account  Reports 


funds,  which  are  usually  uncorrect- 
ed with  the  stock  market,  can  pro- 
vide a  healthy  addition  to  almost 
anyone's  portfolio.  Diversification 
into  such  funds  can  actually  reduce 
risk  in  a  total  portfolio. 

Most  commodity  mutual  fund  ad- 
visers perceived  increasing  volatili- 
ty in  September  and  either  got  out 
of  or  cut  way  back  in  the  equities 
market.  Futures  funds'  performance 
in  the  first  ten  months  of  the  year 
also  reveals  a  substantially  better 
return  vis-a-vis  the  equity  funds.  Of 
course,  the  five-year-old  bull  mar- 
ket in  stocks  has  provided  the  equi- 
ty funds  a  very  good  record  when 
compared  with  the  commodity 
funds.  (Only  one  of  these  funds  has 
been  trading  for  five  years.) 


Given  the  high  overhead  of  most 
commodity  funds,  it  is  no  surprise 
that  their  records  are  mediocre.  A 
few  fund  managers  are  doing  some- 
thing about  it. 

ATA  Research/ProFutures  Diver- 
sified Fund,  which  began  trading  in 
August,  is  unique  in  several  re- 
spects. First,  it  is  a  no-load  fund. 
Second,  it  has  capped  commission 
costs  at  3%  of  fund  assets.  (The  in- 
dustry average  is  about  11%.)  Third, 
no  asset  management  fee  is  charged, 
and  adviser  incentive  fees  of  20% 
are  paid  only  after  new 
profits  exceed  6%  on  an 
annual  basis.  Fourth,  the 
fund  is  managed  by  a  num- 
ber of  advisers  who  use 
trading  techniques  that 
are  substantially  different 
from  each  other.  The 
minimum  investment  in 
this  fund  is  $10,000,  ex- 
cept for  IRAs,  where  it  is 
$2,000.  A  prospectus  may 
be  obtained  by  calling  800- 
348-3601,  or,  in  Texas, 
800-441-9045. 

Another  no-load  fund, 
the  Western  Futures  Fund, 
has  recently  commenced 
operation.  It  is  similar  to 
the  ProFutures  Fund  ex- 
cept that  commissions  and 
incentive  fees  are  higher. 
However,  Western  Futures 
(800-247-3537)  will  accept 
minimum  investments  of 
as  little  as  $5,000. 

October's  stock  market 
selloff  sent  many  mes- 
sages. One  of  these  is  that 
diversification  beyond  eq- 
uities is  certainly  a  pru- 
dent strategy.  ■ 
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■orbes  Market/ 


WINE  CELLARS 


3USIMESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


Luxurious  Contemporary  Custom  Homes 
that  retail  for  $17.00/sq.  ft. 

Modem  technology,  excellent  craftsmanship,  and  Ameri- 
can ingenuity  has  resulted  in  a  housing  design  with  stan- 
dard features  not  found  in  homes  selling  at  twice  the  price 


•  Fully  Insulated 

•  Thermo  Pane  Windows 

•  Cathedral  Ceilings 

•  Exterior  Decks 


•  Built-in  Computer  Center 
which  allows  the  home 
to  perform  many  func- 
tions for  the  occupants. 


•  Quality  Construction 

•  FHA  and  VA  Accepted 

•  Interior  Design 
Flexibility 


EAGLE'S  NEST  HOMES  is  seeking  distnct  representatives  to  establish  retail  sales 


Defined  Territory 
Factory  Training 
Unlimited  Income  Potential 


No  Real  Estate  License  Required 
Investment  Secured  by  Model  Home 


Individual  selected  must  have  the  ability  to  purchase  or  mortgage  a  $21,000  model  home 
Home  may  be  lived  in  or  used  as  an  office 

Call  Mr.  Farb 
Phone  #  (404)  479-9700 
P.O.  Drawer  1569,  Canton,  GA  30114-1569 


FINANCIAL  SERVICES 

W  1 

IMMEDIATE  CASH 
FOR 

ACCOUNTS  RECEIVABLE 

EQUIPMENT  LEASE 
FINANCING 

$2,500-55  Million 

FINANCIAL  GUARANTEES 
AND 

LETTERS  OF  COMMITMENT 
LBO 

LEVERAGED  BUYOUT 
FUNDS 
AVAILABLE 

Fast  Approval  «  Brokers  Protected 


TFC 


TOWERS 

FINANCIAL 

CORPORATION 

\n  Cm:  < jimpan; 

417  Fifth  Avenue 
New  York,  NY  10016 

212-696-0505 


HARD  TO  BORROW? 

Guarantees  No  Loans 
MINIMUM:  $100,000.  5-20  YEARS 
THE  FINANCIAL  GUARANTY 
CORPORATION 
USA  (212)  486-2220 


INVESTMENT  ADVISORY 
SERVICES 


FREE  CURRENT  ISSUE 
Market  Turning  Points  Weekly 

ovides  computer-based,  broad  market 
ice  trend  analyses  and  trend  turning 
jints.  Also  relative  strength  compari- 
>ns  for  U.S.  and  15  major  foreign  stock 
larkets.  A  weekly  updated  "Asset  Al- 
ication"  is  developed  for  a  model  di- 
:nsified  portfolio  Call  1-800-222- 
929  X  112  or  1-405-843-9300  X  112. 


Business  Ownership 


I  enjoy  the 
sweet  / 
taste  of 
success ? 


Ole  Olsen 

Kwik-Kopy  445 
Medlord  Mass 


Seven  years  ago.  Ole  Olsen  bought  a  Kwn 
Kopy  Printing  Center  because  "it  is  the  number 
one  printing  franchise  and  has  the  right  kind  of 
organization  and  framing  support  "  Today,  Ole 
knows  he  made  the  right  move  He's  his  own 
boss,  makes  his  own  decisions;  is  building 
something  of  value  for  the  future,  and  he's 
doing  what  he  enpys  doing  If  you  would  like 
more  information  about  ownership  of  your  own 
Kwik-Kopy  Printing  Center,  write  or  call  now,  loll 
..  free  Total  investment  is 


PRINTING 


>£C»   aPPr°x|mately  $85,000 
A^AW,  and    financing  is 
available  to  approved 
applicants. 

US  -  800-231-4542 
TX  -  800-392-6488 

KWIK-KOPY  CORPORATION 

One  Kwik-Kopy  Lane  •  P  O  Box  777 
Cypress.  Texas  77429 


BE  THE  BOSS 

Own  a  Sir  Speedy  Printing  Center  fran- 
chise Over  700  others  have,  ask  them 
Call  today  for  free  information 

Spoecly* 

Pr-ujtirtg  Canters 

23131  VERDUGO  DRIVE 
LAGUNA  HILLS,  CA  92653-1342 
CALL  1-800-854-3321 


■Tli    15.000  BUSINESSES 
FROM  COAST 
;^  TO  COAST 

No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
M    Toll  Free  800-327-9630 
VV  in  Fla  call  800-533-4663 


MISCELLANEOUS  FOR  SALE 

INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

Free  wholesale  catalog.  Satisfaction  Gtd 
for  20  years!  Member: 

lewelers  Board  of  Trade 
Chamber  Commerce. 
HOUSE  OF  ONYX 
No.  One  Main  Street 
Greenville,  Kentucky.  42345 
TOLL  FREE  1-800-626-8352 


WINE  CELLARS 


WlNECELLARS-USA 

#1  Seller  •  Original  American  Handmade 

Retail  YourCost 

440  Bottle  (Pictured)  $2495  $1495 

7 00  Bottle  2  French  Doors  3495  1995 

880  Bottle  Twin  Unit   4495  2795 

2  20  Bottle  Vertical  1995  1195 

296BottleCredenza(2door)  2495  1495 

40  BottleGlassdoor  (not  handmade)  499 
Wood  Construction  •  Oak  Exterior  •  Redwood  Racks 
Modular  wine  racks  from  1 2  to  20,000  bottles.  Request  our  wines 
&  cellar  catalog.  Lifetime  guaranty  on  racks,  5  yr  on  compressor. 

Olympic  Sales  Co.  Since  1947 

839S.LaBreaAve.,  Los  Angeles, CA90036  Visa/AmEx/MC 
(800)421-8045orinCA(213)937-3221    »    We  Ship  Anywhere. 


BUSINESS  OPPORTUNITIES 


EXCEPTIONAL  INDIVIDUAL  REQUIRED 
For  An  Extremely  High  Income 
Potential  Business  Opportunity 

.  .  .  If  you  have  a  sound,  successful 
business  background  with  high  past 
earnings,  can  easily  and  confidently 
communicate  with  business  leaders 
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MONEY  &  INVESTMENTS 


By  mark  Hulbert 


//o^  zs  the  claim  that  the  stock 

market  crash  will  cause  a  recession? 

HALF 
THE  PICTURE 


of  the  four  top  timers  is  bearish. 

The  top-performing  bond  timer 
among  those  whose  performance  I 
have  monitored  since  the  beginning 
of  1985  is  Paul  Merriman,  who  edits 
Fund  Exchange.  An  investor  who 
took  a  hypothetical  position  in  the 
Dow  Jones  20  bond  average  when 
Merriman's  bond  model  was  bull- 
ish, and  who  invested  in  T  bills  oth- 
erwise, would  be  ahead  some  34.8% 
nearly  three  years  later.  This  is 
more  than  double  the  17.1%  profit 
that  an  investor  would  have  made 
by  buying  and  holding. 

Merriman's  bond-timing  model 
had  turned  bearish  in  July  of  this 
year  and  did  not  flash  a  reentry  buy 
signal  until  two  days  after  Black 
Monday,  thus  protecting  his  sub- 
scribers from  much  of  bonds'  au- 
tumn decline  and  enabling  them  to 
participate  in  much  of  the  strong 
rally  that  followed  the  crash.  Merri- 
man's model  generates  switch  sig- 
nals relatively  frequently  (about  six 
to  eight  times  a  year,  on  average), 
though  as  of  early  December  his 
October  buy  signal  remained  in- 
tact— and  profitable. 

The  timer  rated  by  the  HFD  in 
second  place  over  this  period  of 
time  is  Gerald  Appel,  who  edits  Sys- 
tems &  Forecasts.  An  investor  alter- 
nating between  the  Dow  Jones  20 
bond  average  and  T  bills  according 
to  his  signals  would  have  gained 
32.5%,  only  slightly  behind  Merri- 
man's 34.8%,  and  still  significantly 
ahead  of  a  buy-and-hold  strategy. 

Though  both  Appel 's  and  Merri- 
man's bond-timing  models  are  pro- 
prietary, they  appear  to  be  quite 
similar.  Not  only  are  their  perfor- 
mances nearly  equal,  both  have  gen- 
erated the  same  number  of  switches 
over  this  three-year  period  (18).  Like 


Many  investment  letter  editors  (and 
others)  are  predicting  doom  and 
gloom  because  of  the  October  Mas- 
sacre. They  say  the  stock  market's 
destruction  of  values  will  produce  a 
negative  "wealth  effect,"  dragging 
down  the  real  economy.  But  they 
are  concentrating  only  on  what  hap- 
pened to  stocks  and  ignoring  the 
strong  rally  that  occurred  in  bonds. 
Bonds  were  up  15%  from  Oct.  16  to 
the  end  of  November,  as  against  a 
decline  of  18.2%  over  the  same  peri- 
od for  the  Standard  &  Poor's  500. 

While  the  wealth  effect  of  the 
stock  market  crash  would  be  nega- 
tive if  looked  at  in  isolation,  the  fact 
of  the  matter  is  that  the  bond  mar- 
ket is  several  times  the  volume  of 
the  stock  market.  Bonds  collective- 
ly gained  more  value  in  October 
than  stocks  have  lost,  even  since 
their  peak.  A  further  bond  rally 
from  here  could  presumably  be  even 
more  bullish  for  the  economy. 

And  a  rally  is  exactly  what  the 
majority  of  the  top  bond  market 
timers  are  predicting  now.  Indeed, 
of  the  four  bond  market  timers  my 
Hulbert  Financial  Digest  (HFD)  has 
identified  as  beating  the  market 
over  the  past  three  years,  three  are 
currently  bullish  on  bonds.  Just  one 


Mark  Hulbert  is  the  editor  of  the  Washing- 
ton, D  C.  based  Hulbert  Financial  Digest. 


Merriman,  Appel  got  out  of  bonds  in 
July  and  back  in  a  few  days  after  the 
Crash.  And  he,  too,  remains  bullish 
as  of  early  December. 

The  third  top  bond  timer  who 
currently  also  is  bullish  is  Lynn  El- 
gert  of  the  Lynn  Flgert  Report.  Elgert's 
timing  advice  has  just  barely  beaten 
a  buy-and-hold  approach  over  the 
past  three  years  (18.9%  vs.  17.1%). 

Elliott  Wave  Theorist's  Robert 
Prechter  is  the  lone  bearish  bond 
timer  of  the  top  four.  Prechter,  of 
course,  is  currently  famous  for  his 
stock  market  timing,  which  by  my 
count  got  him  out  of  the  market 
before  the  crash.  But  it's  not  widely 
appreciated  that  he  has  also  out- 
timed  the  bond  market  since  1985, 
largely  on  the  strength  of  a  strong 
performance  this  year,  for  which  he 
tops  the  HFD  hit  parade.  (His  three 
rivals  are  all  ahead  of  the  market  in 
1987,  too,  however.)  An  investor  al- 
ternating between  the  bond  average 
and  T  bills  on  Prechter's  signals 
would  have  gained  30.6%  over  this 
three-year  period,  almost  as  good  as 
Appel  and  Merriman. 

Far  from  being  bullish  on  bonds, 
Prechter  is  aggressively  bearish.  He 
recommends  that  aggressive  "trad- 
ers" have  at  least  50%  of  their  bond 
portfolios  on  the  short  side  of  the 
market.  He  says  that  more  cautious 
"investors"  should  be  out  of  bonds. 
(The  other  bond  timers  typically  do 
not  recommend  shorting,  orienting 
their  advice  instead  to  mutual  fund 
switchers.) 

I  should  point  out,  however,  that 
Prechter's  advice  for  investors  has 
done  better  than  his  advice  for  trad- 
ers. A  subscriber  who  actually  went 
short  when  Prechter  so  recom- 
mended, instead  of  going  into  T 
bills  when  Prechter  was  not  bullish, 
would  have  made  just  10.4%,  as  op- 
posed to  30.6%  over  the  three-year 
period.  Since  1985,  in  other  words, 
his  bond-timing  record  has  been  far 
better  when  he  was  bullish  than 
when  he  was  bearish. 

Which  leaves  the  preponderance 
of  successful  forecasters  strongly  on 
the  bullish  side  for  bonds:  Three  of 
the  top  timers  are  bullish  on  bonds, 
and  the  fourth's  bearishness  is  sus- 
pect. Because  bonds  have  lost 
ground  overall  this  year — despite 
the  .early  autumn  rally — whereas 
stocks  are  about  even,  the  total 
wealth  effect  since  January  may 
well  still  be  negative.  But  since  Oct. 
16  the  wealth  effect  has  been 
strongly  positive — and  may  contin- 
ue that  way.  ■ 
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£  S  MITTERRAND  SPEAKS  OUT 

(Continvted  from  page  23) 
the  Western  World, 
-t:   ?  and:  The  risk  lies  in  overarmament.  Let  us  not 
eady  be  weeping  over  the  future  dangers  of  disarmament. 
MSF:  That's  very  beautifully  put.  Speaking  of  what  lies 
ahead,  what's  your  personal  reaction  to  Mr.  Gorbachev,  on 
whom  the  West  is  going  to  be  resting  so  much? 
Mitterrand:  I  said  that  I  found  [his)  proposals  very  useful.  I 
do  not  spend  my  time  pondering  over  ulterior  motives.  I 
ponder  over  facts.  The  problem  is  that  everything  is  going 
forward  as  though  the  intentions  were  good. 
MSF:  What  do  you  think  of  the  formidable  problems  that 
Mr.  Gorbachev  has  within  Russia,  to  reinvigorate  his  own 
economy? 

Mitterrand:  Ah,  yes,  he  is  a  remarkable  man.  He  has 
realized  what  causes  the  Soviet  Union  to  have  weakness- 
es, particularly  in  the  presentation  of  its  policy  to  the 
world.  He  gives  the  impression  of  wanting  to  tackle  first 
the  modernization  of  the  economic  and  administrative 
systems.  It  is  certainly  a  very  important  development. 
This  is  not  to  say  that  this  may  mean  a  change  in  econom- 
ic or  political  theory.  Mr.  Gorbachev  follows  in  the  tradi- 
tion of  Lenin.  Besides,  one  cannot  imagine  that  things 
could  be  otherwise. 

MSF:  Do  you  feel  that  internally  Gorbachev's  problems  are 
as  serious  as  many  in  the  West  think?  That  his  own 
capability  to  keep  power  and  enforce  reform  is  still  not 
very  solid? 

Mitterrand:  I  cannot  give  an  opinion.  Mr.  Gorbachev 
knows  the  political  structures  of  his  country  very  well.  He 
knows  what  he  is  doing.  He  is  representative  of  a  new 
generation.  For  the  rest,  I  cannot  judge.  One  would  have  to 
be  able  to  gauge  the  exact  balance  of  forces  within  the 
system. 

MSF:  Many  in  the  West  speculated,  when  he  disappeared 
for  almost  a  month,  that  maybe  it  was  more  than  just  a 
vacation. 

Mitterrand:  He  himself  gave  an  explanation.  I  cannot  give 
any  other. 

MSF:  Well,  you  know  French  intelligence  is  considered 
among  the  foremost,  and  we  thought  that  maybe  the 
President  of  France  had  better  information. 
Mitterrand:  The  information  is  that  he  went  home  in 
good  health  physically,  and  in  good  spirits.  It  is  not  an 
extremely  original  piece  of  information. 
MSF:  But  it's  very  basic.  On  another  matter:  There's  a 
growing  movement  in  the  United  States  among  some 
senators  and  congressmen  that  our  trade  imbalance — 
which  contributes  substantially  to  our  deficit — is  best 
corrected  by  erecting  tariff  barriers  as  it  pertains  to  Japan, 
or  wherever  we  are  hitting  problems.  I  just  was  curious  as 
to  what  you  feel  is  the  answer  to  U.S.  trade  imbalances. 


What  is  the  answer,  both  for  the  United  States,  where  the 
problem  is  very  real,  and  for  other  countries?  How  do  we 
withstand  the  pressure  for  tariff  barriers?  Is  that  the  best 
way  to  handle  trade  imbalances? 

Mitterrand:  One  cannot  complain  about  barriers  set  up  by 
others  and  build  some  oneself  without  losing  all  moral 
authority  when  addressing  the  rest  of  the  world!  There  is 
a  World  Trade  Conference,  the  GATT.  A  GATT  session 
has  opened  at  Punta  del  Este,  Uruguay.  There  is  the 
chance  to  consider  international  trade  terms.  Everyone 
must  make  concessions.  If  this  way  is  not  taken,  then 
there  will  be  a  protectionist  war  and  this  protectionist 
war  will  freeze  international  trade.  I  can  understand  that 
in  a  special  given  case,  in  the  face  of  a  given  dramatic 
event,  in  the  face  of  the  destitution  to  which  a  given 
population  may  find  itself  doomed,  exceptional  measures 
may  be  taken.  But,  generally  speaking,  barriers  must  be 
done  away  with.  By  the  way,  we  are  going  to  do  so,  in 
Europe — twelve  countries,  representing  320  million  peo- 
ple— by  January  1,  1993.  It  is  very  risky,  but  not  to  do  so 
would  be  worse. 

MSF:  Is  the  biggest  problem  in  agriculture? 


On  the  Persian  Guy:  "There's 
nothing  worse  than  fanaticism." 

On  the  Third  World:  "A  slight 
variation  in  the  markets  is  enough/or 
a  development  plan  in  the  Ivory  Coast 
or  in  Niger  to  be  canceled  within  a 
week..  I  consider  today's  widening  gap 
between  poor  and  rich  countries  to  be 
as  serious  a  phenomenon  as  the 
nuclear  confrontation." 

On  Third  World  debt:  "It  is  true  that 
this  indebtedness  is  colossal,  but  it 
represents  a  lesser  amount  than  what 
the  stock  exchange  crisis  has  cost  in 
one  week!" 


Mitterrand:  No,  the  problem  of  protectionism  occurs 
everywhere.  It  occurs  in  industrial  standards,  it  occurs  in 
services,  insurance,  taxation,  social  security.  How  can  you 
practice  open  trading  with  any  chance  of  success  if,  on  one 
side,  there  are  progressive  fiscal  and  social  laws  for  the 
producers,  the  workers,  and  if,  on  the  other,  production  is 
the  work  of  exploited  people,  with  low  wages  and  without 
social  protection?  That,  too,  must  be  brought  out. 
MSF:  Do  you  see  real  progress  being  made  in  the  European 
Community  as  far  as  this  cooperative  economic  effort  is 
concerned? 

Mitterrand:  Yes,  we  are  moving  forward  from  crisis  to 
crisis.  One  may  say  that  the  building  of  Europe  is  a  typical 
example  of  how  to  make  good  use  of  diseases.  Anyway,  we 
are  moving  forward! 
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E'S  MITTERRAND  SPEAKS  OUT 

3  you  feel  that  the  crisis  triggered  by  the  stock 
ash  is  receding?  Do  you  regard  it  as  a  prelude  to 

deep  economic  recession? 

mtten'and:  if  the  countries  involved  do  not  first  get 
together,  then,  having  done  so,  come  to  no  decision,  the 
crisis  can  only  worsen. 

MSF:  Have  you  detected  any  efforts  to  get  together?  Has 
anybody  scheduled  a  meeting? 

Mitterrand:  A  badly  prepared  meeting  would  be  a  catas- 
trophe. The  mere  fact  of  meeting  without  results  would 
worry  everyone.  One  must  therefore  be  sure-footed. 
MSF:  But  is  there  any  real  preparation  going  on  right  now? 
Mitterrand:  Yes,  of  course.  The  Central  Banks  and  the 
Ministers  concerned  are  in  constant  communication. 
MSF  Jr.:  One  of  the  criticisms  one  hears  in  the  States,  in 
the  House  and  in  the  Senate,  is  that  Europe  is  not  spending 
enough  on  the  military.  So  why  should  the  United  States 
keep  its  troops  here  when  other  countries  don't  spend  as 
much  of  their  GNP  on  defense  as  the  U.S.  does? 
Mitterrand:  France  has  made  a  great  effort.  Its  Program- 
Law  goes  to  the  limit  of  its  present  resources. 

The  United  States  is  a  very  large  country,  they  stand  for 
a  strong  civilization  and  values  that  are  close  to  ours.  But 
Planet  Earth  has  become  quite  small.  What  is  the  Atlantic? 
It  can  be  crossed  by  a  nuclear  missile  in  20  minutes.  What 
happens  in  Europe  is  of  direct  concern  to  America.  A  great 
country  has  obligations  thrust  upon  it.  If  it  feels  that  it 
should  withdraw  within  itself,  then  let  it  take  on  the  risks: 
Such  a  concept  would  preclude  it  from  playing  its  present 
role.  But  I  am  sure  that  such  is  not  the  intention  of  its 
leaders,  nor  is  it  the  thrust  of  their  policy. 
MSF:  Along  these  lines,  what  is  your  feeling  about  the 
often  made  suggestion  in  America  that  Japan  should  begin 
to  build  up  as  a  military  power? 

Mitterrand:  Japan  is  powerful,  active;  it  has  a  long  and 

great  history.  Its  military  status  is  the  result  of  the  last  war 

and  of  the  Constitution  which  it  has  given  itself.  It  is  up  to 

Japan  to  make  its  sovereign  decision  about  that. 

MSF:  Is  it  your  feeling  that  it  would  be  wise  for  the  United 

States  to  encourage  Japan  to  become  a  military  power? 

Mitterrand:  Wise  is  not  the  appropriate  word. 

MSF:  What  do  you  see  as  happening  in  the  Persian  Gulf, 

which  is  a  trigger  point  now? 

Mitterrand:  There's  nothing  worse  than  fanaticism.  The 
traditional  border  between  the  Persian  world  and  the  Arab 
world  is  a  central  spot  in  the  world,  by  reason  of  the 
geographical  location  of  these  countries.  In  any  case,  you 
can  see  how  prudent  the  major  powers  are.  Russia  and  the 
United  States  take  good  care  not  to  make  matters  worse. 
On  the  contrary.  The  latest  resolution  of  the  Security 
Council  is  excellent.  It  should  be  brought  to  life.  But  I 


Glen  Davis 


At  the  conclusion  of  their  session,  MSF  presents  France's  Socialist 
President  with  a  'Capitalist  Tool"  necktie  and  umbrella 


want  to  say  a  word  about  the  problem  of  development. 
Each  of  our  decisions  in  monetary  and  financial  matters 
has  life  or  death  repercussions  on  nearly  3  billion  human 
beings.  It  spells  jeopardy  for  the  democracies  of  Argentina, 
Brazil  or  elsewhere;  it  means  tragic  poverty  in  Africa.  A 
slight  variation  in  the  markets  is  enough  for  a  develop- 
ment plan  in  the  Ivory  Coast  or  in  Niger  to  be  canceled 
within  a  week.  The  present  decline  in  raw  material  prices 
drives  these  countries  down.  I  consider  today's  widening 
gap  between  poor  and  rich  countries  to  be  as  serious  a 
phenomenon  as  the  nuclear  confrontation. 
MSF:  Do  you  feel  the  tremendous  debts  that  South  Ameri- 
can countries  have  to  the  West,  not  just  to  the  United 
States  but  to  Europe,  have  to  be  in  effect  restructured  to 
the  point  where  they  are  written  off? 
Mitterrand:  In  some  cases,  yes;  in  others,  extensions 
should  be  considered,  new  facilities.  It  is  true  that  this 
indebtedness  is  colossal,  but  it  represents  a  lesser  amount 
than  what  the  stock  exchange  crisis  has  cost  in  one  week! 
MSF:  I  take  it,  as  a  practical  matter,  collecting  the  debt  is 
going  to  be  impossible. 

Mitterrand:  An  intelligent  creditor  should  bear  in  mind 
what  you've  just  said.  One  can  get  nothing  from  a  dead 
man.  It's  better  to  keep  him  alive. 


President  Mitterrand:  What  will  you  do  with 

this  conversation? 

MSF:  The  President  has  answered  with  such  intel- 
ligence and  such  diplomacy,  we  are  not  going  to 
be  able  to  distort  it  into  a  big  headline. 
Mitterand:  You  mean  I  have  said  nothing  of  any 
interest? 

MSF:  No,  you  have  said  much  of  interest.  And 
most  interesting  is  your  eminently  sensible, 
sound,  rational  view  of  the  problems  for  which 
many  people  are  suggesting  irrational  solutions.  I 
think  people  in  America  will  be  very  reassured 
when  they  read  the  results  of  this  interview. 
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Edited  by  Thomas  Jaffe 

Bargains  in  luxury 
car  stocks? 

Conventional  wisdom  now  holds 
that  the  falling  dollar  and  the 
stock  market  collapse  spell  doom  for 
Europe's  luxury  automobile  produc- 
ers. The  carmakers'  stocks  have  react- 
ed accordingly.  Jaguar  Pic's  American 
Depositary  Receipts,  which  trade  on 
Nasdaq,  dropped  from  9  s 7]6  on  Oct. 
16  to  a  recent  5  Vi6-  In  Frankfurt, 
Daimler-Benz  is  off  40%  over  the 
same  period,  to  DM  614  a  share  ($366 
at  current  exchange  rates),  and  BMW 
fell  39%  (to  DM  430— $256— per 
share).  Reports  Smith  Barney  auto  an- 
alyst Wendy  Beale:  "People  just  said, 
'Oh  my,  the  yuppie  is  dead.'  " 

Yuppies  may  be  dead — or  they  may 
just  be  in  temporary  hiding.  What's 
clear  is  that  they  matter  less  to  these 
carmakers  than  is  commonly  pre- 
sumed. The  typical  Jaguar  buyer,  an- 
alyst Beale  notes,  is  a  48-year-old 
who  has  an  annual  income  of 
$200,000  and  a  net  worth  of 
$800,000.  Okay,  that  was  pre-Oct. 
19,  but  it  hasn't  all  disappeared.  For 
such  a  customer,  the  decision  to  pur- 
chase a  $40,000  car  generally  doesn't 
change  with  the  currency  markets. 
Beale  says  demand  for  Jaguars  did 
soften  somewhat  after  the  crash,  but 
only  in  the  New  York  City  area.  And 
even  if  demand  weakens  in  the  rest 
of  the  country  (Beale  doubts  it  will), 
European  demand  still  remains 
strong.  In  the  U.K.  the  waiting  list 
for  a  Jaguar  is  a  year  long. 

Beale  expects  Jaguar  to  earn  $169.9 
million  (pretax)  for  1987  and  around 
40%  more  in  1988,  85  cents  per  Jaguar 
ADR.  After  taxes,  the  company  is  still 
priced  around  ten  times  earnings,  at- 
tractive for  Jaguar.  (The  ADRs  cur- 
rently yield  about  4%.)  However, 
with  slower  than  expected  production 
of  its  new  XJ-6,  Beale  so  far  is  neutral 
on  the  stock. 

BMW?  Its  U.S.  sales  dipped  in  Octo- 
ber and  November,  but  Drexel  Burn- 
ham  analyst  Khaled  Abdel  Majeed 
doesn't  expect  that  to  last.  While  its 
lower-priced  3  Series  (around  $23,000) 
is  probably  vulnerable  to  a  downturn, 
the  more  expensive  7  Series  continues 
to  sell  well  to  older,  better-heeled  cli- 
ents. The  new  5  Series  models,  to  be 
introduced  this  spring,  are  also  ex- 
pected to  do  well.  Majeed  predicts 
BMW  will  earn  $554.6  million  next 
year,  up  slightly  from  1987's  $518.8 


million.  That  puts  BMW  at  around 
seven  times  his  1988  estimate — by 
BMW  standards,  a  very  low  multiple. 
Current  yield:  3%. 

Daimler-Benz?  It  is  selling  for  about 
eight  times  likely  earnings.  The  high- 
end  Mercedes  S-class  is  an  older  prod- 
uct that  was  already  being  hurt  by 
Jaguar  and  BMW  before  the  dollar  and 
equities  fell.  The  upcoming  BMW  5 
Series  cars  will  bring  competition  to 
lower-priced  Mercedes  models.  Daim- 
ler-Benz' operating  margins  elsewhere 
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New  Mercedes  coupe  from  Daimler-Benz 
What  about  the  stock? 


are  falling  because  of  AEG,  the  Ger- 
man electronics  and  appliance  manu- 
facturer acquired  last  year.  Demand  is 
less  than  robust  in  the  truck  industry; 
Mercedes  truck  operations  will  feel 
the  pinch.  In  all,  the  $40  billion  com- 
pany remains  a  powerful  competitor 
but  it  has  some  soft  spots.  Statistical- 
ly, the  stock  is  cheap,  but  this  may 
not  be  the  best  time  to  buy  it.  Ewan 
Fraser  of  London's  James  Capel  &  Co. 
says  that  "Daimler-Benz  is  a  company 
of  immense  strength  and  financial  re- 
sources.'' But  as  a  stock  right  now, 
Fraser  prefers  BMW.  — Patrice  Duggan 


Pinker  than  the  pinks? 

By  no  means  is  Santa  Monica  Part- 
ners' Lawrence  Goldstein  (see  p. 
38)  the  only  money  manager  digging 
for  cheap  stocks  in  the  pink  sheets. 
Another  able  pro  in  this  very  ineffi- 
cient market  is  Edward  McLaughlin,  a 
former  Wall  Street  brokerage  partner 
who  fled  the  rat  race  for  Vero  Beach, 
Fla.  in  1975  and  now  manages  more 
than  $10  million  for  himself  and  his 
family.  His  performance  is  untracked, 


but  McLaughlin  avers  that  he  has  nev) 
er  failed  to  make  over  35%  since  h 
moved  south. 

But,  says  McLaughlin,  the  pink 
have  become  "so  damn  competitive! 
they're  not  as  cheap  as  they  used  tj 
be."  So  he's  paying  closer  attention  u 
busted  IPOs — initial  public  offering! 
that  now  sell  at  big  discounts  frorj 
their  original  prices.  "Since  they'n 
listed  on  Nasdaq,"  he  says,  "they  havj 
better  marketability  than  the  pinks 
and  for  all  that  they're  still  not  an; 
more  expensive." 

Here  are  five  distressed  recent  IPO 
that  McLaughlin  thinks  are  especially 
attractive: 

Beaman  Corp.,  a  $47  million  (sales 
manufacturer  of  modular  prefabricat 
ed  commercial  buildings.  For  the  fis 
cal  year  ended  Feb.  28,  1987,  earning 
were  40  cents  a  share.  McLaughlii 
estimates  earnings  for  fiscal  1988  a 
65  cents  a  share.  June  1986  IPO  price 
8.  Recent  price:  4'A.  Has  2.5  millioi 
shares  outstanding. 

Communication  Cable  Inc.,  a  pro 
ducer  of  specialty  electronic  cable 
There  are  1.2  million  fully  dilutet 
shares.  For  the  fiscal  year  just  ended 
it  barely  broke  even  on  sales  of  aboui 
$4  million,  but  McLaughlin  believe! 
earnings  for  fiscal  1988  will  jump  to  a 
least  80  cents  a  share.  The  compam 
went  public  in  March  1986  at  7.  Rej 
cent  price:  3. 

Continental  Homes  Holding  Corp. 
the  biggest  ($126  million  sales)  build 
er  of  single-family  homes  in  Phoenix 
Should  earn  $1.25  a  share  this  yean 
with  cash  flow  running  at  $1.75 
share  or  better.  February  1987  IPC 
price:  1 1  VS.  Recent  price:  3lA.  Has  3. 
million  shares  outstanding. 

Multi-Color  Corp.,  a  $55  millioi 
(sales)  producer  of  printed  labels  foi 
consumer  goods,  including  Procter  & 
Gamble's  Tide  detergent  and  RJR  Na 
bisco's  Winston  cigarettes.  Earning; 
for  the  fiscal  year  ended  March  198' 
were  60  cents  a  share.  For  the  current 
fiscal  year,  earnings  are  estimated  a 
no  less  than  55  cents  a  share.  Augus 
1987  IPO  price:  13V4.  Recent  price 
5'/4.  (Two  million  shares  outstanding. 

Valley  Bank  of  Vermont.  Situatec 
in  prospering  Windsor  County — wit!) 
9%  population  growth,  2.7%  unem 
ployment — recently  opened  Valle' 
Bank  has  460,000  shares  outstanding 
more  than  $12  million  of  assets,  ove 
$7  million  of  deposits  and  no  bat 
loans  (yet).  Current  book  value  i: 
$8.50  a  share.  IPO  price:  10.  Recen 
price:  6. 

McLaughlin  hasn't  abandoned  th< 
pink  sheet  world.  Among  those  h< 
owns  and  wants  to  buy  more  of: 

Cherokee  Textile  Mills,  a  $75  mil 
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TECHNICAL  CORRECTION?...  RECESSION?...  DEPRESSION? 

P/n^        investor  Edward  McLaughlin 
Greener  pastures  in  busted  IPOs. 

lion  (estimated  sales)  manufacturer  of 
cotton  yarn  and  synthetic  fabrics  for 
apparel  that  earned  more  than  $4  a 
share  for  the  fiscal  year  ended  Sept. 
30.  There  are  326,000  shares  out- 
standing. Book  value  ia  almost  $80  per 
share,  dividend  over  $1.80.  Recent 
bid:  12  to  14. 

Park-Lexington  Co.,  a  New  York 
City  real  estate  owner.  It  has  no  debt, 
$  1 50  per  share  in  cash  and  equivalents 
and  pays  a  $17  dividend  on  the  23,800 
shares  outstanding.  Bid  of  175. 

Security  Storage  Co.,  a  $16  million 
(sales)  moving  and  storage  firm  in 
Washington,  D.C.  The  shares  (83,000 
outstanding)  go  for  around  $100.  Pre- 
tax earnings  in  the  core  business  were 
$21.55  a  share  last  year.  The  company 
also  has  real  estate  holdings,  plus  27% 
of  Control  Laser  International  worth 
$25  per  share. 

Liverpool  Industries,  a  profitable  $6 
million  (sales)  specialty  processor  of 
sheet  metal  and  precision  machining 
with  no  long-term  debt,  $4.55  a  share 
in  cash,  working  capital  of  $9.04  a 
share  and  a  bid  price  of  3.  It  has 
178,000  shares  outstanding. 

Frustrated  by  the  difficulty  of  accu- 
mulating shares  in  many  pink  sheet 
companies,  McLaughlin  has  win- 
nowed his  portfolio  from  about  200 
stocks  three  months  ago  to  around  75 
today.  "All  the  really  good  sums  of 
money  I've  made,"  he  explains,  "have 
been  made  in  large  positions.  You 
have  to  remind  yourself  that  you 
won't  get  rich  on  50  shares  of  stock 
selling  at  two  times  earnings,  that  it's 
better  to  have  10,000  shares  of  anoth- 
er stock  at  four  times  earnings." 


Twenty-five  stock  market  newsletters  actually  forecast  the  stock  market  crash  of  October  19, 
1987  weeks  or  months  IN  ADVANCE  of  the  actual  debacle.  Stock  Market  CrashT  was  the  big  bold 
headline  FXC  Investors  Corp  printed  on  the  front  page  of  its  October  issue,  mailed  in  late  September. 
"Bear  Market  Confirmed!"  was  the  headline  on  Fast  Track's  October  1 6  issue.  "The  Stock  Market 
will  CRASH.  This  is  a  100%  predictable  future  financial  event.  On  one  big  day,  the  Dow  will  tumble 
400  points  on  400  million  shares."  That's  whatfufure  Economic  Trends  stated  in  their  July  1987  issue. 
"Greater  Fool  Theory!"  is  the  headline  of  Growth  Stock  Outlook's  October  1 5  issue  in  which  Char- 
les Almon  described  the  pre-Crash  market  as  a  stampede  of  buffalo  herds  being  driven  ofTa  steep  clifT 
by  Indian  tribesmen  (stock  brokers).  The  mark  of  a  smart  investor  is  knowing  when  to  move  to  the 
sidelines  and  'sit  this  oneout.'With  a  potential  CRASH  of  500  points  in  the  DJI,  my  best  judgement 
is:  THAT  TIME  HAS  ARRIVED!"  said  Taking  Stock  in  its  September  1  issue. 

Is  the  Crash  a  long  overdue,  but  healthy  technical  correction  in  a  long-term  bull  market?...  or 
is  it  a  forerunner  of  economic  recession,  or  even  Depression?  How  can  you  profit  under  conditions  of 
stock  market  turmoil  and  possible  recession?  What  are  these  twenty  exceptional  forecasters  advising 
their  subscribers  to  do  now?  Many  are  placing  bids  to  buy  target  6tocks  below  the  market  price.  Some 
are  recommending  a  list  of  target  stocks  to  sell  or  to  sell  short  on  market  strength.  Which  stocks  and 
at  what  price  targets?  Some  are  recommending  the  purchase  of  investment  vehicles,  including  certain 
mutual  funds,  that  provide  guaranteed  safety  and  exceptionally  high  income  yields.  Some  are  recom- 
mending unusual  hedge  strategies  to  make  money  in  volatile  markets,  whether  up  or  down.  Some  in- 
vestment strategies  advise  incorporating  a  variety  of  investments  designed  to  profit  in  depressions. 

Here's  how  to  find  out  what  this  special  group  of  advisors  who  had  correctly  forecast  the  stock 
market  debacle  weeks  in  advance  are  advising  their  subscribers  to  do  now.  For  just  $18,  SIE,  Select  In- 
formation Exchange,  the  nation's  largest  financial  subscription  agency,  arranges  for  this  select  group 
of  25  advisory  publications  to  send  you  trial  subscriptions  to  their  publications.  Although  their  regular 
annua]  subscription  prices  range  as  high  as  $225  apiece,  you  may  obtain  trials  to  all  25  (orjutt  $18, 
or  only  72*  apiece,  which  you  also  get  back  as  subscription  credits  if  you  later  wish  to  subscribe.  Again, 
merely  send  your  name  and  address  along  with  this  ad  and  your  $i8  remittance  to: 


m 


SELECT  INFORMATION  EXCHANGE 

2095  Broadway,  New  York,  NY  10023  •  212-874-6408 

(Visa  and  MasterCard  credit  card  orders  accepted.  Ask  for  SIE's  "CRASH"  Package.) 


DIVERSIFY 


T.  Rowe  Price  International  Bond  Fund  offers  diversification  by  invest 
ing  in  high-quality  foreign  bonds,  which  often  move  counter  to  U.S.  markets 
For  10  years,  many  overseas  bonds  have  delivered  higher  returns  than  U.S. 

bonds*.  Yield  and  price  will  vary.  ,  

Daily  liquidity  through  free  t 
checkwriting  and  free  telephone 
exchange  at  the  then  current  net 
asset  value.  $1,000  minimum 
($500forIRAs). 
No  sales  charges! 


Mail  coupon  for  a 
free  information  kit  or  call 
1-800-638-5660. 


Rowe  Price,  100  E  Pratt  St.  Baltimore.  MD  21202 
Send  me  a  prospectus  with  more  complete  lnlormaoon 
including  management  fees  and  other  charges  and 
expenses  1  will  read  it  carefully  before  I  invest  or  send 
money 


Name 


Address 


City/State/Zip 


IBF264 


Invest  With  Confidence 

T.RoweRice 
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*  Based  on  the  arithmetic  average  of  yearly  returns  for  the  period  1976-1986.  Source:  Ibbottson 
Associates,  Inc.  T.  Rcwe  Price  Investment  Services,  Inc.,  Distributor. 
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;  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 
Each  reference  is  to  the  first  page  of  the  story  in  which  the  company  name  appears. 


Abbeville  Press   19 

Addison- Wesley  Publishing   14 

Adrian  Steel   38 

Advest  94 

Aetna    132 

Albertson's   94 

Alcari   85 

Alexander  Doll    120 

Alliance  Capital   94 

Allied-Signal    132 

Amas  85 

American  Cellular  Network   94 

American  Cyanamid    132 

American  Express   60,  1 16,  136 

American  International  Group   19 
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Arthur  Andersen    114 

Apple  Computer   12 
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Asarco   48 

Ashok  Leyland   85 
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AT&T   29 
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Auto  Pacific  Group   35 
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Backer  Spielvogel  Bates   98 
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International   85 
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BASF   8jS 

Beaman    146 

Bear,  Steams    12 

Bell  Canada  (Northern  Telecoml   29 

Bessemer  Trust   132 

BET   120 

Blinder,  Robinson  6,  13,  38,  60 

BMW    146 

BonAppetit  99 

Bozell,  Jacobs,  Kenyon  ik  Eckhardt  98 

Bristol-Myers  94 

British  Leyland   85 

British  Rail  Pension  Fund   117 

Brooks,  Wienger,  Robbins  &  Leeds   60 

Brunswick   128 

Burlington  Northern    14 

Calgon  Carbon   94 

California  Municipal 

Bond  Advisor    13 

Capital  Cities/ ABC   82 

lames  Cappel    146 

Carrington  Labs  94 


Carter  Hawley  Hale   i  94 

CBS    107,  134 

Central  &.  South  West   44 

Cetus  .-.   104 

Chadbourne  ik  Parke   56 

Chambers  Development   94 

Charming  Shoppes    128 

Chateau  and  Estate  Wines 

(Perner-Jouet)    124 

Chellaram's   85 

Cherokee  Textile  Mills   146 

Chiat/Day  98 

Christian  Science  Monitor  99 

Christie's   24,  117 

Cincinnati  Financial    128 

Citicorp   34,  85,  151 

City  National  Bank   65 

Clayton  Homes    134 

CMI   94 

Coca-Cola   98 

Coleco  94,  120 

Colt  Industries    134 

Commerce  Clearing  House   38 

Commodity  Trend  Timing   138 

Communication  Cable    146 

Compagnie  Generale 

d'Automatisme    72 

ComputerLand   6 

Continental  Homes  Holding    146 

Control  Laser  International    146 

Cook's  Magazine   99 

Corinthian  Capital   94 

Coming  Glass  Works  36 

Cubic   72 

Dagens  Nyheter  85 

Daimler-Benz   85,  146 

Danaher    134 

Dean  &  DeLuca  99 

Delta  Capital  Management   94 

Denny's   116 

DensePac  Microsystems   60 

District  Photo  38 

Dow  Chemical    132 

Dow  (ones  (Wall  Street  Journal)   107,  110 

Drexel  Burnham  Lambert  38,  146 

Dreyfus  Consumer  Bank    116 

DTExpert   74 

Du  Pont    132 

Duff  &  Phelps   132 

Eastman  Kodak    19,  36 

A.G.  Edwards  &  Sons    12,  14 

David  Elias   94 

Elliott  Ware  Tix-orist    140 


Emerson  Electric    104 

Ethyl   132 

Executive  Ventures    110 

Federal  Express  94 

Federated  Department  Stores 

(Bloomingdale's]   99 

Fiat   85 

Financial  Times   120 

First  Asset  Management   132 

First  Executive    128 

First  Federal  of  Michigan   128 

First  Interstate   34 

First  Jersey  Securities  6,  60 

First  Pacific  International   99 

Food  Lion   94 

Ford  Motor  35,  98 

Fountain  Powerboats  Industries   8 

Fujitsu   36 

H.B.  Fuller    132 

Fund  Exdmnge    140 

GE    110 

Genentech    104,  132 

General  Motors   35,  151 

Genex   104 

GenRad    134 

Genuine  Parts  94 

Georgia  Gulf   132 

Gourmet  99 

Guess    14 

Gulf  ik  Western  (Madison 

Square  Garden)    74 

Gulf  Oil  Trading   85 

Hartmarx   61 

Hayward  Industries  38 

Himont    132 

Hinduia  Brothers   85 

Hitachi  36 

Holiday    116 

Home  Shopping  Network   94 

Household  International  (National  Car 

Rental  System]   116 

Hulbert  Financial  Digest   140 

E.F.  Hutton    68,  98,  128 

IBM    35,  36,  104,  107 

IC  Industries   8 

IDD  Information  Services   12 

Inside  Edge   1 16 

Intel  36 

Interstate  Stores   38 

ITT  (Sheraton)    116 

Jaguar    146 

Janus  Fund   94 

Japan  Air  Lines   85,  94 


148 


FORBES,  DECEMBER  28,  1987 


Jet  Capital   13 

John  Hancock  Mutual  Life 

Insurance   12 

Kanrisha  Yosei    110 

Kelly  Services    134 

Kiddie  Products   38 

Kirin  Brewery   94 

Knight-Ridder   107 

Kobrand  (Taittinger)   124 

Kyodo  News  Service   6 

L.A.  Gear    134 

Ralph  Lauren   68 

Lipper  Analytical  Services   131 

Liverpool  Industries    146 

Lockheed    85 
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Los  Angeles  Times    110 
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Lynn  Elgert  Report    140 
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B.  Manischewitz  38 

Mark  Controls   124 

MasterCard  International    116 

Mattel    134 

McDonald's   98 

McKinley  Allsopp   94 

Medco  Containment  Services   94 

Mellon  Bank    116 

Melwani's   85 

Merck   134 

Merrill  Lynch   98 

Metalco  85 

Mitsui   85 

Monarch  Life    131 

Monsanto   132 

Moran  Asset  Management   94 

Morgan  Stanley    128 

Moet  et  Chandon    124 

Multi-Color    146 

National  Semiconductor   36 

NEC   36 

Neiman-Marcus  Group  94,  99 

New  England  Consulting 

Group   98 

New  York  Times   68,  85,  107 

New  Yorker  68 

Newmont  Mining    14 

Next   12 

Nitro-Nobel   85 

Nobel  Chemicals   85 

Nobel  Industries  85 

Olin   104 


Olsten    134 

Oppenheim,  Appel,  Dixon  74 

Oshkosh  B'Gosh  38 

Outward  Bound    110 

Overnite  Transportation  38 

Oxxford  61 

Pan  Am   85 

Park-Lexington    146 

Paul  Weiss  Rifkind  Wharton 

&  Garrison   85 

Pennzoil   128 

Philip  Morris  (General  Foods)   98 

Pillsbury  (Burger  King)  98 

Piper-Heidsieck   '.   124 

Polaroid  36 

Prerau  &  Teitell    114 

Prescott,  Ball  &  Turben  94 

Price  Stem  Sloan   6 

Price  Waterhouse   74 

Procter  &.  Gamble    146 

G.P.  Putnam's  Sons   19 

Republic  New  York    128 

Republic  Pictures   65 

Hal  Riney  &  Partners   98 

RJR  Nabisco  (Heublein)    124,  146 

Rooney,  Pace   60 

Ryan's  Family  Steak  House   134 

Sangam   85 

Santa  Fe  Southern  Pacific   8 

Santa  Monica  Partners  38,  146 

Sapporo  Brewery  94 

Sara  Lee  99 

F.  A.O.  Schwarz   120 

Scott  Paper   104,  136 

Scudder,  Stevens    132 

Seagram    124 

G.  D.  Searle    104 

Sears,  Roebuck    34,  107,  116 

Sears,  Roebuck  (Dean  Witter 

Reynolds)    12 

Security  Storage    146 

Sharp   36 

Shearson  Lehman  Brothers  60,  94 

Siemens   29 

Silver  Palate  99 

(oel  Silverman   94 

Smith  Barney  98,  146 

Sotheby's    117 

Sprouse-Reitz   38 

Spy    12 

Standard  Oil  (Kennecott)   48 

Stewart  Information  Services    128 

Stuart-James   6,  38 


Sumitomo  Electric  Industries   36 

Sunday  85 

SunTrust  Banks  34 

Systems  &  Forecasts    140 

Tandy  68 

Tandy  Brands  68 

Tata  Computers   85 

Tata  Group   85 

Tatham,  Laird  &  Kudner   98 

Teledyne    134 

Texaco    128 

Texas  Air    13 

Texas  Instruments   36,  98 

Thermo  National  Industries  38 

Thinking  Machines   107 

J.  Walter  Thompson  98 

Tiger  International   94 

Tiger  Management  94 

Toshiba   36 

Toys  "R"  Us  38 

Trintex   107 

Tyson  Foods    128 

U  S -Japan  Business  News   110 

Ultima  Hora   74 

Uniforce  Temporary  Personnel    134 

Union  Carbide  94,  132 

Union  Pacific/Chicago 

&  North  Western   151 

Upjohn    132 

UPS   94 

Valero  Energy   94 

Valley  Bank    146 

Venango  River   8 

Visa   116 

Vista  Chemical   132 

Wal-Mart   94 

Warner  Communications   94 

Washington  Post    107 

Waterford  Glass  Group    8 

Watumull's  85 

Wells  Fargo   34,  65 

Western  Capital  Financial 

Group    131 

Western  Futures  Fund   138 

Westinghouse    136 

Westwood  Management   94 

William  Carter   38 

Winn-Dixie   94 

Wisconsin  Electric  Power   12 

Wyse  Technology  94 

Xerox  98 

Young  &  Rubicam   98 

Ziiog  36 
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Herbert  Schmertz 

Director  and  Vice  President  of  Mobil 
Corporation  and  Mobil  Oil  Corporation. 
Insight  reader 


You  can't  help  but  notice  the  faces  in  the 
Insight  crowd. 

Take  Herbert  Schmertz. 

He's  on  the  boards  of  more  than  a  score 
of  major  organizations.  He's  an  author.  A 
lawyer.  A  compelling  public  speaker.  And 
he's  the  person  who  is  responsible  for  the 
entire  public  relations,  investor  relations, 
and  domestic  and  international  government 
relations  of  multi-billion-dollar  corporations. 

Among  Insight  readers,  he's  in  good 
company. 

According  to  a  Simmons  survey,  Insight 
magazine  reaches  the  highest  concen- 
tration of  affluent  readers  of  any  national 
newsweekly. 

And  it  doesn't  get  lost  in  the  in-box.  It 
gets  read.  Circulation  is  over  a  million.  And 
readership  is  nearly  four  times  that  high. 

Mr.  Schmertz  says  this  about  Insight: 

"Insight  gives  you  analysis.  It  gives  you 
background.  It  really  gives  you  insight  into 
things  you  just  don't  get  anywhere  else." 

If  you  want  advertising  results  that  stand 
out,  ask  your  agency  about  Insight.  Or,  if 
you're  with  an  agency,  call  us. 

In  New  York,  our  representative  is  Jack 
Mandable  at  212/599-1730.  In  Chicago,  call 
Dick  Weithas  at  312/346-8810.  In  Detroit, 
call  Jon  Stitle  at  313/651-2770.  In  Los 
Angeles,  call  Bill  Bauer  at  213/820-1550. 
And  in  Washington,  D.C.,  call  Tim  Hutchens 
at  202/636-8870. 

Insight 

Talk  to  the 
powers  that  be. 


A  face  in  the  crowd 


Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . .  ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of  January1  1,  1928) 

"The  writer's  guess  is  that  1928  will 
see  distinctly  lower  quotations  for 
most  of  the  stocks  which  have  been 
boomed  during  1927.  On  the  other 
hand,  long  before  the  end  of  the  year 
there  should  be  substantial  recovery 
in  good  oil  stocks  and  in  numbers  of 
utilities  which  have  not  attracted  the 
marking-up  process  in  other  divi- 
sions. Most  of  the  rails  look  quite 
high  enough."  — B.C.  Forbes 

"Reduction  in  wages  by  the  textile 
mills  in  New  England  has  continued 
to  spread,  and  it  appears  that  the 
greater  portion  of  the  industry  in  that 
section  is  now  on  a  lower  basis.  It  is 
estimated  that  not  far  from  75,000 
workers  have  been  affected  by  the 
wave  of  reductions  in  the  past  few 
months.  ..." 

"It  isn't  the  incompetent  who  destroy 
an  organization.  The  incompetent 
never  get  into  a  position  to  destroy  it. 
It  is  those  who  have  achieved  some- 
thing and  want  to  rest  on  their 
achievements  who  are  forever  clog- 
ging things  up.  To  keep  an  industry 
pure,  you've  got  to  keep  it  in  perpetu- 
al ferment."  — Henry  Ford 

Fifty  years  ago 

(From  the  issue  of  January  1,  1938) 

"Dr.  Henry  M.  Wriston,  the  new  pres- 
ident of  Brown  University,  is  a  walk- 
ing encyclopedia.   He   reads  every 


The  Union  Pacific/ Chicago  &  North  Western  streamliner  "City  of  Los  Angeles"  made 
the  run  from  Chicago  to  Los  Angeles  in  less  than  40  hours 


Brown  University  prexy  Henry  Wriston, 
whose  son  headed  what  is  now  Citicorp, 
kept  up  by  reading  while  he  shaved 


chance  he  gets,  even  while  he  is  shav- 
ing. The  15  or  20  minutes  a  day  it 
takes  Dr.  Wriston  to  shave  enables 
him  to  do  a  tremendous  amount  of 
reading.  Many  businessmen  hang  po- 
ems or  other  things  over  the  bath- 
room mirror  and  commit  them  to 
memory  as  they  perform  their  morn- 
ing ablutions." 

"Nineteen  thirty-seven  fades  out  as 
business  settles  down  after  holiday 
intermission  and  looks  forward  to 
prospects  for  1938.  Lively  and  dull 
annual  reports  start  trickling  in  with 
good  and  bad  news  for  stockholders 
and  general  public.  Aircraft  manufac- 
ture tops  1936  deliveries  by  45%,  fur- 
niture by  10%,  paper  and  pulp,  home 
furnishings,  vacuum  cleaners  by  wide 
margins.  Gas  industry  reports  reve- 
nue rise  of  4.1%  over  last  year." 

Twenty-five  years  ago 

(From  the  issue  of  January  1,  1963) 

"The  accumulated  evidence  of  the 

last  five  years  [is]  that  our  present  tax 
system  developed  in  World  War  II  ex- 
erts too  heavy  a  drag  on  growth — that 
it  siphons  out  of  the  private  economy 
too  large  a  share  of  personal  and  busi- 
ness purchasing  power — that  it  re- 
duces the  financial  incentives  for  per- 
sonal effort,  investment  and  risk- 
taking."  — John  F.  Kennedy 

"For  the  mutual  funds,  1962  was  the 
roughest  year  since  the  big  invest- 
ment company  boom  got  under  way 
just  after  World  War  II.  Asset  values 
dropped  with  the  stock  market,  sales 
slipped  and  government  probers  ex- 
posed to  public  gaze  many  of  the  de- 


tails of  fund  business  practices.  Over- 
all, fund  share  sales  dipped  10%  from 
1961  's  record  $2.9  billion.  Assets  of 
the  200-plus  open-end  investment 
companies  dropped  $2  billion,  to  $21 
billion  by  year's  end." 

Ten  years  ago 

(From  the  issue  of  January  1,  1978) 

"U.S.  and  European  steelmakers, 
fighting  to  stem  the  imports  that  are 
flooding  their  markets,  have  seen 
only  the  beginning.  Developing  coun- 
tries in  the  Free  World  are  rapidly 
expanding  their  own  steel  facilities 
and  adding  to  global  overcapacity.  In 
1976  these  countries  produced  44  mil- 
lion tons  of  steel.  By  1980  they  will  be 
pouring  60  million  tons  and  by  1985, 
105  million  tons  ...  [15%]  of  world- 
wide capacity.  .  .  ." 

"Last  year  General  Motors  produced 
56%  of  all  the  American-made  cars 
sold  in  the  U.S.  It  has  gained  10  per- 
centage points  since  1970  (when  a 
strike  depressed  sales),  and  GM's 
share  may  easily  creep  even  higher 
over  the  next  few  years." 

"The  aerospace  industry  is  a  bit  like  a 
group  of  picnickers  who,  frolicking 
over  their  cold  cuts  and  chilled  wine, 
have  just  heard  the  first  clap  of  distant 
thunder.  Is  their  fun  about  to  end,  or 
will  the  storm  pass  them  by?  Similar 
uncertainty  of  what  lies  ahead  in  the 
first  Carter  defense  budget  is  taking 
the  fun  out  of  the  industry's  current 
boom,  although  ...  at  least  two  or 
three  years  of  good  times  lie  ahead  for 
the  defense  business." 
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Somehow  life  doesn't  always 
pay  off  to  those  who  are 
most  insistent. 
Max  Lerner 


Monotony  is  the  awful 
reward  of  the  careful. 
A.G.  Buckham 


Perseverance  can  lend  the 
appearance  of  dignity  and 
grandeur  to  many  actions, 
just  as  silence  in  company 
affords  wisdom  and  apparent 
intelligence  to  a 
stupid  person. 
Georg  C.  Lichtenberg 


We  can  play  at  charity  or  piety, 
pray  by  persuasion,  clasp  our  hands 
and  assume  the  requisite  posture; 
but  boredom — no  practice,  no 
tradition,  no  method  disposes 
us  to  it;  no  doctrine  champions 
it;  no  belief  absolves  it. 
E.M.  Cioran 


Perseverance,  n.  A  lowly  virtue 
whereby  mediocrity  achieves 
an  inglorious  success. 
Ambrose  Bierce 


All  ardent  people  have  something 
mad  about  them,  and  all  cold 
people  have  something  stupid. 
Joseph  Joubert 


Dullness  is  the  coming  of 
age  of  seriousness. 
Oscar  Wilde 


Our  reason  sometimes  renders  us 
more  unhappy  than  our  passions, 
and  when  this  happens  to  a  man, 
one  can  say  of  him  that  he  is  a 
patient  destroyed  by  his  doctor. 
Nicolas  Chamfort 


There  is  no  course  of  life  so 
weak  and  sottish  as  that  which 
is  managed  by  order,  method 
and  discipline. 
Michel  de  Montaigne 


Thoughts 

on  the  Business  of  Life 


Work  with  some  men  is  as 
besetting  a  sin  as  idleness 
with  others. 
Samuel  Butler 


//  is  stick-to-itiveness  that  has  made 
both  nations  and  individuals  great. 
Decay  and  decline  come  only  when 
nations  or  individuals  relax,  when 
they  become  slack,  slothful  and 
shiftless.  Is  it  not  the  literal 
truth  that  America,  as  we  know  it, 
owed  its  discovery  by  Christopher 
Columbus  to  this  very  virtue 
of  stick-to-itiveness?  Without 
stick-to-itiveness  no  man  is 
likely  to  climb  to  the  top 
of  the  ladder — and  stick. 
B.C.  Forbes 


A  variety  of  nothing  is  superior 
to  a  monotony  of  something. 
Jean  Paul  Richter 


Repetition  is  the  death  of  art. 
Alfred  North  Whitehead 


All  struggle  has  for  its  end 
relief  and  repose. 
Wyndham  Lewis 


Few  things  are  of  themselves 

impossible,  and  we  lack  the 

application  to  make  them 

a  success  rather  than 

the  means. 

La  Rochefoucauld 


We  are  all  born  mad. 
Some  remain  so. 
Samuel  Beckett 


More  than  6.000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  two- 
volume  boxed  set  at  $31.95  ($18.50  per  vol- 
ume if  purchased  separately).  Also  available, 
a  one-volume  edition  of  over  3,000 
"Thoughts."  Price:  $18.50.  Send  check  and 
order  to:  Forbes  Inc.,  60 Fifth  Ave.,  New  York. 
N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


Out  of  every  fruition  of  success, 
no  matter  what,  comes  forth 
something  to  make  a  new 
effort  necessary. 
Walt  Whitman 


Passions  are  less  mischievous 
than  boredom,  for  passions 
tend  to  diminish,  boredom 
to  increase. 

Jules  Barbey  d'Aurevilly 


One  must  choose  in  life 
between  boredom  and  torment. 
Madame  de  Stael 


One  can  be  bored  until 
boredom  becomes  the  most 
sublime  of  all  emotions. 
Logan  Pearsall  Smith 


A  Text . . . 

And  let  us  not  be  weary  in 
well  doing:  for  in  due  season 
we  shall  reap,  if  we  faint  not. 
Galatians  6:9 


Sent  in  by  Henry  Louis,  Gainesville,  Fla. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of 
texts  used. 


Laziness  is  the  sleep  of  the  mind. 
Vauvenargues 


There  is  one  piece  of  advice,  in  a 
life  of  study,  which  I  think  no  one 
will  object  to;  and  that  is,  every 
now  and  then  to  be  completely 
idle — to  do  nothing  at  all. 
Sydney  Smith 


63  8  5 


A  loafer  always  has  the 
correct  time. 
Kin  Hubbard 
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